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THE ECONOMIST AND THE POPULATION QUESTION* 
By JOSEPH J. SPENGLER 


No quantity can increase by compound interest and remain within 
finite limits. 
—LAWRENCE DENNIS 


Man’s industrial activities are merely a highly specialized and greatly 
developed form of the general biological struggle for existence. 
A. J. LorkA 


In Megalopolis the sentiment of friendship wastes away. . 
—R. M. WEAVER 


My concern is to put the population question in temporal and statis- 
tical perspective. I pass over classical concern lest numbers become ex- 
cessive and Asian and Roman concern lest they not become extensive 
enough. I pass over the upward shift of the military and nonmilitary de- 
mand for manpower in the Age of Mercantilism and the poe ! 
populationist philosophy. I pass over those who after 1750 rejected 
populationism. I begin with Malthus, at the time of whose birth the 
world's population numbered just over 750 million, perhaps treble what 
it was at the start of the Christian era, though growing faster than ever - 
before, now that pestilence had been partially tamed and the supply of 
the means of existence had become more elastic and more stable. 


I. The Malthusian Age: 1800-1930 


Malthus may well serve as eponym to the period 1800-1930, since it 
was he who conceptualized and put into paradigm the demographic is- 
sues which dominated it. At its start Malthus was warning that an un- 
fettered stork could visit poverty upon most and prevent realization of 
the aspirations of the Age of Enlightment. At the period's close the 
world's rate of population growth was double what it had been in 1800, 

* Presidential address delivered at the Seventy-eighth Annual Meeting of the American 
Economic Association, New York, December 29, 1965. The author is indebted for sug- 


gestions to his colleagues, Ralph Braibanti, F. T. DeVyver, C. B. Hoover, and William 
Yohe. 
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and its annual increment roughly 22 instead of 4 millions. Meanwhile 
the world’s population had risen from less than a billion to just over 
2 billion; that of Europe and the Soviet Union to over a half billion, 
nearly triple the 1800 figure. Of Europe’s population nearly three per- 
sons in ten lived in 248 cities of 100,000 and over, compared with only 
about one in thirty in 18 such cities in 1800. Meanwhile the world’s 
cities of 100,000 and over had risen in number eighteenfold to nearly 
700 and their relative population eightfold to 11 per cent of the world 
total. It is not entirely surprising, therefore, that Alfred Marshall 
could write in 1920 (Principles, preface): 


In the present age, the opening out of new countries aided by low 
transport charges on land and sea, has almost suspended the tendency 
to Diminishing Return . . . and yet, if the growth of population should 
continue for very long even at a quarter of its present rate, the aggre- 
gate rental value of land for all uses . . . may again exceed the aggre- 
gate of incomes derived from all other forms of material property. 


Nor is it surprising that Malthus’s Geometrical Ratio should be redis- 
covered in the 1920’s [39], and that J. M. Keynes could warn that the 
Malthusian Devil had broken his chains in a world ridden by diminish- 
ing returns. Overpopulated Europe in particular was threatened, he be- 
lieved. The inequality essential to adequate capital formation was un- 
likely to be tolerated, and Europe’s terms of trade were destined to turn 
against her, dependent as she was upon produce imported from a New 

orld now become subject to diminishing returns. It was questionable, 
' thérefore, if her precarious economy any longer enjoyed a margin of 
safety against dislocation, a probable sequel to the treaty of Versailles 
[23]. At least four aspects of economists’ response to Malthus’s Essay 
in this period merit attention. 

1. Malthus’s Essay directed attention to the critical role of limita- 
tional factors and to the impact of adverse externalities associated 
with population growth. His ultimate limitational factor was land or 
“room.” He implied, however, that it could be some other source of 
mfin’s living budget, should man practice moral restraint. While Eng- 
land's marginal per acre wheat yield was only 8 bushels in 1812, the 
average having fallen from 24 in 1771 to 22 in 1812 [8, 2nd. ed., pp. 
225-26]. Malthus did not draw upon this sort of evidence. Instead he 
seems to have reasoned from the limitedness of arable land and its 
yields to his expositive theorem that the food supply could grow only 1 
/n per quarter-century where n denotes the existing food supply. This 
model gives a falling average but not finally a falling incremental rate 
of food and population growth as did P. F. Verhulst's logistic curve, 
designed in 1838 to reflect the increasing resistance population growth 
encountered from increasing density and its concomitants. 
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Malthus’s model stressed the services of land. This interpretation is 
in keeping with K. F. Mather’s account of the changes both in man’s 
demands upon his environment and in the nature of his resource limi- 
tations. “A hundred years ago, nearly 80 per cent of all the things men - 
used were derived from the plant and animal kingdoms, with only about 
20 per cent from the mineral kingdom. Today only about 30 per cent 
of the things used in industrialized countries come from things that 
grow; about 70 per cent have their sources in mines and quarries” 
[25, pp. 55-56]. Some present-day economists, of course, take into ac- 
count all or nearly all services, the demand for which derives 
significantly from demand for population. They view economic growth 
as a process of accumulating capital in all its manifold forms [20, Ch. 
14], and population growth as a process of transforming population, 
physical environment, and capital of all sorts, as of given time periods, 
into population of subsequent time periods. “Life,” as A. N. White- 
head [38, p. 160] observed, thus becomes “robbery,” with human 
societies living on other societies and (as A. J. Lotka noted), having 
triumphed over their subhuman foes, finding themselves pressed by in- 
creasing numbers to struggle with one another. Malthus may thug be 
looked upon as an inspirer of post-Darwinian as well as of Darwinian 
theories of struggle. Moreover, Malthus, in his rationalization of es- 
sential agricultural self-sufficiency, a doctrine that later helped inspire 
German agricultural protectionism, reveals himself a defender of bas- 
tions of strength against both leveling forces and hordes. “When de- 
gree is shak’d,” he might have said with Shakespeare, “then enterprise 
is sick.” AA. 

Malthus's emphasis upon limitations to the augmentability of the 
food supply was not reasserted again until the close of the century. 
For, although natality did not begin generally to decline in. Europe 
until in or after the 1870's, and then not enough to affect the rate of 
population growth significantly, per capita food consumption im- 
proved, both because yield per acre had gradually increased and be- 
cause food, mainly cereal, was imported in large quantity from land- 
rich Eastern Europe and Europe Overseas as well as from some heayi- 
ly peopled parts of Asia [14] [8, 3rd ed., pp. 296-301]. Toward the 
end of the nineteenth century, one and one-third centuries after Eng- 
land began to import cereals on balance, Sir William Crookes (1832- 
1919) warned that the question of the food supply *is of urgent 
importance today, and it is a life and death question for generations to 
come. ... England and all civilized nations stand in deadly peril of not 
having enough to eat.” He pointed to the importance of wheat, the 
lowness of yields, and the limited additional acreage suited to sowing 
—conditions that would permit world population to overtake world 
wheat supplies by 1931. Augmentation of yields and acreage prevented 





4 THE AMERICAN ECONOMIC REVIEW 


the materialization of Sir William's forecast. J. S. Davis, having re- 
viewed its basis and nonmaterialization, declared in 1932 that “the 
specter of coming dearth of food is a ghost that deserves to be laid” 
[13]. 

The shift in the bias of the resource base from organic to inorganic 
facilitated a higher rate of development and some economy in trans- 
port already near the beginning of the nineteenth century, if not ear- 
lier. It did not become pronounced until later in the century, however. 
Thus, between 1880 and 1937, while world population was growing 
about two-thirds and its industrial production was almost sextupling, 
world metal and fuel production increased 606 and 652 per cent, re- 
spectively [14] [31, pp. 248-50]. The shift, however, added to the 
fear of classical diminishing returns, the additional fear of mineral de- 
pletion, analogue of soil-fertility depletion. Already in 1865 W. S. Jev- 
ons forecasted that rising costs of coal attendant upon the working 
out of the superior seams would depress British industry and trade 
[19]. A quarter-century later, there arose even in the United States 
concern respecting both soil depletion and unduly rapid mineral ex- 
haustion. This concern contributed to the development of the conser- 
vation movement later popularized by anti-Malthusian Theodore Roo- 
sevelt. 

2. Malthus as well as subsequent writers drew attention to the ex- 
ternalities associated with population growth, many of them adverse. A 
clear-cut distinction was not initially made, however, between exter- 
nalities produced directly and externalities produced indirectly 
. tMsongh urban concentration. Malthus and his successors hoped to 
control aggregate growth and thus minimize the impact of adverse ex- 
ternalities—through institutional and related controls of private origin, 
that channeled costs and benefits to responsible and discretionary indi- 
viduals and households. He had little confidence in Leviathan. In fact 
J. S. Mill was almost alone in believing that under communism—albeit 
small-scale communism rather than present-day bureaucratic socialistic 
or mixed-economy collectivisms—the feedback system generative of 
population-control would be much more effective than it was under non- 
communism (Principles, II, i, 3) Concern regarding externalities asso- 
ciated with urban growth became both more intense and more re- 

search-oriented toward the close of the century. Even Marshall mani- 
` fested such concern [24]. 

3. In the wake of this growing awareness of externalities there de- 
veloped interest in improvement of the quality of populations. While 
few economists had the faith of a Helvetius or a Bentham in the ca- 
pacity of education to eliminate inequality, not many attached to re- 
productive selection the importance assigned it by F. Galton's follow- 
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ers or by some exponents of Social Darwinism. After all, it was eco- 
nomic environment with which economists worked, and it was their 
usual view as well as Marshall’s that A. C. Pigou [29, pp. 113-14, 121] 
expressed when, despite his awareness of the importance of genetic se- 
lection, he said, “The environment of one generation can produce a 
lasting result, because it can affect the environment of future genera- 
tions. Environments, in short, as well as people, have children.” He in- 
ferred, furthermore, that “improvement in the distribution of the divi- 
dend may be expected actually to P s the proportion of the chil- 
dren born from inferior stocks" whose untra'ameled propagation re- 
mained "notorious." Pigou seems to have been less alert than Ricardo 
(Principles, Ch. 31), however, to the possible depression of the de- 
mand for labor, especially among the inferior members of society, by 
accumulating capital. Otherwise he might have put more stress upon 
eugenics as well as upon adverse effects of life in large, input-short 
families. ` 

4. Corollary to Malthus’s thesis is the notion that there exists, 
under given conditions in a given state, an optimum population size 
and an optimum population growth rate. J. S. Mill was the first to'*give 
some precision to the former notion. “After a degree of density has 
been attained, sufficient to allow the principal benefits of combination 
of labour,” wrote Mill in 1848, “all further increase tends in itself to 
mischief, as regards the average condition of the people." Such density 
had been attained in England. Mechanical inventions could, of course, 
increase average income, but they would increase it even more were 
numbers not to grow (Principles, I, xiii, 2-3; IV, vi, 2). Unlike presext- . 
day technicians with their dehumanizingly exclusive emphasis upon 
know-how, Mill was concerned also with know-why—he was not pre- 
pared to trade natural grandeur, solitude, “the spontaneous activity of 
nature," and other free goods for the junkyards and carscapes and de- 
teriorating landscapes so characteristic of unaesthetic twentieth-century 
societies seemingly bent upon frustrating Henry Ford's desire that his 
car give even the man of little means easy access to “God’s great open 
spaces." Mill would probably have endorsed B. A. Weisbrod's sugges- 
tion that account be taken of the willingness of nonusers of facilities 
(e.g., a park) to pay for the option of using them in the future, given 
that total revenue from users falls short of costs [37]. 

Mill’s view was endorsed 78 years later by A. B. Wolfe, foremost `` 
economic demographer, who declared that “economically, the desidera- 
tum is . . . to obtain, in return for whatever expenditure of effort the 
people may regard as normal and proper, the largest permanently 
practicable, per capita product" [15, p. 68]. The population permit- 
ting this would be of optimum size. Wolfe did not accept, any more 
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than had J. S. Mill, the inference of A. M. Carr-Saunders [6] (and 
earlier Henry George) that a population normally assumed optimum 
size. Mill emphasized, as had Jeremy Bentham and others, the need 
for contraception, a need increasingly stressed during the Malthusian 
period [18]. Only a tremendous stimulus resulting in an improvement 
of “signal character,” such as had been produced in France by the 
Revolution, could change men’s habits, elevate their standards, and 
reduce their natality, Mill observed (Principles, II, xi, 2); and J. B. 
Clark (Essentials, Ch. 19) 59 years later expressed a somewhat 
modified version of this view. Not until the 1950's, however, did H. 
Leibenstein and R. Nelson incorporate a Mill-like view into growth 
models entailing the displacement of populations from the Malthusian 
equilibria in which they had been trapped. 

The Malthusian period witnessed many improvements in both the 
art of population projection and the quantity and quality of statistical 
data, together with the instruments employed to analyze them. A 
major objective was to eliminate distortions occasioned in crude mea- 
sures of fertility or mortality by differences or abnormalities in age, 
sex? and marital composition. Gross and net reproduction rates came 
into use toward the close of the period, some years after they had been 
anticipated; they made it possible to determine the rate of increase per 
generation in a population of stable age distribution, a model de- 
veloped by A. J. Lotka as early as 1911. The demographer could then 
cope with changes in age composition associated with adjustment to 
constant age-specific fertility and mortality rates, though not with un- 
_ predictable variations in mortality, fertility, or sex composition [16, 
Ch. 12]. Population forecasters therefore resorted to projections of 
present populations based upon various sets of assumed age-specific 
fertility and mortality rates. Recourse was had also to logistic curves 
fitted to past populations, a method originated by Verhulst and redis- 
covered by Raymond Pearl and L. J. Reed, who forecast a maximum 
world population of about 2,646 million and a maximum American 
population of about 197 million as of around A.D. 2100 [10]. 


II. A Time of Reconsideration: 1930-65 


Opinion on population issues was homogeneous during the period 
1800-1930. All but Marxian opinion, whether critical or affirmative of 
Malthus's views, took his model as a point of departure. Not so in the 
period 1930-65, or perhaps better, the period 1925-65. Voices were 
many and discordant, and divers earlier views were rejected. Honored 
in the breach was Jacob Viner's advice to this body (in 1938), that the 
economic theorist “is the special custodian for society of the long view 
in economic matters" (Am. Econ. Rev., March 1939, p. 9) as well as 


——— = a 7k dene P : ce a Ter. Mica. 


SPENGLER: POPULATION QUESTION 7 


the discoverer of hidden costs; or Winston Churchill’s observation that 
“a hopeful disposition is not the sole qualification to be a prophet"; or 
Walter Bagehot’s reflection that “it is a question whether the benevo- 
lence of mankind does most good or harm” (Physics and Politics, Ch. 
S); : 

First of the earlier views to be reversed was that imbedded in the 
population forecasts (or projections as they now are more cautiously 
labeled) of the 1930’s. Already in 1895 Edwin Cannan forecast a vir- 
tual cessation of population growth in England and Wales by 1950. In 
the late 1920’s and 1930’s it was inferred that the populations of most 
Western countries would soon become stationary, the American at a 
level below 200 million. Even eventual decline was anticipated. Net 
reproduction rates were near unity, and sometimes still falling. Econo- 
mists began exploring economic life in hypothetically stationary or de- 
clining populations. Publicists and reformers, some of whom may have 
recognized an opportunity to clothe welfare-state philosophy in demo- 
graphic terms, refurbished old arguments for a family wage as well as 
diverse subsidies to parents, with the result that family allowance sys- 
tems won widespread approval. Inadequately explored in a still-Kip- 
lingesque West, however, were implications of the fact that while the 
rate of population growth in a politically fissured Western world was 
falling, that of underdeveloped lands, containing about two-thirds of 
the world’s people, was incipiently high and potentially rising. 

By the late 1940’s, however, changes in both fertility and population 
- prospects were evident. Not only was death control augmenting natu- 
ral increase in the underdeveloped world, natality and natural increase 
had risen in the developed world, in part as a response to rising em- 
ployment and the emergence of the welfare state. Although fertility 
later moved somewhat below its postwar peak, population projections 
were revised upward, sometimes by a factor of 2 or more. Thus the 
population anticipated for the United States in 2000 was set above 300 
million instead of below 200 million [10]. Still, should age-specific fer- 
tility move downward, as it now seems to be doing, postulated growth 
rates will be reduced. Real cohort analysis, designed in the 1940's to 
replace use of synthetic cross-sectional cohorts, should presently 
confirm whether current fertility declines reflect a decline in desired 
family size and signal the advent of a growth rate of only about 1 per 


cent. In the 1930-70 interval, of course, population will have increased -° 


more than anticipated in the 1930's, about 283 million, or 42 per cent, in 
the developed world, and 1,271 million, or 91 per cent, in the underde- 
veloped world. 

A second reversal of interpretation relates to population growth and 
capital formation. G. Cassel [7, pp. 134-35, 149] had implied that a 1 
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per cent rate of population growth absorbs annual savings approximat- 
ing 5 per cent of national income, but he did not anticipate excessive 
saving. Such confidence gave way, however, to fear of the advent of a 
stationary population, despite Mill's earlier description of its advan- 
tages. “Investment” (or savings-offsetting expenditure) had been freed 
meanwhile of its moralistic trappings, and made a, and after the ap- 
pearance of Keynes’s General Theory in 1936, the strategic variable in 
employment theory and policy. Given little population growth, invest- 
ment would be inadequate because provision would no longer have to 
be made for large population increments, and at the same time there 
would be too little inclination to invest in improving the environment, 
quality, and productivity of those already here or replacing those here. 
This concern reflected an excessive estimate of the difficulties sup- 
posedly attendant upon adjustment from a higher to a lower rate of 
population growth, in an economy made sensitive to the contractile im- 
pact of the acceleration principle by a high ratio of reproductive 
wealth to population. In fact, J. R. Hicks, in his review of the General 
Theory (Econ. Jour., June 1936, p. 252), declared population to be 
Keynes’s “strongest card,” and three years later added (Value and 
Capital, Ch. 24) that the “whole Industrial Revolution of the last two 
hundred years” had been “such a disappointing episode in human his- 
tory” because (perhaps) it had been “nothing else but a vast secular 
boom, largely induced by the unparalleled rise in population." Alvin 
Hansen clearly posed the problems in his address to this body in 1939 
(Am. Econ. Rev., March 1940, pp. 1-15), at a time when economists 
were not yet writing about compensatory public investment in an afflu- 
ent society. There were critical responses to exponents of stagnation 
theory, of course, especially G. W. Terborgh’s respecting the favor- 
able behavior of investment in a past marked by falling popu- 
lation growth [34], and those of economists who believed that small 
adjustments in a flexible economy could easily bring annual savings 
and offsets thereto into balance and assure “full” employment in an 
economy whether population was growing appreciably or not. Man 
need not be slave to the stork in the twentieth century any more than 
he was in the late nineteenth. Ansley Coale [12, p. 371] aptly capped 
this theme in 1960 when he pointed to implications of current Ameri- 
can fertility levels: 
Thus a continued secular economic boom could gain partial support 
from a continued baby boom. But after a century this trend would 


produce about a billion Americans, and after two centuries some six 
billion. There must be a better way to stimulate employment. 


After all, it should be quite easy to adjust saving and/or offsets thereto, 
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along with other significant variables, to changes in population size and 
age composition, both of which are quite predictable in the short run. 
Until recently, the inverse of the stagnation argument, the thesis that 
excessive population growth generates inflation, especially in under- 
developed countries, received little attention. 

Perhaps the greatest reversal of opinion in the period 1930-65 is 
that relating to the role played by land and other natural resources in 
economic development and the disenthralling of populations from Mal- 
thusian traps. The importance of this role has been played down for a 
variety of reasons. First, investment in scientific discovery, applied 
technology, and education has been found to account for a major frac- 
tion of the increase in output per head in advanced countries, although 
recently the need to complement this type of investment with physical 
capital has again begun to be emphasized. Second, input of the services 
of land and natural resources per unit of GNP has greatly decreased in 
advanced countries. The composition of an individual's consumption 
changes as his income rises and becomes more biased toward products 
with relatively small resource content. This is reflected in a below- 
unity income elasticity of demand for most organic and inorganic raw 
materials. Furthermore, considerable economy has been achieved in 
the use of raw materials, with the result that resource-service input 
per unit of output of many specific types of products has fallen. For 
example, the input of cropland service per unit of output of agricultur- 
al products declined by nearly half in the United States between 
1930-32 and 1960-62. In short, changes in the character of both de- 
mand and technology have slowed down the growth of various material 
requirements, sometimes to the pace of population growth and some- 
times even below it. Third, discovery and technological change, to- 
gether with substitution at producer and consumer levels, have greatly 
augmented both the visible and the immediately potential stock of 
fuel, mineral, and related sources of natural-resource services. Man, it 
is supposed, is confronted by chains of natural-resource substitutes 
which modern molecular engineering and alchemy can subvert to his 
purposes, replacing links that weaken and elevating inferior sources 
(e.g., taconite rock) as well as substituting less expensive for more ex- 
pensive sources of particular natural-resource service needs [1] [33]. 
For example, energy should prove producible in large amounts through 
fission assisted by breeder reactors, and in almost unlimited amounts 
should fusion prove technologically and economically feasible. 

A measure of parochialism permeates this optimistic account. It neg- 
lects the Apostle Matthew’s dictum that “for whosoever hath to him 
shall be given, and he shall have abundance," and the observation in 
Deuteronomy “that man doth not live by bread only.” Skill and capi- 
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tal, so essential to overcoming mineral and agricultural shortages, are 
generally least abundant where needs are greatest. Should income grow 
as expected in the underdeveloped world, natural-resource shortages 
will be intensified, probably in greater measure than technical capacity 
to countervail them. Similarly, diets reportedly are quantitatively and/ 
or qualitatively most deficient in Asia, Africa, and parts of Latin 
America—in areas commonly short of skill and capital, even when not 
also of land. There one finds not even a basis for the inverted Mal- 
thusianism of Western optimists which equates solution of the popula- 
tion problem with a full stomach. One also finds neglected two income- 
depressing effects of population growth: (a) absorption of nonagricul- 
tural land which might better have supplied man with amenities; (b) 
steady diminution of the amount available per capita of suitably situ- 
ated space and goods and services formerly free. 

Neglected above all is man's conversion of such “parameters of 
state" as atmosphere, topography, and climate into variables with the 
result that conditions of life and interspecies equilibrium—never very 
stable—are changing. Lotka anticipated this possibility in his remark- 
ablé Elements of Physical Biology (1925). Malthus had treated physi- 
cal environment as a constant even though man had for many centu- 
ries been modifying this environment [35]. But then Malthus lived 
before the goat had been replaced by bulldozer, dragline, and nuclear 
explosives, and man had become the most destructive of biotypes. 
Aíter all, even the physicist, R. A. Millikan, could write as late as 
1928: “The energy available . . . through the disintegration of radioac- 
tive, or any other, atoms may perhaps be sufficient to keep the corner 
peanut and popcorn man going, on a few street corners in our larger 
towns," but no more (Science, Sept. 28, 1928, p. 284). Today, man is 
confronted not only by denudation and erosion of soil as well as possi- 
ble mineral shortages but also by the threat that accumulating filth 
will convert his promised great society into a merely gray society. Wit- 
ness here in America endless dumping of trash (four pounds per per- 
son per day), lead contamination in excess of that experienced in an- 
cient Rome, and water and air pollution soon destined to cost above $7 
billion yearly. Merely cleaning up the nation's polluted waters could 
cost over $50 billion. Indeed, some hold, J. K. Galbraith had better la- 
beled ours an effluent society than an affluent one, perhaps so efflyent 


` that many of its members have lost their sensitivity to effluvia. Possi- 


bly more threatening still are the changes man is producing “in the 
geochemical cycles of the elements," thereby "disturbing their natural 
balance in the uppermost geospheres." Thus since 1900 the carbon 
dioxide content of the air has risen about 10 per cent and is still rising 
[30, pp. 365-66, 546-47]. In short, multiplying man, forced by popula- 
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tion pressure to cope with emerging shortages in his micro-environ- 
ment, may be worsening his macro-environment and constraining the 
adaptive potentialities which have gotten him where he is. 

Optimum theory has been elaborated and clarified in recent decades. 
While account has been taken of the content of the welfare index being 
maximized, it has been noted that output per man-hour may constitute 
a quite satisfactory index, insofar as deviations from any other index 
can be resolved through exchange supplemented by taxes. It has been 
observed also that, while population size may condition a society’s ca- 
pacity for reducing income inequality, it is size of economy much more 
than size of population which facilitates economies of scale, competi- 
tiveness, flexibility, etc. The circumstances governing the response of 
welfare indicators to variation in population size have been found to 
include extent of economies of scale, interindustry fit, external eco- 
nomic relations, tastes, technology, length of time horizon, burden of 
defense or tribute and foreign aid, and so on. Deviation of actual pop- 
ulation size from optimum size does not tend to induce a decline in fer- 
tility unless this deviation reduces the rate of growth of income below 
the expected level; this rarely happens in the neighborhood of the opti- 
mum, and is not very likely when other income-increasing forces are 
ascendant. It is possible, of course, that as man’s time horizon is ex- 
tended through prolongation of life and institutionalization of expecta- 
tions, sensitivity to possible deceleration of income growth increases. 
Little attention has been given to the stability conditions surrounding 
an optimum; yet failure to act in conformity with these undermines 
some of the conditions defining this optimum. " E 

Today emphasis is placed less on the optimum as such than on th 
broader question: Is additional population growth advantageous? Will 
it elevate or reduce the rate of growth of per capita income with which 
other indicators of welfare are highly correlated? Will it contract or 
extend the range of choice? After all, in much of the world average 
population density exceeds the optimum level; moreover, many states 
are too small to accommodate a modern economy, even given a great 
deal of external exchange. In those countries, moreover, where a larger 
population would be advantageous, it is highly desirable that incre- 
ments be added slowly, since a high growth rate sacrifices population 
quality and equipment to sheer quantity (e.g., in Latin America and 
Africa). Major issues tend to be examined when inquiry is directed to- 
ward assessment of the effects of further growth. Such inquiry led Rich- 
ard Stone to ascertain how population growth retarded a society's ap- 
proach to F. P. Ramsey's state of Bliss. It directs attention to the ad- 
verse input-absorbing externalities generated by population growth in 
general and through increasing megalopolitan concentration—usually 
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in greater measure than associated external economies (if any). It 
prompts examination not merely of effects associated with short-run 
allocation and partially offsetting responses to disadvantages of popu- 
lation growth, but also of the longer-run consequences of alternative 
uses of inputs transformable into population. It reveals how population 
growth and megalopolitan concentration tend to bureaucratize society 
and dissipate individual autonomy [32]. 

The optimum concept has been applied to cities as well as to nation- 
al populations, though with even less success, because of the heteroge- 
neity of cities. Some attention is also being directed to the advantages 
and disadvantages of city growth. Much of the work currently done on 
cities amounts to little more than empiricist inquiry, insensitive to the 
manner in which distortion of exchange in the urban realm, especially 
distortion of key exchanges, may distort the urban structure and im- 
pose suboptimal conditions of existence upon the passive majority. 

Turning from optima to change in population composition, we find 
two dimensions of increasing concern. The first is age structure. 
France’s population was the first to shed the child-ridden Oriental age 
structure common to populations in Malthus’s day. Modern age struc- 
tures, together with increases in the proportion of the population over 
60-65 years, are concomitants of relatively low fertility; prolongation 
of life, unless beyond 70, affects this proportion very little. Of course, 
should it be forgotten that death is essential to progress and should 
man become immortal, a really Struldbruggian society could develop. 
For then, given a Gross Reproduction Rate of 1.5, the proportion over 
60 would approach 41.4 per cent [11, p. 40]. There would still be a 
way of escape, however; for, by raising the GRR to 3.0, the propor- 
tion aged 60 and over could be held to 9.1 per cent. Man would thus be 
faced with a choice—between life in a nursing home and life in a sar- 
dine can. Fortunately, the bad as well as the good still die, though per- 
haps in suboptimal proportion. There is need for hardheaded socioeco- 
nomic gerontological inquiry into the allocation, employment, income, 
and related implications of a doubling or more of the fraction of the 
population over 60 or 65 years since (say) 1870 when only about 5 per 
cent of the males were 65 or older and many of these lived in nonurban 
areas. 

Perhaps the central economic task flowing from this aging is that of 
optimizing, over the life span of the representative individual, of his 
work-time and his discretionary time. Presumably, this arrangement 
would result in greater vacation time than now—say six weeks per 
year—and deferment of retirement until age 70. Such arrangement is 
currently threatened by corporate, trade union, and governmental bu- 
reaucrats who, abhorring discriminating decision as the devil abhors 
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holy water, would fix the age of retirement at or below 60 when one 
still looks forward to 17-21 years of life. Such a policy would produce 
an army of endowed, if not particularly happy, loafers. Even in the ab- 
sence of continuing inflation, decrease in the ratio of work life to re- 
tired life by four-sevenths since 1900 entails an offsetting increase in 
saving for retirement which has not usually been achieved. And even 
then, as a rule, the retiree does not share appreciably in the fruits of 
technical progress. Solution consists in part in the re-establishment of 
flexible, discriminatory wages, periodic worker retraining, possible job 
reassignment, portable retirement provisions, price stability, and an ev- 
olution in work scheduling. The alternative could be a variant of 
Townsendism. 

The second problem-ridden structural change accompanying popula- 
tion growth is not mere urbanization (which within 30 years, ac- 
cording to K. Davis, will gather over half the world’s population into 
cities of above 100,000), but the concentration of so large a proportion 
of the population in megalopolitan centers which appear to be uneco- 
nomic devourers of time and capital as in the past they were devourers 
of population. This concentration appears to be the product of an in- 
determinate mechanism, made up in the part of random variables and 
fostered by disparities between social costs and social benefits as well 
as by neglect of adverse externalities associated with concentration. In 
short, the urban growth pattern may be stochastically determined, 
with chance working on the side of the largest centers and in keeping 
with Zipf’s generalized Paretian, or rank-size, “the-higher-the-fewer 
rule.” Here we may not have a causal mechanism operative, since,.as 
M. G. Kendall [21] notes, “chance can mimic choice," nor do we have 
simple, unlagged cause-effect relationships [22]. There could, of 
course, be something like G. Myrdal’s cumulative causation at work, 
or perhaps a cumulative process somewhat analogous to that described 
by W. J. Baumol in his “theory of cumulative deterioration” [2]. 

What is of immediate concern, however, is whether the mechanism 
at work produces an optimum distribution of activities in space and of 
population among cities. The outcome, whether good or bad, is almost 
irreversible, underpinned as it is by fixed capital, special interests, in- 
ertia, subsidies, and so on. That the outcome is optimal is to be doubted 
despite the clamor of hyperurbanists. They forget that vulnerability 


to attack by missile and from the air is positively associated with pop- '' 


ulation concentration. It is essential that one take into account all 
costs as well as al? benefits associated with large-city expansion, so re- 
mindful of the growth of polyp colonies; only then is the marginal net 
effect ascertainable. Excessive concentration of population in large 
cities not only tends to dissipate gemeinschaftliche ties, and generate 
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alienation; it is also inimical to individual-political and consumer sov- 
ereignty. Mathematically, the larger the city, the smaller is the relative 
size of the resolute minority that could rule it [28]. Politically and 
psychologically, the larger the city, the weaker tends to be the belief of 
the voter that he can do anything to influence the ruling camarilla and 
improve his community. Finally, as political power is channeled into 
the hands of city-ruling minorities, the taxing power of the central 
government tends to be placed increasingly at the disposal of these mi- 
norities and perhaps in keeping with what one may call the Augustus 
Caesar principle of public finance. (You will recall Seutonius’s ac- 
count. Caesar once considered discontinuing the practice of dis- 
tributing free grain, but he decided against it even though it was injur- 
ing Italian agriculture. “I did not carry out my purpose,” he said, be- 
cause I felt “sure that the practice would one day be renewed by some- 
one ambitious of popular favor.” ) 

While notable contributions have been made to the economic analy- 
sis of fertility [3, 12], the explanation of its short-run behavior has 
not yet been made as economic as possible, nor have the actual and the 
potential feedback connections of household with economy been ade- 
quately identified and explored. If one allows for random variables and 
treats certain fertility-affecting elements (religious and other values, 
rural-urban and educational differences) as short-run constants, one 
should be able to explain changes in gross reproduction in terms of 
changes in price structure and opportunity costs and of movements 
along curves of demand for children and of shifts of both these curves 
and curves representing costs of children. For a change in fertility 
reflects the response, usually lagged, of actual and potential households 
to changes in (a) the prices and character of alternatives to children, 
and (b) the benefits anticipated to be derivable from children and/or 
changes in the input costs of children, together with additions (sub- 
tractions) in costs associated with changes in family economic status. 
It must be assumed, of course, that fertility is easily controlled. This 
assumption is quite tenable in advanced countries, now that earlier 
contraceptive methods, including the unreliable “safe-period’—in 
Spain children who owe their existence to failure of this method are 
eponymously described as Oginitos after the method's discoverer (New 
Leader, Sept. 13, 1965, p. 7)—have been supplemented by contra- 


`` ceptive pills and cheap, effective intrauterine devices. It is essential 


also that the analyst view the child as the partial analogue of both a 
consumer's and a producer's durable good. Then the analytical as well 
as the empirical problem becomes one of isolating the determinants 
that affect the demand for, and the supply of, children at household 
levels, and thus give rise, along with household interdependence, to ag- 
gregate demand and supply functions. 
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The demand for children is not quite parallel, however, to that for 
ordinary durable goods. The relevant time interval is too long to per- 
mit a household to test ex ante expectations respecting children by ex 
post experience. No one can foresee what the genetic grab bag will 
bring forth, probably a useful citizen, possibly a genius, perhaps a 
hooligan or a cretin, but by then corrective response may no longer be 
possible. There is less uncertainty, of course, on the supply side. Most 
direct costs are fairly predictable, and optional additional costs need 
not be incurred unless they fall short of the prospective benefits. Less 
predictable is the impact of trade and longer cycles, or of increases in 
unemployment consequent upon upswings in the relative number of 
young job-seekers, cobweb-like sequels to earlier upsurges of births 
[12]. Less predictable also, especially in a modern demand-oriented 
economy, is the response over time of a household to its increasing ac- 
cess to durable goods and imperfectly foreseen complements thereto. 
For in this sector of consumption the income elasticity of demand can 
easily rise above unity and, if this rise is widespread enough, divert in- 
come from support of procreation to purchase of durable products and 
complements. The full significance of the emergence of durable goóds 
for reproductive and other activities has yet to be analyzed adequate- 
ly. Indeed, the Ford Foundation might fund a project permitting a cor- 
porate body of social scientists to follow through life a representative 
cohort, or better still a sequence of cohorts chosen at (say) 10-year 
intervals, and ascertain how and why patterns of expenditure change 
and with it fertility and related behavior. 

Underdeveloped countries, United Nations demographers find, differ 
from developed in respect of both fertility and indices of moderniza- 
tion. Gross reproduction is below 2 in all developed countries, and 
above 2 in the underdeveloped world which includes nearly all African, 
Asian, and Latin American countries. Within the modern world there 
is no correlation between variation in indicators of modernization and 
variation in fertility; and within the underdeveloped world there is 
only slight correlation. The data do suggest, however, that there exists 
a threshold, or a set of thresholds, movement beyond which by indica- 
tors of modernization is quite likely to be accompanied by a percepta- 
ble downward movement of fertility, though not by one immediately 
adequate to offset falling mortality. 

Convincing evidence of a widespread, imminent, and pronounced de- 
cline of fertility and natural increase remains to be uncovered. The 
United Nations reports: “the launching of new countries upon the 
transition from high to low fertility seems to have been temporarily 
halted.” The evidence reveals no continuing ^ erse relation between 
population density and fertility in keeping wiu: the logistic theory; 
only a mildly inverse relation is found in both the developed and the 
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underdeveloped world. The pressure of numbers upon family resources 
generated by the decline of infant and child mortality has not yet 
widely reduced births per mother. Governments not only show little 
awareness of the urgency of the population problem; they even cush- 
ion the incidence of child-rearing costs on responsible parents. The 
Economic and Social Council of the United Nations, together with in- 
dividual countries, has sanctioned making contraceptive assistance in- 
ternationally available, but governments have provided little incentive 
thereto [36]. 

The economic implications of United Nations studies of fertility and 
population growth are at least fourfold. First, for a number of dec- 
ades population growth will absorb large amounts of physical and per- 
sonal capital that might otherwise have been used to elevate per capita 
income. For example, ceteris paribus, per capita income can grow at 
least one percentage point more per year, given a zero instead of a 
two-per-cent-per-year rate of population growth. Second, little explan- 
atory insight is provided by economic models which merely suggest 
that income will permanently outstrip numbers, but which are un- 
equipped with feedback mechanisms that produce at least limited down- 
ward movements of fertility. It is necessary to show that movements 
of income generate even greater relative demands for present and fu- 
ture goods, services, and leisure; that elasticity of consumption expec- 
tations exceeds elasticity of income expectations. Then, if the standard 
of life rose ratchet-like, but always guarded against decline by pawl- 
like acquired tastes, one might count upon the retention of internalized 
standards. Third, the apparent existence of a set of interrelated thresh- 
olds suggests that international differences in shorter-run fertility- 
affecting constants are dissipatable through subjection to socioeco- 
nomic solvents. Fourth, even though these parametrical differences 
exist, it is certain that fertility can be greatly reduced, given availabili- 
ty of contraceptives, if having more than a stipulated number of chil- 
dren, say three, is economically penalized instead of subsidized as at 
present. That it would pay the governments of underdeveloped coun- 
tries to reward those who curb their fertility has been demonstrated by 
Stephen Enke who estimates one dollar thus spent to be worth about 
$100 of other forms of aid [17]. 


IIT. The Future 


Technology, prudence, and reason could generate a bright future. 
That it will be bright, however, is questionable, given an unfettered 
stork, together with continuing escalation of submarginal man in a 
world of Freudian irresponsibility and distribution according to al- 
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leged need rather than demonstrated performance. Just as relative im- 
munity of an organ’s cells to division and mutation causes that organ 
to age, so does the relative immunity of a society to rigorous selection 
tend to bring about its deterioration. It may be well, however, for one 
interpreting these portentous trends to recall what Samuel Johnson 
wrote in the preface to his dictionary about the prophecies he had 
made earlier in his launching prospectus: “I... now begin to fear that 
I have indulged expectation which neither reason nor experience justi- 
fy.” Yet, mankind does appear to be at a demographic crossroads, 
along which weak homeostatic response under current conditions may 
not properly direct man. Population growth still resembles too closely 
Newton’s “uniform motion in a straight line,” unrelieved by the pro- 
spective emergence of fertility-controlling “impressed forces." 

Consider India. Down one of the crossroads could lie a sanguine fu- 
ture. For, as S. J. Patel suggests, the economic distance between India 
and present-day America might be bridged, though hardly in a half- 
century; the difference between Indian and American real agricultural 
output per capita could be removed in some 50 years; that in other 
sectors, in a longer period. Yet, as Coale and Hoover have shown, 
there can be little improvement in the average Indian’s lot if India 
persists down the road of population growth [26]. 

More generally, to paraphrase President Kennedy’s warning against 
war: Unless man halts population growth, population growth will halt 
man. As matters stand, two demographic processes are bound to bedevil 
man increasingly and, if they are not soon resolved, will greatly di- 
minish whatever prospect he has of establishing a society both peace- 
ful and great, both moral and aesthetic. These two processes are con- 
tinuing population growth in a finite world and increasing concentra- 
tion of people in progressively larger megalopolitan centers. Progeny 
and space will have to be rationed much more effectively in the future 
than in the past. 

The more remote prospect is bleak while the immediate prospect, 
blurred by current income growth, is misleadingly hopeful. Popula- 
tion growth—demographic entropy—is dissipating man’s capacity for 
maneuver much as economic entropy is dissipating the utility locked 
up in depletable natural resources. After all, increase in number is an 
essentially irreversible process; men usually multiply, but they seldom 
dwindle as did avian, mammalian, and other species now extinct. Even 
in the United States should natural increase plus a prospective annual 
immigration of 350,000 long continue to increase population 1.0-1.5 
per cent per year, our population, 325-350 million in 2010, would num- 
ber 0.8-1.33 billion by 2100, and 1.5-2.8 billion (with perhaps one- 
fourth nonwhite) two centuries hence. Acres of land of all sorts per 
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capita, probably still close to 5.5 in 2010, would continue to decline 
until there would hardly be space even for our national flower, the con- 
crete cloverleaf. Aesthetic considerations of all sorts would be 
swamped by masses instead of by costs masquerading as pseudo-utility 
as at present. Even in the absence of strepitous poverty-mongers many 
would be conscious of being poor. 

An even worse prospect obtains in the world at large. Between 1960 
and 2000, according to United Nations estimates, world population 
will grow nearly twice as fast as in 1920-60—around 113 per cent to 
between 6 and 7 billion. The proportion in the developed world will 
fall to around 22 per cent, since its numbers will grow only 61 per 
cent, or but two-fifths as fast as the population of the underdeveloped 
world which is expected to increase about 151 per cent. Should world 
population continue to grow about 2 per cent per year it would number 
16-18 billion by 2050 and 43-50 billion by 2100. Even if it should pro- 
ceed only 1.5 per cent per year it would number 13-15 billion by 2050 
and 26-31 billion by 2100. Acres of all sorts per capita, still about 4.7 
to 5.5 in 2000, will then have fallen to 0.6-1.25 by 2100, and close to 
orre-half of this amount will be unfit for habitation except by Lower 
Slobbovians. Man will have become essentially spaceless in a space 
age, unless competition for living space should accidentally transform 
the “ultimate deterrent” into the “ultimate detergent” and, as D. M. 
Heer estimates (in his After Nuclear Attack), destroy perhaps 30 per 
cent of the population, mostly in heavily urbanized areas. 

Given growth of the order suggested as likely in the absence of con- 
certed efforts to limit numbers, food shortages would eventually de- 
velop despite schemes for deriving protein from coal and petroleum as 
well as subsistence from algae and other crude organic matter, or for 
supporting a man on 20 well-cultivated square meters of soil. First, 
cultivable land is limited, though only about 7 per cent is used for non- 
food crops, mainly fibers. In 1964 arable and permanent-crop land to- 
taled about 3.6 billion acres; land in permanent meadows and pasture, 
about 6.2 billion acres; and land in forest, about 10 billion acres. Just 
how much land in the two latter categories is convertible into crop land 
is indeterminate, though subject to exaggeration. It depends upon tech- 
nology, upon mastery of cultivation in the tropics and in droughty and 
cold regions, upon land clearing and development, often a costly pro- 
cess, and upon adequacy of the water supply. From the gross amount 
of land so converted must be subtracted land blotted out of agriculture 
by creeping concrete, construction, city growth, etc., which in the 
United States has amounted to one-half acre or more per inhabitant 
added to the urban population. 

Second, though average yield per acre could prove capable of 300 or 
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more per cent increase, crop yield per acre is limited. Yield increases 
are promising, of course. After all, “over a large part of the world 
today agricultural productivity is now the same as, or even inferior to, 
what it was in the leading civilized communities 2,000 years ago” [9, 


p. 78]. Yields per acre vary widely; thus Japan produces roughly 3-4 


times as much rice per acre as do South and Southeast Asian lands. 
This variation is associated mainly with variation in input of fertilizer, 
addition of a kilogram of which may increase grain output about 10 
kilograms, given suitable methods of cultivation. Developed countries 
use 5 times as much fertilizer per acre as do the underdeveloped; Eu- 
rope uses about 20 times as much as do Africa and Asia and 9 times as 
much as does Latin America; Japan uses over 100 times as much as do 
India and Pakistan. 

In many if not most underdeveloped countries pre-takeoff conditions 
essential to the great upsurges in yields experienced in the United 
States, Britain, and Japan have not yet been established [5]. Nor are 
they soon likely to be established, given excessive population growth 
and heightened barriers to the detraditionalizing of agriculture. Yet, as 
James Bonner shows, even if a takeoff is experienced, it cannot carry 
average production per acre above the limits “determined by the fac- 
tors that regulate photosynthetic efficiency” and “being approached 
today ... in parts of Japan, of Western Europe, and of the United 
States” [4, p. 14] [5]. Within limits, of course, the amount of nutrient 
supplied per acre can be augmented through recourse to higher-yield 
crops (e.g., soya beans). 

The future of the food problem may be stated simply. Suppose we 
increase world output 700 per cent by doubling crop acreage and qua- 
drupling yields. World population would catch up with this increase in 
about 107 years, given an annual growth rate of 2 per cent, and in 
about 140 years, given a 1.5 per cent rate. Trebling crop acreage would 
add perhaps a quarter to the above output, but only about one-tenth to 
the years of grace. Rationalization of fisheries would not change the 
data significantly. Augmentation of the food supply in the measure in- 
dicated is unlikely. This is not one world; requisite knowledge and.its 
necessary complements are not likely to be imported and assimilated 
rapidly in backward lands; nor will progressive lands have incentive to 
export food, mainly cereal (of which about 5 per cent net is redistri- 
buted by international commerce) to exchange-short countries. 

Turning from land, the principal source of man's food and the sole 
source of his living space, to water and minerals, the other primary in- 
gredients of man's material well-being, one encounters limitations par- 
allel to those of land. A precise measure of these limitations is not avail- 
able. It depends on rates of consumption which are rising, upon actual 
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and exploitable reserves which remain underinventoried, and upon 
man’s ability to develop substitutes for current sources. Even so, the 
outlook is not as promising as our Indian Summer natural-resource ex- 
perts would have it. Consider water, long the economist’s standard ex- 
emplar of a free good. We Americans use in all forms over 370 billion 
gallons of water per day and by 2000 we shall require 900 billion gal- 
lons, which probably can be provided out of the 700 billion available 
of the 1,200 billion that daily flow to the sea [40]. This amount, to- 
gether with what is otherwise required and used of an average daily 
rainfall of about 5 trillion gallons, will not suffice beyond the present 
century. Then we shall have to reduce our average consumption, so 
imbedded in our mode of living, since it is improbable that desalina- 
tion of sea water can add greatly to our supply of appropriately situ- 
ated water. i 

The long-run availability of large-volume materials (e.g., steel, 
aluminum, concrete, ceramics, glass), together with our ability to cope 
with shortages of special small-volume materials, depends, as F. G. 
Tryon [15, pp. 136-38] suggested 40 years ago, upon man’s ability to 
pfoduce and appropriately distribute cheap energy. Under present con- 
ditions and at prospective use rates, the world’s exploitable reserves of 
a number of minerals will last less than a century. Aluminum and iron 
would last 4 centuries at recent use rates, and the key fertilizers, potas- 
sium and phosphorus, much longer. The World Power Conference of 
1962 put economically exploitable coal reserves at 3.5 trillion tons, 
enough for 800 years at current annual world consumption rates 
(about 4.4 billion tons in 1960) and 100 years at American rates. 
Other fossil fuels will last only into the next century. Water power 
could supply the equivalent of 2.5 billion tons of coal per year, or less 
than half current world energy consumption. Given breeder reactors, 
usable uranium might come close to supplying as much energy as cur- 
rent mineral or fossil fuel reserves; and low-grade thorium could sup- 
ply 10-20 times as much. Fusion, when it becomes manageable, could 
make the supply of energy virtually inexhaustible, even in the absence 
of. tidal, solar, geothermic, and related sources [27] [33, pp. 74-97]. 
In short, given the cheap energy likely to be available, shortage of 
space, land, and water rather than of minerals would check the growth 
of population and living standards. Limits will be imposed also, of 
course, by unavoidable shortages of skilled personnel. Even given re- 
quisite natural talents, we cannot long increase skilled manpower fast- 
er than population; otherwise the whole of the labor force will be 
transformed into economists, engineers, physicians, and other cat- 


egories of skilled manpower, and none will be left to minister to other 
wants. 
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I have just been concentrating upon what exponential growth can do 
in a finite environment, upon a growth process which, as Coale reports 
[11, p. 36], within 65 centuries and in the absence of environmental 
limits, could generate “a solid sphere of live bodies expanding with a 
radial velocity that, neglecting relativity, would equal the velocity of 
light." Let me now recall that second process operative in our world 
of shrinking space, a process to which man must respond even as 
the ratio of suitably situated space to population declines. I refer 
to that seemingly stochastic process which is concentrating an ever 
larger fraction of the world’s population within the confines of a 
small number of megalopolises or human rabbit warrens. This process 
accentuates the adverse externalities associated with population 
growth and, as has been suggested, may produce unfavorable political 
effects as well as frustrate the demand for living space which tends to 
rise with income. But let me turn to solutions. ' 

Curbing population growth could prove easy in modern nations, 
given current contraceptive methods and knowledge thereof. It is nec- 
essary only to alter the terms of trade between gross increments to the 
population and alternative uses of the inputs involved. In essence, this 
might entail holding each couple responsible for all or most costs, visi- 
ble and invisible, direct and indirect, of reproducing and rearing chil- 
dren, in keeping with at least minimal standards prescribed by the 
state. Should the number of births still be too large, excise taxes could 
be imposed upon higher-order children and upon child-oriented prod- 
ucts and services, while if births were too few, these products and ser- 
vices could be cheapened through use of subsidies. 

Control of megalopolitanization and the redirection of urban Et 
are achievable through use of taxation, penalties, and constraints. Ini- 
tially, however, much more study needs to be made of longitudinal and 
cross-sectional relations between variation in city size and marginal 
cost-benefit ratios under essentially comparable conditions. 

As matters stand, the longer-run prospect is definitely Malthusian, 
with man sitting on a demographic time bomb into which legislators, 
and others, here and abroad, continue to shovel combustibles. Yet 
there may be grounds for conditional optimism. Not only can economists 
devote to the population question more attention than they gave it in the 
past 80 years when they devoted only about 1-1.5 per cent of their ar- 
ticles to population,’ but there are many more economists to do the job. 
Today more economists are practicing than lived and died in the past 
four thousand years, and their number is growing even faster than the 
world's population. 


1 This estimate is based upon entries in the Index of Economic Journals, sponsored by 
the American Economic Association. 
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AN INTERNATIONAL COMPARISON OF THE TREND 
OF PROFESSIONAL EARNINGS 


By TIBOR Scitovsky* 


I 


The purpose of this paper is to assemble and present in comparable 
form some of the statistics available on professional incomes in a num- 
ber of Western countries. The professions selected are the law, medi- 
cine, dentistry, the higher civil service, and higher learning; the coun- 
tries are Canada, Denmark, France, Germany, Norway, Sweden, the 
United Kingdom, and the United States. An attempt has been made to 
carry the data back to before World War I whenever possible. 

My interest in professional incomes has been aroused by the alleged 
and oft-cited connection between economic growth and the advance of 
democracy on the one hand and the worsening economic status of the 
intellectual and professional classes on the other. This trend has been 
noted not only in the United States but in most Western countries; it 
explains the springing up, all over Western Europe, of organizations of 
intellectuals and university graduates, aimed at defending their inter- 
ests and drawing the public’s attention to their plight. In Canada, in 
the 40 years between 1911 and 1951, the income of professional people 
is estimated to have risen only one-quarter as fast as the income of in- 
dustrial workers; in Germany, over a period half as long (1936-55), 
the average income of the free professions is said to have risen by half 
as much as the income of the rest of the economy [4] [5]. The same 
trend, though less pronounced, is present also in Great Britain, where, 
between 1911 and 1956, the average income of the liberal professions 
has risen by two-thirds of the rise in the national income per head of 
occupied population. (Cf. Col. 16 of unpublished appendix table on 
U.K.) 

Perhaps the first person to notice and analyze this phenomenon was 
Alexis de Tocqueville. In his Democracy in America he remarked and 

* The author is professor of economics at the University of California, Berkeley. The 
data presented in this paper were collected during his tenure of a Ford Faculty Fellow- 
ship in 1957; and he is also indebted to many people in Denmark, England, France, 
Germany, Norway, Sweden, and the United States for helping with the search. The 
Institute of Business and Economic Research at the University of California, Berkeley, 
generously provided research assistants for this and other projects; and the author owes 


a special debt to Mary H. Hager, his research assistant who did the most work on this 
paper. 
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speculated upon the lesser disparity in the United States than in 
France, and in the France of his day than in that of Napoleon, be- 
tween the salaries of high civil servants and that of office messengers.' 
He explained the difference in these disparities by differences in the 
degree of democracy—more democracy in America than in France, 
and more democracy in the France of 1833 than in that of 1810. Ac- 
cording to Tocqueville, an aristocracy tends barely to allow a subsis- 
tence minimum to office messengers but to vote high salaries for the 
high offices of State, positions which they or their children might occu- 
py and benefit from; whereas the people, when they govern, are gener- 
ous toward the humbler public officers but envious of and niggardly 
toward the higher ranks. He might have found his explanation even 
better confirmed had he known that by the mid-twentieth century 
these income disparities were to decline very much further in France 
but change little in America; and had he also known that, of the West- 
ern countries, the British pay the highest and the Swiss the lowest sal- 
aries to their high civil servants (Table 1). 

Tocqueville's political argument might be carried a little further. In 
aristocratic and feudal societies, great disparities between the salaries 
of high and not-so-high civil servants have also served to restrict entry 
to the profession and make it a preserve of the well-to-do. For the way 
to the high offices of State leads through the middle ranks; and if the 
pay in these is insufficient to enable officials to maintain the standard 
of living expected in their station, then the way to the higher ranks is 
blocked to all but those who at this early stage can supplement their 
pay:out of private income. An example of this has been until not so 
long ago a branch of the civil service in Germany and other Central 
European countries—the academic profession. A university professor 
earned as high an income as the highest ranking civil servant; but he 
attained this income and the accompanying high prestige late in life, 
and until then held the position of Privatdozent, a title with no, or vir- 
tually no, income. Hence the need in those days and in those countries 
for a private income as a prerequisite for an academic career. 

The political factors, however, tell only part of the story of civil ser- 
vice pay and are no help whatever in analyzing the earnings of the free 
professions. For a full explanation of the level and trend of profession- 
al incomes we need economic explanations as well. The most important 
of these, probably, is the increasing availability of higher education 
and its diminishing cost to the indivdual. This, too, has to do with de- 
mocracy, of which it is one of the main aims and achievements; but it 
is democracy exerting its influence through economic channels. The 


' Cf. Vol. II, Ch. 5, pp. 77-81 in the 2nd English edition (London 1836); p. 221 of 
the new French edition. 
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increasing availability of higher education has increased the supply of 
people eligible for the professions and has thus tended to lower profes- 
sional incomes (Table 2).* 


- TABLE 2—STUDENTS ENROLLED IN UNIVERSITIES PER 10,000 INHABITANTS 


—————— | —_—_———— | ——— | || —————————— (——M————— ————— 1 ———————— 


1914 10.5 11 17.4 


1929 30 20.0 
1930 89.4 13:3 1r 16 16.8 
1935 94.4 32 11.8 19 


bo N 
in bo 
b v 


1939 113.4 19.1 17.7 | 27.9 
1941 32 33.0 


1947 64 31.7 20 

1948 179.0 

1950 176.4 22.9 22.3 31.1 
1951 33.0 25 


1954 29 


1956 154.4 45 36.1 26.5 28.9 
1957 16.3 


(1) Sources: F. Edding, Die Ausgaben fuer Schulen und Hochschulen im Wachstum der 
Wirtschaft, Pt. II, Kiel 1957, p. 94; Biennial Survey of Education in the United States, “Statis- 
tics of Higher Education," 1957-58, p. 7. Coverage: “Institutions with courses creditable 
toward bachelors’ or higher degrees," including less than 3 per cent ‘“Technical Institutions 
and semiprofessional schools" such as teachers’ training colleges, etc. Figures are for full- and 
part-time undergraduate and graduate students. 

(2) Sources: F. Edding, op. cit., p. 43; For later years: Canada, Bureau fédéral de statistique, 
A percu biennial sur l'enseignement au Canada, Pt. II, Relevé de l'enseignement supérieur, 
1950/52, pp. 56-57; 1956, Canada, Bureau of Statistics, University and College Enrollment, 
Fall 1955, p. 5. Coverage: Universities and colleges other than teachers' training colleges. 
According to the English version of the Biennial Survey used by Edding, figures are for full- 
time students throughout while its French version describes them as including part-time 


? The increasing supply of trained and educated people is also attributed to technical 
progress increasing the demand for training and education. Neutral and uniform tech- 
nical progress raises all earnings in proportion and hence raises the return on education, 
expressed as the (absolute) difference in earnings between the skilled and the unskilled. 
If education is among the uniformly progressing industries, the gap between the cost and 
return on education is widened, thus raising the demand for it [1, pp. 53ff.]. 
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It is true that, hand-in-hand with the increasing availability of edu- 
cation, educational requirements for eligibility to the professions have 
also been raised, tending to restrict supply. Where of old anyone could 
hang out a shield and practice his profession, now diplomas, licenses, 
and many years of training are required. Mostly this represents a wel- 
come protection of the public; in some ¢ases the desire to raise in- 
comes by restricting numbers has also play ™ a part. Both factors have 
probably been present in medicine in the Ĵaited States, where alone 
among the countries considered, the limited number and capacity of 
the medical schools and their strict admission requirements have re- 
duced the ratio of physicians to total population over the past 60 years. 
In all other countries and all other professions considered in this study, 
the relative number of professional people has increased over time. 

The importance of the supply of professional incomes is also sug- 
gested by an international comparison of these two quantities, shown 
in the scatter diagram of Figure 1. Along the vertical axis is measured 
the salary of a highly paid natural scientist, the head of the national 
meteorological service, expressed as a multiple of an office-messenger's 
pay; along the horizontal axis is measured a rough index of the supply 
of professional training, the number of students enrolled in universities 
and institates of technology per 100,000 of population. The correlation 










enrollments for the postgraduates; however, the possible error is small, postgraduate en- 
rollment being roughly 5 per cent of undergraduate enrollment before 1952 and 7 per cent 
in 1952. For the 1956 figure, there is no indication whether part-time enrollment is included 
or not. 

(3) Sources: F. Edding, op. cit., p. 81; United Kingdom, Central Statistical Office, Annual 
Abstract of Statistics 1960 (No. 97), p. 100. Coverage: Full- and part-time university students 
taking courses. 

(4) Sources: F. Edding, op. cit., p. 35; Annuaire Statistique de la France, Rétrospectif, 
1961, p. 67. Coverage: “Enseignement supérieur public, effectif des étudiants francais et 
étrangers." 

(5) Sources: 1956, Statistisches Jahrbuch fuer die Bundesrepublik Deutschland, 1957, p. 94; 
1950, ibid., 1952, pp. 70-71; 1935, Statistisches Jahrbuch fuer das Deutsche Reich, 1936, pp. 544 
and 549; 1929, ibid., 1930, pp. 454-60; 1913, ibid., 1914, pp. 316-21; 1909, ibid., 1910, pp. 276- 
78. Coverage: Universities, "Technische Hochschulen" and other types of “Hochschulen,” 
excluding teachers’ training institutions. The 1956 and 1950 figures are for ““Immatrikulierte 
Studenten," and the earlier figures for “Studierende” excluding *Hoerer and Hospitanten" 
which gives a fairly consistent time series. j 

(6) Sources: F. Edding, op. cit., p. 59; 1947, Sweden, Statistisk Årsbok, 1949, pp. 275-76. 
Coverage: “Institutions of Higher Education” which means Universities and various types 
of **Hógskolorna." 

(7) Sources: 1957, Norway, Statistisk Arbok, 1959, p. 251; 1950 and 1939, ibid., 1953, 
p. 254; 1930, ibid., 1931-32, p. 163; 1920, ibid., 1920, pp. 183-84; 1910, ibid., 1911, p. 175 
and ibid., 1910, p. 146. Coverage: “Universities and Equivalent Institutions" 

(8) Sources: 1956, Denmark, Statistisk Arbog, 1957, p. 235; 1950, ibid., 1951, p. 223; 1945, 
ibid., 1947, p. 180; 1940, ibid., 1941, p. 165; 1935, ibid., 1937, pp. 153-54; 1930, ibid., 1933, 
pp. 132-33; 1915, ibid., 1920, p. 174. Coverage: The tables were for “Students in Institutions 
of Higher Education, Senior Vocational Schools, etc." and some of the enrollment figures had 
to be subtracted out to obtain a coverage that seemed reasonably comparable to that in the 
other European countries considered. 
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is striking and could go a long way toward explaining the very great 
national differences in salary differentials.? 

Having discussed the influences on professional incomes from the 
supply side, we must now turn to those exerted on the side of demand. 
First, the rise in real incomes that results from economic growth tends 
to raise demand for most consumers’ goods and services, including 
professional services. Second, the increasing complexity of our civiliza- 
tion has created a demand for a whole range of new professions and 
occupations that require extensive scientific and technical training and 
thus compete with the older professions for the available supply of 
highly educated and trained manpower. These two factors tend to 
boost professional incomes and thus to counteract the depressing effect 
of.the increase in supply. 

A third factor, but one likely to exert a downward pull on the de- 
mand for professional services, is the probable lag in the productivity 
of professional people. The rise in incomes tends to raise the demand 

"On the other hand, the correlation could also be explained by the much greater 
international mobility of natural scientists than of office messengers, which would ac- 
count for the much lesser absolute differences in the earnings of natural scientists. It 
seems likely that earnings in mobile occupations should be roughly the same in different 


countries, while in immobile occupations they should be quite different, higher in rich 
and lower in poor countries. 
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for goods and services because the prices of these rise either not at all 
or more slowly than incomes. The faster rise of earnings than of prices 
measures the rise in the productivity of labor; and unequal advances 
in the productivity of different industries and activities create changes 
in the structure of prices, in the pattern of demand, and also in the 
structure of incomes and earnings. In fields where the productivity of 
labor has made the greatest strides, product prices fall the most rela- 
tively to earnings and the prices of other products; in fields where 
labor productivity has not risen at all, product prices remain un- 
changed in relation to earnings in the same field but rise in relation to 
the prices of other products. 

The productivity of professional people is notoriously very difficult 
to measure, because changes in the quality of professional services, in 
medicine for example, can be major and must be taken into account. 
In many professions, however, these changes cannot have been great, 
and productivity is likely to have advanced less than that of most 
other types of labor. If this is so, and if this trend has not been coun- 
terbalanced by increasing disparity in the length of the working week 
of professional people and others, then one would expect the prices*of 
professional services to have risen relative to the prices of most other 
goods and services; and this relative rise to have discouraged demand 
for the services of professional people. This force, then, goes counter 
to the stimulating effect of rising real incomes on the demand for pro- 
fessional services.* 

Yet another factor very different from those so far discussed but be- 
lieved to have a great influence on professional incomes is inflation. The 
incomes of the professional groups here considered are determined to 
some extent by tradition. The members of these professions tradition- 
ally believe and like others to believe that they are rendering essential 
public service, the price of which is determined by factors other than 
their bargaining power in the market place. This tradition inhibits 
them and their professional organizations in seeking to maximize their 
incomes and explains why these respond sluggishly to market forces 
and may have a range of indeterminacy within which they do not re- 

“One is unduly tempted in this connection to focus attention on the relation between 
the prices of professional services and the average level of money incomes, expecting 
demand for these services to rise if their prices fall and to diminish if their prices rise 
in relation to average incomes. The logic of this argument is best seen in the simple case 
of a parallel rise in money incomes and the prices of professional services. If the prices 
of other goods and services stand still or increase more slowly, real incomes will rise 
and stimulate the demand for professional services; on the other hand, the slower in- 
crease of other prices implies a rise also in the relative price of professional services, 


which discourages the demand for them. There is no reason to expect these contrary 
forces to offset each other exactly. 
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spond at all. Hence the belief that inflation lowers the real incomes of 
the professions. 

This argument is probably valid at a time of small price increases or 
at the beginning of an inflationary period, and especially with respect 
to salaried pfofessionals. The experience of more severe and more pro- 
longed inflation, however, shows that market forces protect the inter- 
ests of the so-called fixed-income earners as well as those of any other 
group. France’s civil service (which includes teachers and professors) 
is protected no less effectively than organized labor by an escalator 
clause linked to the cost-of-living index; and in Chile, white-collar 
workers and the professions are supposed to be among the beneficiaries 
of inflation. 

Prolonged inflation might nevertheless hurt the salaried professional 
groups whenever market forces are against them. For their salaries, 
once set, are not likely to be reduced in response to a fall in demand or 
rise in supply, and may remain at a higher level than the forces of sup- 
ply and demand would justify. In such cases, an inflationary price rise 
may be necessary for market forces to exert their downward pressure 
on*the real incomes of these groups. In other words, inflation can hurt 
fixed-income earners by enabling market forces to overcome the down- 
ward rigidity of salary scales. 

While it is easy to list factors that influence the demand or supply of 
professional services, it is difficult to appraise their relative impor- 
tance. All I could do and have done was to give data on the earnings 
and numbers of people in the free professions, in an attempt to furnish 
the coordinates of the point of intersection between supply and de- 
mand curves.’ A third bit of information, the length of the working 
week, was not available; but a guess at least can be made. U. S. data 
for a part of the period suggest that the secular shortening of the 
working week was largely confined to workers and clerks. Business- 
men, managers, officials, and professional people work a longer week 
and one that has not become appreciably shorter over the years. In rel- 
ative terms, therefore, compared to the rest of the occupied population, 
the length of the professional person's working week has increased— 
and the trend was probably similar in the other countries too. 


II 


In an international comparison of this type, the main problem is to 
obtain comparable data. National differences in the availability, the 


"No data are given on the number of people on university faculties and in the civil 
service, owing to the difficulty of obtaining comparable series on comparable definitions. 
The same difficulty explains why the income data are confined to only one rank in the 
hierarchy; and it seemed meaningless to give the number of persons in that single rank. 
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increasing availability of higher education has increased the supply oí 
people eligible for the professions and has thus tended to lower profes- 
sional incomes ( Table 2).* 


- TABLE 2—STUDENTS ENROLLED IN UNIVERSITIES PER 10,000 INHABITANTS 








————— —— |——————— |———— |[.——————— | ————— | ——————— ———————E 


1914 10.5 11 17.4 


1929 30 20.0 i 22. 
1930 89.4 13.3 | 17.7 16 16.8 | 25 
1935 94.4 | 32 11.8 19 


1941 32 33.0 


1947 64 $1.7 20 

1948 179.0 

1950 176.4 22.9 22.3 31.1 
1951 33.0 25 

1952 45 


1956 154.4 45 36.1 26.5 28.9 
1957 16.3 


(1) Sources: F. Edding, Die Ausgaben fuer Schulen und Hochschulen im Wachstum der 
Wirtschaft, Pt. IT, Kiel 1957, p. 94; Biennial Survey of Education in the United States, “Statis- 
tics of Higher Education," 1957-58, p. 7. Coverage: "Institutions with courses creditable 
toward bachelors’ or higher degrees," including less than 3 per cent “Technical Institutions 
and semiprofessional schools" such as teachers' training colleges, etc. Figures are for full- and 
part-time undergraduate and graduate students. 

(2) Sources: F. Edding, op. cit., p. 43; For later years: Canada, Bureau fédéral de statistique, 
Apercu biennial sur l'enseignement au Canada, Pt. II, Relevé de l'enseignement supérieur, 
1950/52, pp. 56-57; 1956, Canada, Bureau of Statistics, University and College Enrollment, 
Fall 1955, p. 5. Coverage: Universities and colleges other than teachers’ training colleges. 
According to the English version of the Biennial Survey used by Edding, figures are for full- 
time students throughout while its French version describes them as including part-time 





*The increasing supply of trained and educated people is also attributed to technical 
progress increasing the demand for training and education. Neutral and uniform tech- 
nical progress raises all earnings in proportion and hence raises the return on education, 
expressed as the (absolute) difference in earnings between the skilled and the unskilled. 
If education is among the uniformly progressing industries, the gap between the cost and 
return on education is widened, thus raising the demand for it [1, pp. 53ff.]. 
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sources, the derivation, and the definition of the data were so great 
that an originally more ambitious project had to be cut down drastical- 
ly. The number of countries, professions, detail, and types of data 
covered is much smaller than originally contemplated; and many com- 
promises had to be made in presentation for the sake of better compar- 
ability. To compare professional earnings over time and between na- 
tions, it would have been desirable to express them as multiples of an 
over-all national average of personal incomes per employed population 
—we had to settle instead for multiples of national income per occu- 
pied population or labor force. Another interesting comparison would 
have been that between the absolute levels of professional real incomes 
in different countries; but official exchange rates would have been too 
crude and misleading, purchasing power equivalents were available 
only for a single year, so here, too, we had to settle on a mere fragment 
of what was originally contemplated, the few data contained in Tables 
3 and 4. We also hoped to present data on all ranks of academic fac- 
ulties and professional civil servants but the difficulties of internation- 
al comparability proved insurmountable—hence the limitation of data 
to full professors and the highest ranking permanent civil servant? 
Despite such compromises and narrowing of the scope of the study, 
full comparability of the data has not been achieved. The most impor- 
tant of the unresolved difficulties in this respect stems from differences 
in the provenance of the earnings data of the free professions. In the 
United States, estimates of the professional earnings of physicians, 
dentists, and lawyers are based on questionnaire surveys, with the re- 


TABLE 3—AVERAGE EARNINGS OF EUROPEAN PROFESSIONALS AS A 
PERCENTAGE OF THE PURCHASING PowER EQUIVALENT 
OF UNITED STATES PROFESSIONALS FOR 19552 
(European weights) 








ki Per 
Country Physicians | Dentists | Lawyers | Professors S Civil Capita 
ervants Income 
Denmark 43 62 58 39 49. 
United Kingdom 67 79 81 110 141 55 
Norway 36 67 72 43 62,-"51 
France 65 114 80 52 53 
Germany 47 49 84 123 110 57 





^ Where 1955 data were unavailable, comparisons were based on 1950 data. These are in 
italics. Purchasing Power Parity rates were calculated from Tables 5 and 8 of Milton Gilbert, 
Comparative National Products and Price Levels, Paris 1958. 

Earnings data are from the unpublished appendix tables. Earnings of free professionals in 
Denmark, Norway, and Germany have been increased by 20 per cent, in the United Kingdom 
by 10 per cent, for an estimated understatement of income. 

The estimate for dentists’ earnings in France is probably too high. 
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TABLE 4—AVERAGE EARNINGS OF EUROPEAN PROFESSIONALS AS A 
PERCENTAGE OF THE PURCHASING POWER EQUIVALENT 
OF UNITED STATES PROFESSIONALS FOR 19555 
(U.S. weights) 


TF Per 
Country Physicians| Dentists | Lawyers | Professors Civil Capita 
Servants Yds 
me 
Denmark 34 42 46 31 39 
United Kingdom 51 61 62 83 106 42 
Norway 26 49 54 32 46,37 
France 46 81 57 37 37 
Germany 31 28 58 84 75 39 


® The notes of Table 3 apply pari passu also to this table. 


spondents assured of anonymity and guaranteed against disclosure of 
the information furnished. The French estimates are derived partly 
from tax, partly from other, data, reconciled and rendered comparable 
by correcting for an estimated 33 per cent understatement of income 
in tax returns. In the other five countries, the estimates are based on 
income tax statistics without correction for understatement and are 
likely therefore to be too low—in a ratio presumably different for the 
different countries and perhaps also for different dates. For tax evasion 
probably increases with the burden of taxation, which is on the in- 
crease everywhere; and it is likely to be less important in a well-po- 
liced country like England, where payments into a physician’s bank 
account are a source of information on his gross professional receipts. 

' It seemed impossible to correct the data for such differences; but 
their order of magnitude may be gauged by the discrepancy between 
U. S. income-tax and questionnaire-survey data in the few years for 
which both are available. The income tax data are consistently lower, 
by about 18 per cent for lawyers and physicians and 13 per cent for 
dentists. It is unlikely that the whole discrepancy is due to tax evasion. 
For 1949, the Audit Control Program of the Internal Revenue Service 
showed an average discrepancy between net profits “reported” and 
“disclosable by audit” of 4 per cent for lawyers, 6. 5 per cent for physi- 
cians, and 7.5 per cent for dentists [3, Table 5].7 While this is not a 
full measure of tax evasion, the earnings hidden even from audit would 
hardly explain the rest of the discrepancy. A more careful and compre- 
hensive enumeration of deductions for tax purposes than for estimat- 

"Net earnings of sole proprietorships and partnerships as shown in Schedule C of the 
income-tax return are available on a per capita basis for 1947 and 1953 and can be 


estimated with a small margin of error for a few other years for which the number of 
partners in partnerships is not available. 


"The percentages in the text are based on the higher figure, while those in Table 5 
of the work just cited are based on the lower “net profits reported.” 


di 
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TABLE 5—PROFESSIONAL EARNINGS OF PHYSICIANS AS MULTIPLES 
OF Per CAPITA INCOME OF OCCUPIED POPULATION 


Ger- 


Molten | United | pce many | Canada 


States | Kingdom Norway | Sweden 


Year 


———— | ———————— i SO OCCU 


1911 5.4 
1913 7.2 
1915 4.8 
1920 5.9 
1921 3.9 
1927 (4.1) 
1929 2.9 
1930 3.2 (4.9) | 3.9 4.2 
1935 3.4 
1936-1938 (5.2) 
1938 4.6 
1939 $4 3.3 (3.2) 
1940 : 3.1 
1947 2.9 
1948 13 
1950 3.3 2 
1951 3.2 3.9 (1.5) 
1952 4.3 
1954 3.0 ° 
1956 3.8 4.3 4.8 2.6 2.9 
1958 4.2 


2.2 


ing one's income for general information may be part of the explana- 
tion; furthermore, the questionnaire surveys, with their low response 
rates, are believed to have an upward bias, due partly to the reluctance 
of the less successful professionals to admit, even anonymously, their 
lack of success, partly to their being less likely to have the secretarial 
help or leisure needed for answering questionnaires. 

In addition to the above derivational differences, there also remain 
in the data a number of definitional differences. Not only are statistics 
differently collected in different countries, there are international 
differences also in the way in which salaries are paid, pension funds set 
up, and professions defined and separated from neighboring profes- 
sions. Each of these differences has created problems, none of them se- 
rious but many insoluble—at least with the limited resources available 
to this study. 

The data on the earnings of the free professions refer, whenever 
possible, to independent practitioners only; but in some cases they are 
over-all averages for the entire profession, which includes independent 
practitioners and salaried employees. The discrepancies so introduced 
are probably slight. In the United States, where earnings data are 
available on both definitions for a part of the period, the earnings of 
independent professionals fall below in depression and exceed in pros- 
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perity the average earnings of the entire profession, by a negligible 1 
per cent or less for dentists and lawyers, by up to 7 per cent for physi- 
cians. 

Another problem, only imperfectly resolved, was to find a compara- 
ble rank in the civil service. The obvious choice, a cabinet minister, 
was ruled out by great national differences in the importance of fringe 
benefits and the difficulties of evaluating them. We adopted the rank 
immediately beneath him, which minimized these difficulties but at the 
cost of lesser international comparability. England’s permanent under- 
secretary and Germany’s Staatssekretaer were natural choices: they 
are the officials immediately below cabinet rank and at the same time 
also the highest-paid permanent civil servants. In France, the secré- 
taire général was an uneasy compromise; in the other countries, we 
have chosen the highest-paid officials outside the cabinet, even when 
they were political appointees. 

International comparability remained an imperfectly resolved prob- 
lem also in the case of professors. Many changes over time and great 
national differences in the ranks below the full professor forced us to 
ontit them; but even at the professor’s rank there are important 
differences between Europe and America. Professorial chairs are fixed 
in number and attained only by the select few at most European uni- 
versities; in America the number of chairs is not limited and the pro- 
fessorship is a rank all faculty members can and most do attain in 
time. The data compensate for this difference in a crude way, because 
national averages of professorial earnings in all other countries are set 
beside U. S. averages that relate only to the 39 best and highest-paying 
institutions. 

A further difficulty only partly resolved stems from the fact that 
civil servants—and this includes university professors on the Conti- 
nent—are paid a fixed salary in some countries; in others their basic 
salary is augmented by rent, cost-of-living, and family allowances. In 
these latter cases we have taken, whenever possible, the earnings of a 
married man with two children, living in the capital. 

In Europe, university professors usually receive extra pay for exam- 
inations. The difficulties of obtaining reliable and complete data on 
this extra pay forced us to exclude it from our data. Accordingly, the 
professional earnings of professors in the European countries are 
somewhat understated in the tables? In Germany, professors also 


*Examination fees may be quite an important source of income in some countries. 
In Germany, where the rector (president) receives a percentage of all examination fees 
paid at his university, there used to be a saying (before World War I) at the University 
of Berlin that a year’s tour of duty as rector was worth a villa in Gruenewald, Berlin’s 
most exclusive residential district. 


SCITOVSKY: PROFESSIONAL EARNINGS 37 


receive Kolleggelder, fees for each student enrolled in their courses. 
Earnings from these used to be quite high in the days when all stu- 
dent fees went to the faculty. In the last decades of the last centu- 
ry, a popular professor could earn as much as 100,000 marks (about 
$100,000 in today’s purchasing power), or 70 times the then-average 
income of the occupied population. This golden age of the German 
professor came to an end with legislation of 1898 (and of 1918) which 
gave him a fixed salary but diverted a part of student fees to the gen- 
eral upkeep of his university. But even today, Kolleggelder, the pro- 
fessor's share of student fees, amount to DM5.00 ($1.25) for each 
semester hour per student enrolled; and, with classes of a thousand or 
more not uncommon, a popular lecturer, or one whose courses are re- 
quired, can easily double his basic salary [2].° Unfortunately, data 
from which to estimate average earnings from these fees are not avail- 
able. Often the university guarantees a man's minimum proceeds from 
Kolleggelder; and we have taken the average of this minimum Kolleg- 
geldgarantie as our estimate of the average of the actual Kolleggelder, 
although this must clearly be an underestimate.!? : 
The earnings of civil servants and professors include the employee's 
and exclude the employer's contribution to pension funds;* and no ad- 
justment was made for the fact that Germany deducts no employee 
contribution and pays pensions equal to a man's basic salary. 


III 

The basic data assembled for this study, the time series of net earn- 
ings in the different professions and of numbers in the free professions, 
are shown, separately for each country, in a series of appendix tables 
not printed here but available on request from the Institute of Busi- 
ness and Economic Research, University of California, Berkeley, Cali- 
fornia 94720. These tables also contain benchmark data on total and 
occupied population and national income. The exact definition of each 
series, the sources of the data, their nature, the way of their deriva- 
tion, and the assumptions on whose basis some of them had to be esti- 
mated are all stated in considerable detail in the footnotes to these-ta- 
bles. This seemed desirable, because the best thing this paper can, and 
I hope will, accomplish is to draw attention to the existence of these 

"This book and correspondence with its author were the main source of information 
about German university professors. 


The share of Kolleggelder in average earnings as shown for 1952 and 1956 (in the 
appendix table) is about 10 per cent. 


" However, the government's contribution to physicians and dentists pension funds 
under Britain's National Health Service was included in professional earnings so as to 


render them comparable to physicians’ and dentists’ earnings in other countries, where 
the government does not subsidize their pension plans. 
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data and to stimulate and facilitate the task of a more ambitious un- 
dertaking to collect, render comparable, and publish the kind of data 
assembled here as a very modest one-man undertaking on an incom- 
plete scale. Estimates made on an exceptionally rough basis or derived 
from such estimates are within parentheses in both these and all other 
tables. 

The time trends of net professional earnings are shown in this paper 
as multiples of national income per head of occupation, separately for 
each occupation in Tables 5 through 9. They are based on the raw data 
and estimates contained in the unpublished appendix tables. Before 
looking at these, it is worth considering an international comparison in 
absolute terms. Tables 3 and 4 show the average net earnings of Euro- 
peans, expressed as a percentage of the purchasing-power equivalent of 
the earnings of their U.§. colleagues, for the year 1955, in a few cases 
for 1950 (the italicized figures in the tables)—the only years for 
which purchasing-power equivalents are available. Table 3 is based on 
European, Table 4 on U.S. expenditure patterns; and if it is true, as is 
sometimes asserted, that the expenditure pattern of professional people 
resembles more nearly that of the average European, then Table 3 is 
the more relevant of the two. Both of them show that it pays to be a 
high civil servant in England, a university professor in Germany, and 
a physician in the United States." They also show that the economic 


TABLE 6—PROFESSIONAL EARNINGS OF DENTISTS AS MULTIPLES 
or PER CAPITA INCOME OF OccurrIED POPULATION 





United | United Ger- Den- 


France Canada 


Year States | Kingdom many mark 


————— | a d ———— | —— | ————— 1 ————— |———S | 


1914 d 
1922 4. 
1927 (3.5) 2.9 
1929 2.4 2.4 
1930 2.1 2.4 3.7 
1935 2.3 
1936-1938 (4.1) 
1938 2.6 
` 1939 2.4 2. 
1947 2.3 2. 
1948 2.0 
1950 2.0 zl 2.3 
1952 2:5 - 3 
1954 2.2 
1955 2.6 
1956 3.3 9.9 1.9 aul 
1958 2.8 





12 The German professor’s position is even more favorable than appears from the 
tables, because the data probably understate his income from Kolleggelder, take no ac- 
count of his exceptionally generous pension plan, and exclude (as in the case of other 
European professors) his examination fees. 
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Year 


1911 
1915 
1921 
1927 
1929 
1930 
1935 
1936-1938 
1938 
1939 
1940 
1947 
1948 
1950 
1952 
1954 


United | United 


Ger- en- 
States | Kingdom France many. Canada mark | Norway | Sweden 
(7.3) 
5.8 
(3.9) 
(7.0) 6.3 
3.1 5.8 
3.4 (4.4) 3.9 3.9 
4.0 4.5 
(7.5) 
4.4 
3:9 3.0 
3.5 
3.0 
2.2 
2.2 2.8 9.9 
2.1 2.* 
2.6 
oa 3.2 2.9 2.6 
2.4 
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OF PER Capita INCOME oF OCCUPIED POPULATION 








1930 
1935 
1936 
1936-1938 
1938 
1939 
1940 
1941 
1945 
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8.5 
2.1 1.3 $4 
3.8 
5.6 
5.4 
9.1 8.9 3.7 4.2 
4.4 5.9 4.6 4.2 
8.6 
5.6 
5:9 
4.3 5,4 2.8 . 
3.9 2.5 
3.0 
2.1 
3.8 3.8 PE 1:4 
2.1 1.6 
2.0 5.9 2.3 
3.2 1.7 
1.9 3.8 2.1 1.8 
. 2.4 
1.9 3.8 2.9 4.1 2.0 
As 
7.1 
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advantage of the professional over the average man is decidedly great- 
er in England than elsewhere, owing, probably, to the lesser availabili- 
ty in England of academic training and the much smaller proportion of 
academically trained people. 

Another striking fact, shown by these tables and even more by Ta- 
bles 5 through 9, is the contrast between the limited range within 
which the free professions’, and the very great range over which civil 
servants’, professional earnings vary over time as well as between 
different countries. A tentative explanation might be that market 
forces have and always had full scope in determining professional earn- 
ings; whereas setting the salaries of high public officials is substantial- 
ly a political decision.? The very high economic status of high civil 


TABLE 9—PROFESSIONAL EARNINGS OF CIVIL SERVANTS AS MULTIPLES 
OF PER Cafita INCOME or OccuPIED POPULATION 





: . Norway 
United | United OC Ger- 


States [Kingdom many mark (a) (b) 


1913 14.8 
1914 10.3 
1915 7.1 
1920 | 3.2 1.4 4.4 
1921 15.4 3.9 
1927 10.3 
1929 15.2 10.1 | 82 
1930 11.1 3.9 | 6.0 
1935 10.6 5.2 
1936 10.5 11.0 

1936-1938 15.2 
1938 7.8 
1939 | 7.1 7.3 2.9 | 4.5 
1940 4.4 
1941 6.4 3.7 
1945 3.0 
1947 8.8 | 4.5 5.9 2.5 
1048 | 2.8 
1950 8.4 2.5 | 24 
1951 4.0 | 2.1 
1952 | 3.9 | 8.5 | 3.9 
1954 20 |. 
1955 2.6 2.6 
1956 | 3.5 | 8.9 6.7 | 44 
1957 24 1234 
1958 | 4.1 
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Column (a) refers to the earnings of the Ekspedisjonsjef, until 1930 Norway's highest 
ranking permanent civil servant. Column (b) shows the relative earnings of the Departe- 
mentsrod, the new highest rank established in 1930. 


? Market forces reassert themselves and force a raising of salary scales when these are 
set too low; they do not prevent their being set too high. 
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servants in England, Germany, and France is probably best explained 
by Tocqueville. In these countries, society seems to accord high civil 
servants a higher status than they enjoy elsewhere for reasons that 
probably lie in their political traditions and class structure. 

Coming now to the shape of the time series in Tables 5 through 9, 
they confirm the general impression of a downward trend of profes- 
sional earnings in relation to the over-all average of per capita national 
income. All the long series, i.e., all those that go back to before World 
War I, show a marked downward trend, with those for high civil ser- 
vants registering the greatest decline. The shorter series show the same 
downward trend, with the important exception of physicians in the 
United States. Data on their average professional earnings go back 
only to 1929 and show a rise. How this series would look if it could be 
carried back to 1913 I do not know; but it,is worth noting that the 
number of physicians per population in the United States has been de- 
clining at least since 1900, while in all the other countries it has been 
rising. The data on French physicians’ earnings also suggest an up- 
ward trend; but here the data are too few, the period too short, and 
the estimates too crude to attach significance to this finding. In gener- 
al, however, the downward trend of professional incomes is the least 
pronounced and least well established in the medical profession. Per- 
haps the great advance in medicine and the resulting greatly increased 
demand for physicians’ services account for this; an important addi- 
tional factor in the United States probably is the restriction of entry to 
the profession. 

To explain the prevalence of the downward trend, a number of fac- 
tors were listed at the beginning of this paper. Some of these, such as 
the increasing supply of education and educated people, would tend gen- 
erally to mitigate inequalities of income; others, such as the slower 
than average rise in the productivity of professional people, would ex- 
plain a fall in the relative earnings of professionals only. This raises 
the question to what extent the decline in the economic status of the 
professions is peculiar to them and to what extent it is part of a gener- 
al trend toward lesser inequalities of income. Could it be that profes- 
sional people have more or less maintained their relative position on 
the income scale and that the fall in their relative earnings merely 
reflects the general compression of the entire income scale? To answer 
this question, we would need to know much more than we now know. 
What scanty information is available on income distribution by size is 
summarized in Table 10 and does suggest a general reduction in in- 
equalities of income over time. It is impossible, however, to attach 
much significance or even credence to such evidence, because this in- 
formation is only available for two periods which are too close together 
and not very comparable, the first period being one of massive unem- 
ployment, the second one of full or overfull employment in most of the 
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TABLE 10—Grn1 INDEX or INCOME INEQUALITY By SIZE 


United United 


States Kingdom Germany Sweden Denmark 


Year 


1935 .94 

1936 47 .49 

1938 .43 

1939 .50 
1945 .48 

1946 41 

1949 42 

1950 .40 .45 

1952 44 
1954 .38 

1955 41 


Sources: Selma Goldsmith, G. Jaszi, H. Kaitz, and M. Liebenberg, “Size Distribution of 
Income Since the Mid-Thirties,* Rev. Econ. Stat., Feb., 1954. Economic Survey of Europe in 
1956, Economic Commission for Europe, United Nations. 


countries considered. Data on secular changes in the inequality of in- 
comes within each of the professions would also be helpful; but they 
will have to be collected by a future and more ambitious project. I 
very much hope that this paper will facilitate its coming. 
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THE DOUBLE DEVELOPMENTAL 
SQUEEZE ON AGRICULTURE 


By Wyn F. OwEn* 


All genuine development reform movements have to come to grips 
with the reality of poverty in the conditions of economic underdevelop- 
ment. Because it is so obvious, it is almost unnecessary to state that in 
underdeveloped countries the majority of producer-consumers are poor 
and not rich. However, one of the major implications of this fact does 
bear restating and further consideration. This is, namely, that in the 
economically underdeveloped countries any substantial sacrificing of 
present consumption opportunities, in the interest of higher rates of 
investment and of corresponding future consumption possibilities, 
must necessarily fall primarily on the shoulders of the poor. One re- 
cent writer has stated this universal law of development, as follows: 
“In no society have the monied group alone had enough resources to 
set in motion the really massive savings that underlies the transforma- 
tion of a static into a dynamic economy . . . the surplus [has] to come 
from savings imposed on the mass of the people” [59, p. 26]. 

However, the reality of poverty also comprises a further fact which 
is rarely accorded the attention it deserves, even though it, also, is 
quite obvious. This is that the poor of the world predominantly are 
peasants. The single most important question in development policy in 
the poorer countries, thereby, turns out to be the way in which the 
peasants are involved in the accumulation process. Peasants are stra- 
tegically important not only because of their numbers, but also because 
they produce one of the most important material inputs associated 
with the process of capital accumulation, namely, the food and fibers 
necessary to sustain any labor which is diverted to any other form of 
economic activity. Beyond this, they also represent the prime immedi- 
ate source of foreign exchange earnings in many underdeveloped coun- 
tries.‘ Restated, therefore, the fundamental dual question is: how can 
peasants be encouraged to produce a cumulative surplus of food and 
fibers over and above their own consumption, and how can this surplus 
largely be channeled to investment activity in the nonfarm sector with- 


*The author is professor of economics at the University of Colorado and director of 
the Economics Institute. 
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out requiring in exchange an equivalent transfer of productive value to 
the farm sector ?* 

In reality, all conditions of economic progress inevitably must incor- 
porate an operational answer to this question, and no genuine develop- 
ment reform movement can avoid it. As has been stated elsewhere “a 
squeeze on agriculture" seems to be a feature “of all developing soci- 
eties, whether socialist or captalist” [5, p. 31].* This is to imply that 
the difference between the Russian and the U.S. approaches to de- 
velopment lies not in the fact that one exacted or exacts a special con- 
tribution from the farmers and the other did, or does, not. Rather the 
difference lies in the way in which the squeeze has been applied and in 
the relative efficiency with which the process has operated in each case. 

Herein, an attempt is made to examine the differences between these 
two principal approaches to this essential condition for development. 
In doing so it will be helpful to differentiate between what might be 
characterized, respectively, as, first, “The Production Squeeze on Agri- 
culture," and, secondly, “The Expenditure Squeeze on Agriculture." 
Under the first will be identified intersectoral “requisitioning” of incre- 
ments to farm production and, under the second, the “requisitioning” 
of residual farm income for essentially nonfarm-sector, or general so- 
cial, purposes. The general rule, it will be argued, has been for the im- 
pact of this *double squeeze" on agriculture to be positive in both di- 
rections in all developing countries. As a result, the cumulative relative 
saving-investment advantage provided the nonfarm sector has, in all 
cases, been an important element in the development process.’ 

In the case of the “farm production squeeze” the respective ap- 
proaches followed by the leading communist and the noncommunist 
countries have been quite different, and the first objective will be to 

1 Among other recent statements particularly relevant to this question, those of Kuznets 
[31], Nicholls [44], and Fei and Ranis [10] deserve special mention. 


? Reference to the “squeeze on agriculture" also can be found in much of the classical 
literature of economic analysis. For example, the phenomenon was referred to by Adam 
Smith, as follows: "In every country in Europe we find, at least, a hundred people who 
have acquired great fortunes from small beginnings by trade and manufactures, the in- 
dustry which properly belongs to towns, for one who has done so by that which prop- 
erly belongs to the country, the raising of rude produce by the improvement and cultiva- 
tion of land. Industry, therefore, must be better rewarded, the wages of labor and the 
profits of stock must evidently be greater in the one situation than in the other" [53, 
p. 113]. Karl Marx, in a similar vein, stated: “While the country exploits the town 
politically . . . wherever feudalism has not been broken down by an exceptional de- 
velopment of the towns, the town on the other hand, everywhere and without exception, 
exploits the land" [39, p. 940]. 

*For purposes of this analysis “the farm sector" is defined in the traditional way to 
include only that part of the process of production of farm commodities that, at any 
point in time, remains within the boundaries of the farm fence. The word “agriculture” 
is used interchangeably with “farm sector." 
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identify and contrast these two models. This is particularly warranted 
because, while the noncommunist model is quite simple and has had 
quite spectacular results, it, nonetheless, is not widely understood; 
leaders of developing countries who might wish to emulate noncommu- 
nist procedures have never been provided a very clear-cut prescription 
of what these really are. After attempting to meet this need, the major 
components of the “expenditure squeeze on agriculture” in the process 
of economic growth is examined further. This latter phenomenon, it is 
shown, assumes the same general form in all countries, whether Marx- 
ist or non-Marxist, even though it is subject to different degrees and 
qualities of exploitation within each of these ideological circumstances. 

The final section of the article questions the relative degree of effec- 
tiveness with which the product of the double squeeze on agriculture 
has been put to developmental purposes in the recipient nonfarm sec- 
tors of countries falling under the respective influences of the main- 
stream and the Marxist schools of economic thought. Therein, it is 
suggested that countries following a noncommunist pattern of develop- 
ment generally have fallen far short of realizing the full potentialities 
for internal capital formation and economic growth that are inherent 
in this general pattern. This, if true, has obvious implications for those 
leaders of the poorer countries who genuinely aspire to higher rates of 
growth in their countries than those characteristic of most noncommu- 
nist countries in the past. 


I. The Production Squeeze on Agriculture 
A. The Basic Communist or “Marx-Leninist” Model 


In relation to the farm output “squeeze on agriculture” the essen- 
tials of the communist model are widely understood. However, a brief 
reiteration of them here will serve as an appropriate background for a 
contrasting identification of the main noncommunist model. As ex- 
emplified by Russian development,‘ the communist approach has in- 
volved a threefold attack on the problem of creating and appropriating 
an adequate agricultural surplus. First, direct state intervention— 
through the development, organization, and operation of farming on 
the basis of state farms, collective farms, and until recently machine 
tractor stations—has been relied upon as the essential means of pro- 
mofing increased agricultural production. The primary objective has 
been the exploitation of anticipated economies of scale and technology, 
as well as of direct labor supervision and central planning. Secondly, 

* Russia is assumed to represent the most orthodox Marxist economy. There have, of 


course, been important deviations in the ways in which other professing Marxist countries 
have attempted to create an adequate agricultural surplus. 
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the first claim on a substantial part of total farm output has been im- 
posed in behalf of the nonagricultural sector through the medium of 
required deliveries of allocated quotas of agricultural produce to state 
procurement agencies at nominal prices. This policy also has been sup- 
plemented by administered prices for the majority of commodities 
marketed outside the quotas. Thirdly, a purposive utilization of the 
acquired agricultural surplus value has been sought in the develop- 
ment-oriented rationing of much of the resulting supply of food and 
fibers within the urban-industrial sector through the medium of state 
controlled or sponsored retail stores, service establishments, and con- 
sumer cooperatives, and through related wage and price controls [43, 
Ch. 7] [46] [58] [4]. 

Disregarding the arbitrary mistreatment of human beings involved 
in the application of these methods, the Soviet system has proved to be 
relatively successful in regard to the second and third objectives. Al- 
though the working margin, especially in recent years, has been un- 
comfortably narrow, at least to date, a substantial and a sufficiently 
regular supply of farm products has been extracted from Russian agri- 
culüire to support an expanding urban-industrial community and an 
extremely impressive industrial growth rate [47, p. 289]. The peasant, 
in these circumstances, as the residual claimant on agricultural output, 
has been a primary risk bearer and primary involuntary saver. In re- 
gard to the first objective, however, namely, the stimulation of increas- 
ing productivity in agriculture, the results have been much less impres- 
sive. Agricultural production in Russia fell substantially following the 
revolution, and had the communist leaders not been able to draw upon 
the previous export surplus of farm products to meet domestic needs, 
this decided agricultural developmental failure would have had much 
more serious implications. In spite of the impact of several “crash pro- 
grams" in agriculture in recent years, the record in this sector still re- 
mains an obvious cause for embarrassment and internal conflict among 
the Russian communist leadership [18] [52]. The general stalemate, 
and in some instances, such as in Poland and Yugoslavia, the actual 
reversal of collectivization plans for agriculture in communist-domi- 
nated countries of Eastern Europe provide further evidence of the gen- 
eral communist dilemma with regard to the agricultural sector. Clear- 
ly, in China, where population pressure on the land and an initial food 
deficiency leaves an even smaller margin for error in the programming 
of agricultural development, the question of whether or not to follow 
the Russian prescription in this area is one that the indigenous com- 
munist leaders also can avoid raising in that country only in blind 
ideological defiance of experience and of their own interests. 
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B. The Contrasting Major Noncommunist or “Mill-Marshailian” 
Model 


The analogous approach, which in varying degrees of perfection has 
been common to the development record of all of the major noncom- 
munist countries, appropriately might be referred to as the *Mill-Mar- 
shallian” model, since the major insights upon which it stands were ap- 
parent in their essentials to these contemporaries of Marx and Lenin. 
The model has two primary features. The first of these is the organiza- 
tion of agricultural production activities in family operational units;° 
that is, in the form of the individual proprietorship type of economic 
organization, in contrast to those other “more advanced" forms of or- 
ganization—in particular the private and public corporation or cooper- 
ative—which have assumed such an important position in the nonfarm 
sectors of economically advanced countries. ‘The model requires that 
this type of atomistic organization of the farm sector—comprising a 
large number of relatively small independent production units related 
to one another in a manner closely approximating the economists! con- 
ception of “pure competition"—fpersist, even though the nonfarm sec- 
tor acquires increasingly generalized degrees of concentration and of 
monopolistic tendencies. 

The second essential feature of the model is that the farm sector, 
thus organized in its internal nature, also be oriented substantially, 
and increasingly so, to production for the purpose of acquisition 
through exchange of nonfarm-produced factors, commodities and ser- 
vices, in contrast to the traditional orientation of a subsistence econo- 
my, namely, production for the direct satisfaction of the producer's 
economic purposes. The major implications of each of these two essen- 
tial features of the Mill-Marshallian model—or of what equally well 
can be referred to as *a market-oriented, family farming system"— 
will be discussed in turn in some further detail. Illustrative materials 
will be drawn mainly from the record of the United States since this 
country, undoubtedly, has achieved the highest level of development of 
this particular model. However, in a more comprehensive treatment 
corresponding examples could be cited from the records of such coun- 
tries as Great Britain, Canada, Australia, Japan, most Western Euro- 
pean countries, and many others. 

Economies of Scale. In the industrial-urban sector historical evi- 
dence and economic analysis overwhelmingly support the assumption 

*It is not essential, although in many circumstances and stages of development it may 
be desirable, for the operational unit also to be owned by the operator. It also is em- 
phasized that it is not meant to imply that the model necessarily should be assumed 


to be relevant to the process of prefarming land development as well as to that of farm- 
ing itself. 
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that economic progress and relatively large-scale production, as exem- 
plified by the factory system, go hand in hand. Yet, whether we con- 
sider the case of the United States or of any of the other well-de- 
veloped countries of the noncommunist world, the fundamental and com- 
mon reality in the basic organization of agricultural production is the 
family farm. This fact, together with the impressive productivity record 
of the agricultural sectors of most of these countries, has always present- 
ed somewhat of a contradiction in the context of conventional Western 
economic thought. That the contradiction troubled Alfred Marshall is 
very apparent in his footnote expression of the hope that someday 
someone might discover the secret of the factory farm.? However, 
Marshall was realistic enough to recognize that the factory system 
could not easily be applied to agriculture, and in general he seemed to 
conclude it best to consider agriculture as “a case apart." It is proba- 
bly fair to say that most economists have since attempted to resolve 
his dilemma by avoiding it. That is, the main body of economic doc- 
trine in the West emerged in a form that most properly should be re- 
ferred to as “urban-industrial economics." *Rural-agricultural eco- 
nofnics" was left to develop, separately and belatedly, a largely inde- 
pendent and peripheral academic career of its own. 

In this setting it followed that the main body of economic thought 
had only a minor influence on the development and retention of the 
type of production organization in agriculture which typically became 
established in most of the more advanced noncommunist countries. 
The family farm was more a product of physical and political realities’ 
than a response to any particular economic doctrine, even though it is 
true that the implied benefits of classical competition have often been 


*“The experiment of working farms on a very large scale is difficult and expensive, 
because it requires farm buildings and means of communication specially adapted to it; 
and it may have to overcome a good deal of resistance from custom and sentiment not 
altogether of an unhealthy kind. The risk also would be great; for in such cases those 
who pioneer often fail, though their route when well trodden may be found to be easiest 
and best. 

“Our knowledge on many disputed points would be much increased and valuable guid- 
ance'gained for the future if some private persons, or joint-stock companies, or cooperative 
associations, would make a few careful experiments of what have been called *Factory 
farms’ ” [38, p. 652]. 

* Undoubtedly the primary influences were of a geographical and demographical nature 
with such political philosophies as the Jeffersonian concept of rural democracy playing 
complementary roles. Only in these terms can the essentially common patterns of settle- 
ment on the frontiers of the United States, Canada, New Zealand, Australia, South Africa, 
and of several other parts of the world he reconciled one with the other. As another writer 
[35, p. 360] has put it, “it was largely a happy circumstance that the technical aspects 
of agriculture coincided with the economic, social and political framework which he [Jeffer- 
son] envisaged." 
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drawn upon for subsequent arguments in its defense. On the other 
hand, Marxist-Leninist economics and the attempted method of agri- 
cultural organization in professing communist countries have had very 
close connections. Lenin confidently associated himself with Kautsky’s 
conclusion that “the superiority of large-scale farming over small 
farming even in regard to cooperative organization is fully confirmed” 
[34, p. 162]. Thereby the collectives and, even more so, the state 
farms of the USSR became logical, practical expressions of the basic 
Marxian doctrine. 

In marked contrast to Marx and Lenin, John Stuart Mill, after 
very careful deliberation, earlier had concluded that “the superiority 
of the large scale system in agriculture is by no means as clearly estab- 
lished as in manufacturing" [41, p. 144]. Likewise, Alfred Marshall, 
though ever hoping for evidence to the contrary, felt that the only hon- 
est conclusion to be drawn was that “‘the economies of production on a 
large scale are not quite similar in the two cases," and that agriculture, 
“even under the English system, cannot move fast in the direction of 
the methods of manufacturing" [38, p. 651]. 

Quite clearly Mill’s position, as the classical school’s champion’ of 
the family farm, was largely determined by his insight into the im- 
plications of the second limitation to the division of labor, namely, the 
nature of employment.* The key phrase in Mill's statement is the as- 
sertion that the different operations of agricultural production “cannot 
possibly be simultaneous." Rather, they must be performed sequenti- 
ally. In other words, it is impossible to sow the seed and gather 
the grain at the same time, while it is possible for the different com- 
ponents of an automobile to be manufactured simultaneously with one 
another and with the assembly of the final product. Add to this the 
closely related spatial limitations to the increasing scale of operations 
in agriculture, explained, among others, by Marshall [38, pp. 290, 


*The first limitation, of course, was the extent of the market. With regard to the 
nature of employment in agriculture, Mill wrote: “Agriculture . . . is not susceptible 
of so great a division of occupations as many branches of manufactures, because its dif- 
ferent operations cannot possibly be simultaneous. One man cannot be always ploughing, 
another sowing, and another reaping. A workman who only practised one agricultural 
operation would be idle eleven months of the year. The same person may perform them 
all in succession, and have, in most climates, a considerable amount of unoccupied time. 
To execute a great agricultural improvement, it is often necessary that many labourers 
should work together; but in general, except the few whose business is superintendence, 
they all work in the same manner. A canal or a railway embankment cannot be made 
without a combination of many labourers; but they are all excavators, except the en- 
gineers and a few clerks" [41, pp. 131-32]. 

° This insight of Mill has been developed in an important recent article by John M. 


Brewster [6]. 
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651]—the inevitability that increasing size of farms will result in the 
need to send the workmen “over the hill” and beyond the sight and su- 
pervision of the operator—and the essential point becomes quite obvi- 
ous: the factory, meaning that type of large-scale enterprise which is 
characterized by a large payroll, is, except under quite special 
conditions," incompatible with the nature of the task of agricultural 
production. 

To seek to impose the factory upon agriculture is, therefore, to defy 
some rather convincing facts of life. Western countries in general have 
not deliberately tried to do so, and this quite clearly has been to their 
advantage in economic development. The continuously evolving family 
farming system of agriculture in the United States not only remains 
unsurpassed in productive efficiency by any differently organized 
agricultural industry anywhere else in the world, but its record also 
compares very favorably, and increasingly so, with that of the non- 
farm economy. For example, one study reports an average annual 
rate of increase in total factor productivity in the United States be- 
tween 1889 and 1957 (a 68-year period) of 1.3 per cent in the farm 
sector compared with 1.8 per cent in the nonfarm sector, but with the 
rate of increase in the farm sector during the final decades of 1937-48 
and 1948-57—namely, 2.7 per cent and 3.7 per cent, respectively— 
considerably exceeding the 2.0 per cent rate in both decades in the 
nonfarm sector [28, p. 1560]. 

It is interesting to note, further, that in the United States, where the 
possibilities of establishing factory farming are as open to experimen- 
tal test as any other form of agricultural economic organization, there 
really has not yet emerged convincing evidence in support of the con- 
tention recently voiced by Higbee [25, pp. 77-94] to the effect that the 
factory farm, or hacienda, is in process of generally displacing the 
family farm at the operational level. Following the English pattern 
there is likely to develop in the United States an increasing concentra- 
tion in farm land and farm capital ownership and control, embracing 
many farm operational units in a single land or capital estate, but 
among farm operational units, or farm firms, large-scale family farm- 
ing in the United States remains fully competitive in all of the major 
lines of agricultural production. Thus according to one recent study 
there was, between 1949 and 1959, an actual decline of 24 per cent in 


?In practice the most common "special conditions" have been those incorporating a 
large supply of unskilled and subservient labor—such as the plantation South and migrant 
labor regions of the United States and the Jatifundia of South America—and those, 
normally atypical, types of farming which involve a high spatial concentration of labor- 
intensive productive activity, such as specialized fruit and vegetable farming, irrigated 
agriculture, and specialized livestock feeding. 


OWEN: SQUEEZE ON AGRICULTURE 51 


the numbers of larger-than-family farms" marketing more than 
$10,000 worth of farm commodities, while at the same time family 
farms in the same category increased in number by 104 per cent [29, 
p. 630]. 

Market Orientation. It can be concluded, therefore, that it is still 
much more realistic for developing countries to pursue the potentiali- 
ties for technological advance inherent in the old-fashioned family 
farming structure than the imaginary economies of the larger-than- 
family or “factory” farms. The development record of Japan clearly 
attests to this truth [21, p. 767]. However, and equally important, is 
the second essential component of the Mill-Marshallian model, name- 
ly, a meaningful degree of market orientation in the economic activi- 
ties of the family farmer. That is, the farmer's standard of living and 
his production activities must be significantly dependent upon goods 
and services and productive resources which'he acquires through ex- 
change rather than as a direct result of his own productive efforts." 

One of the primary functions of such market orientation in the oper- 
ation of the model is to provide for an automatic realization of the pro- 
ductive potentialities which are inherent in any given state of the agri- 
cultural arts, and this within whatever limits are imposed on the latter 
by the demographically practicable pattern of family-farm sizes. The 
mechanism whereby, given a market-oriented family farming structure 
in the agricultural sector, technological progress and increasing pro- 
ductivity in farming are rendered essentially automatic has been well 
described in almost all elementary textbooks of economics. The com- 
mercial family farmer under the dynamics of a traditional competitive 
environment represents an individual Ricardian capitalist par excel- 
lence, forever reaching forward for new technologies in order to keep 
from losing position on that reverse escalator of declining per unit aver- 
age real costs, which is a characteristic of any industry that is making 
a positive contribution to general economic progress. In contrast to the 
related types of opportunities which are open to many of his principal 
counterparts in the nonfarm economy, no farmer-manager, of his own 
volition, can exclude or retard his competitors—other farmers—also 

“That is, farms on which hired labor exceeds the labor contributed by the operating 
family. Since the average farm family in the United States contributes the equivalent of 
one and one-half man-year units of labor, this implies that on the average, family farms, 


by this definition, normally would not provide employment for more than a total of 
three full-time equivalent units of labor including that of the operating family. 
“For further support of the general position that the efficient family farm is not 
seriously threatened by the factory farm, see H. L. Stewart [54] and M. Harris [19]. 
13 The trading partners of such an interdependent family farmer necessarily will include 
other farmers as well as nonfarm-sector producers, although it is the latter with which 
this article is primarily concerned. 
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from adopting and fully exploiting at will any new methods or technol- 
ogies that arise in the industry, and quite irrespective of the source of 
the innovation. The best he can hope to achieve is to keep in the lead. 
Should he become a victim of, rather than a victor over, the circum- 
stances, he more likely than not will be faced with little else than the 
equally unattractive economic alternatives of descending into the lost 
world of noncommercial or low-income “farmers,” or of drifting into 
the ranks of their city cousins—the urban unemployables and slum 
dwellers. 

In reality, in most countries in which the Mill-Marshallian model 
has played an important role in the process of development, only a 
very imperfect application of the model has really been achieved. 
Thus, the common characteristic of family farms in most countries is 
that too many of them tend to be too small to provide for a full real- 
ization of their productive potentialities,“ and in far too many in- 
stances established family farming systems have remained substantial- 
ly, if not primarily, oriented to subsistence economics, rather than be- 
coming an integral part of a national exchange economy. The record of 
thé rural economy of France following the Revolution provides an in- 
teresting case in point [40]. Nevertheless, while its limits have no- 
where been reached, it is apparent that the model has been quite high- 
ly developed in several countries and especially in the United States. 
Thus, in 1959, 94 per cent of all commercial farms* in the United 
States were family farms according to the preceding definition. Fur- 
thermore, farm families by 1960 had become market-oriented to the 
extent that only 9.5 per cent of their earnings from farm sources com- 
prised directly consumed farm products, including the rental value 
of farm dwellings, (cf. 1910-14, 23.7 per cent), and 71 per cent of the 
inputs of commercial agriculture by market value were supplied from 
off-farm sources (cf. 1919, 53 per cent). Mobility of resources in re- 
sponse to changing market conditions in the United States also had be- 
come sufficient in the two decades ending 1960 to accommodate a de- 
cline in the farm labor force by 39 per cent, and in the total numbers 
of farms by 25 per cent [69, pp. 40, 44, 46]. Correspondingly, there 
was an increase in the average acreage of farms by 65 per cent, and 
due to a greatly expanded commitment of capital resources,'? an even 

“Thus, even in the United States, informed observers claim that (in 1959) family 


farms of adequate size represent only about 18 per cent of all farms and only about 28 
per cent of all commercial farms [19, p. 540]. 

* That is, farms on which the operator worked off the farm for less than 100 days a 
year, and on which income from farm sources provided more than one-half of the total 
income of the farm household. 

** Between 1940 and 1960 total farm usage of machinery and motor vehicles increased 
by 138 per cent; farm real estate (in spite of a decline in cultivated land) by 13.6 per 
cent, and total farm livestock by 3.2 per cent [65, p. 3]. 
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greater increase in the total sizes of family farms as business 
concerns.*’ 

“Priming the Pump.” The tendency for an atomistic market-ori- 
ented agriculture automatically to devour compatible new technologies 
can be and has been widely exploited in many countries through the 
adoption of policies designed to accelerate the process. The speed of 
this “agricultural treadmill” [9, pp. 85-107], which a family farming 
system inherits along with market opportunity, quite obviously tends 
mainly to be conditioned by the degree to which knowledge and access 
to new methods and techniques are generally available to farmers. 
Thus, the Mill-Marshallian model provides a framework within which 
increased agricultural production, on a cumulative basis, can be rend- 
ered essentially automatic and almost a direct function of public in- 
vestment in agricultural research and rural education and of the ade- 
quacy of complementary rural financial institutions and farmer’s 
financial reserves. It is to be noted in this last connection that, insofar 
as farm investments are largely self-financed, the subsidization of farm 
incomes through price support or other methods can be viewed as an 
alternative approach to the same objective as that served by the im- 
provement of rural financial institutions. That is, farm income sup- 
ports can represent an important element in the pump-priming process. 

The record of the United States may also be cited as evidence of the 
potentialities inherent in such pump-priming devices, although it 
should be noted that the United States, in this respect also, has by no 
means fully exploited the possibilities. In spite of the natural obstacles 
to research and innovation which are presented by the structure of 
agriculture—especially its geographical spread and the fragmentation 
of the managerial and investment functions—and in spite of the re- 
lated benefits often cited in behalf of large-scale production in industry 
[12, Ch. 2], there is convincing evidence that in the United States over 
the period 1909-49 “technical change in agriculture was twice as rapid 
as in manufacturing" [33, p. 950]. 

The “Pay-Off.” However, there is still a further important question 
to examine. This concerns the degree to which this model also provides 
that at least a substantial part of the realized increments in agricultur- 


"In 1960 the value of total physical farm assets in the United States amounted to 
$34,648 per farm, which in constant dollar amounts represented an increase of 82 per 
cent over the corresponding figures for 1940 [65, p. 19]. As an integral part of the process 
of market orientation and economic interdependence, but still within the context of a 
family farming system, increasing economies of scale thus have also played a substantial 
role in the spectacular rate of growth which has characterized U.S. agriculture in recent 
times. During the period 1940-60 total farm-sector output in the United States increased 
by approximately 50 per cent [16, p. 341]—and, of this, Griliches estimated that about 
40 per cent was “due to the expansion that occurred in the scale of the average farm 
enterprise" [16, p. 346]. 
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al productivity is diverted to the potential support of economic de- 
velopment in the nonfarm sector in contrast to its being dissipated in 
immediate farm-sector consumption activities. Compulsory deliveries 
of food under the Marx-Leninist approach clearly represent a direct 
tax on the farm sector in behalf of the nonfarm sector. It is not so ob- 
vious that a market-oriented family farming system also provides an 
extremely efficient means to such intersectoral taxation. The form of 
the tax and its method of collection are quite different than under the 
Marx-Leninist model, but that it exists cannot be denied.'? As already 
stated, its existence constitutes a developmental imperative. 

Simply stated, the gain to the nonfarm sector, under the Mill-Mar- 
shallian model, takes the form of an intersectoral profit on technologi- 
cal progress. It represents a residual surplus accruing to the nonfarm 
sector on the rewards of economic development in the farm sector, 
over and above any equivalent sharing by the farm sector in the corre- 
sponding gains from technological progress generated in the rest of the 
economy.'? In place of the delivery of a quota of farm production to 
the ‘peoples’ government" under the political compulsion of commmu- 
nism, the market-oriented, family farming system delivers to the non- 
farm sector, under the compulsion of the competitive market, progres- 
sively increasing supplies of food at progressively lower costs. This is 
to say that, under these circumstances, the benefits of technological 
progress in agriculture are automatically and rapidly passed on to non- 
farm processors and consumers as the cumulative impact of innovating 
farmers increases the total market supply of the farm commodities in 
question and produces a corresponding fall in the average market price 
[60, pp. 467-86]. This process in turn rapidly erodes away the ephem- 
eral profits of that select minority of farmers who constitute the van- 
guard in respect of any particular changing technological circumstance 
in the farm sector. 

What is so unique about this? Is it not true that the same kind of 
sequence of events also applies to the process of technological advance 
in the nonfarm sector? That is, does not the adoption of innovations in 

8 This general proposition has also been presented by B. H. Johnston [27] and by 
P. M. Raup [49]. To quote Raup: “The similarities between the effects of the ration 
system and those of the pioneer development phase in North America should not be 
overlooked. . . . However dissimilar the political and social climates in the two areas 
may be, the economic process has been roughly comparable. . . . Whatever the motiva- 
tional structure, whatever the formal name attaching to the extraction system, the con- 


sequence has been the same: a tax, in the broad sense of the term, has been laid on agri- 
culture for the provision of capital needed in industrial growth" [49, pp. 316, 317]. 


» This proposition plays a central role in a recent analysis of current United States 
agricultural policy by E. O. Heady [22] who states that: "The distribution of gains 
and losses of technological and economic progress provides the main basis for the policy 
problems of commercial agriculture" [22, p. 10]. 
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the nonfarm sector likewise tend to be translated into a gain to the 
consumer in the form of lower real prices and, furthermore, does not 
the farmer as a consumer in this way get repaid for his contribution to 
total economic growth? In principle the answer to these questions 
must, of course, be “yes.” However, it is also true that, when viewed 
in a dynamic sense, the relative total impact of the same general pro- 
cess on the two sectors can be quite different if there are differing over- 
all time lags between the adoption of innovations by the component- 
producing groups and the realization of cheaper commodities and ser- 
vices by the consumer. The presence of significant degrees of natural 
and acquired monopoly power in the hands of a large proportion of 
nonfarm producers and of associated industry-wide positive profit 
rates means none other than that these producers do have the power in 
varying degrees to delay the transfer of the benefits of technological 
progress to the consumer; in other words, they have the power con- 
sciously to lay claim for a somewhat longer period of time to the 
profits which everywhere accrue to the innovator or first adopter. In 
the farm sector, on the other hand, competitive conditions insure that 
the corresponding time lag and the cumulative aggregate rate of profit 
accruing to the farm sector on its own innovations is kept to the abso- 
lute minimum.”° 

In the dynamics of growth this phenomenon gives the nonfarm sec- 
tor, under the conditions of the Mill-Marshallian model, a perpetual 
advantage in respect of its claim on the total income stream vis-à-vis 
the farm sector, which really amounts to a dynamic form of intersecto- 
ral taxation expertly administered by the “invisible hand." It deserves 
to be noted in this general connection that Adam Smith’s reference to 
the squeeze on agriculture was conditioned by his belief that there 
tended to exist a different and higher plateau of prices in the towns 
than in the country and that this placed the latter at a substantial and 
cumulative relative disadvantage in a market economy. He viewed the 
phenomenon itself to be a natural outcome of the inherent tendency 
toward combination under urban conditions and the inherent opposite 
tendency under rural conditions.?' : 

? "The first few farmers who adopt innovations do realize a positive pay-off. The masses 
who follow in adopting innovations and augmenting the supply function, however, are 
the ones who make the greatest absolute contribution to lessening the real price of food 
and to freeing resources from agriculture. Yet these producers are promised negative pay- 
offs or costs from the contribution, because their incomes are reduced from the process 


under inelastic demand" [22, p. 10]. In the nonfarm sector the "first few" invariably 
represent a sizable majority rather than the minority. 

"In Adam Smith's words: “The inhabitants of a town, being collected together into 
one place, can easily combine . . . it was the manifest interest of every particular class 
of them to prevent the market from being over-stocked, as they commonly express it, 
with their own particular species of industry; which is in reality to keep it always under- 
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How Much Benefit? Having recognized the phenomenon, the logical 
question to ask next is: What is the magnitude of this dynamic inter- 
sectoral concealed and cumulative tax on agriculture in countries, such 
as the United States, where the Mill-Marshallian model applies? Due 
to the nature of the phenomenon this question does not lend itself to 
precise answer. However, it is reasonable to assume that a part of the 
pronounced income differential which exists in most countries between 
the farm and nonfarm populations, and especially the failure of this 
differential to close over time, is subject to explanation in these terms. 
It also is apparent on the basis of several indicators that, even in a 
country as highly developed as the United States, this intersectoral tax 
still represents a very significant flow of funds. 

To mention one such indicator, it is instructive to consider the im- 
plication of placing the farm sector on a more nearly equivalent basis 
to the nonfarm sector with respect to aggregate industry profit bal- 
ances or, in other words, to aggregate rewards for innovation and risk- 
taking. As already noted, a negative aggregate profit balance, without 
doubt, is the “normal” condition in the farm sector. By contrast, profit 
margins, after taxes, of all manufacturing in the United States 
throughout the 1950’s amounted to between 4 and 5 per cent of sales 
[63]. Even more impressive, the aggregate profits of the larger non- 
farm corporate sector, also after taxes, ranged from $16.8 billion to 
$24.5 billion per annum over the decade of the 1950’s, with the average 
(based on five years) increasing from an annual rate of $16.5 billion in 
1950 to $22.3 billion in 1960 [64, p. 281]. Had the farm sector experi- 
enced a supplementary return proportional to the profit rates of these 
two components of the nonfarm sector, this additional return would 
have increased the net farm income in 1960 by between $17 and $2 
billion. 


stocked. Each class was eager to establish regulations proper for this purpose, and, 
provided it was allowed to do so, was willing to consent that every other class should do 
the same. In consequence of such regulations, indeed, each class was obliged to buy the 
goods they had occasion for from every other within the town, somewhat dearer than 
they otherwise might have done. But in recompense, they were enabled to sell their 
own just as much dearer, so that so far it was as broad as long, as they say; and in 
the dealings of the different classes within the town with one another none of them 
were losers by these regulations. But in their dealings with the country they were all 
great gainers; and in these latter dealings consists the whole trade which supports and 
enriches every town. . . . The industry of the town becomes more, and that of the 
country less advantageous" [53, pp. 108-17]. 


? Clark [8] and Bellerby [2] provide relevant comparative data on this point. For 
the United States, it might be noted that, based on disposable income figures, it would 
have taken $14,384 million in 1950, and even after a reduction of 35 per cent in the 
farm population, $13,182 million—or 3.7 per cent of the total national disposable personal 
income—in 1960, to raise the average level of income of the farm population to that of 
the nonfarm population [69, pp. 40, 41]. 
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This figure would appear to be quite conservative, when viewed 
against the rates of return which have been found to accrue to expen- 
ditures on agricultural research and extension. Most related studies 
indicate an annual rate of return of about 100 per cent [51, pp. 
120-22] [15, p. 428] [22, pp. 600-601] [57], which rate, according to 
one study [57], applies even if expenditures on price support, surplus 
disposal, and rural education and improvement are all included in the 
total outlays.” For purposes of this present analysis it is necessary to 
carry these estimates one important step further and recognize that, 
under the operation of the Mill-Marshallian model, the impressive re- 
turns cited are “paid off” in the form of lower prices for farm products. 
Thus they accrue primarily to nonfarm intermediaries and consumers 
and represent a handsome profit to the latter on any funds they con- 
tribute to the pump-priming operation. It would appear that in recent 
years in the United States, the nonfarm sector probably has been earn- 
ing about two dollars for every dollar it has contributed to such expen- 
ditures, as well as receiving the major share of the corresponding 
benefits which have accrued to outlays for similar purposes originating 
in the farm sector itself. It should be obvious to development plannérs 
in all countries that, once a working version of the Mill-Marshallian 
model has been incorporated into an economic system, these types of 
outlays represent extremely strategic points for the injection of de- 
velopment-oriented public expenditures. 


II. The Expenditure Squeeze on Agriculture 


The foregoing argument points to the conclusion that a market-ori- 
ented, family farming system represents a very promising initial policy 
objective for leaders of less developed countries; an objective which 
once achieved will enable them to drive their predominantly agrarian 
economies toward higher rates of growth without resorting to uncer- 
tain and unsavory totalitarian alternatives. In respect of over-all 


*Tweeten and Tyner [57, p. 1078] indicate that the total annual outlay on these 
items in the United States, currently amounts to approximately $8 billion, including 
$0.8 billion for public and private research and extension work and $3.5 billion for price 
support and surplus disposal programs. 


** The several problems, likely to be associated with the establishment of an operational 
version of the Mill-Marshallian model in developing countries, require separate treatment. 
It is suggested, however, that in most circumstances these problems are of a second 
order to the initial task of having the establishment of this model included among the 
objectives of developmental planning. The latter must wait upon the emergence of a 
wider understanding of the model and of its potentialities among the leaders of de- 
veloping countries. Once the objective of the Mill-Marshallian model becomes a con- 
scious component of developmental planning such questions as land tenure, farm size, 
agricultural research and education, credit and price stabilization programs, and planned 
investment, both in agricultural and in the farm factor supply and farm product process- 
ing sectors, can be approached with a new sense of their relevance to the over-all 
process of economic growth. 
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growth policy it provides an important part of the answer to the di- 
lemma which was posed at the outset” by ensuring that the farm sec- 
tor not only will generate a high internal rate of growth, but also for 
internal structural reasons will be unable to lay claim to more than a 
very limited share of its incremental contribution to the over-all rate 
of growth. 

However, what has been discussed thus far by no means represents 
the complete story. No doubt, more important from the farm income 
point of view are two further considerations which help to clarify the 
oversimplicity of the historically popular argument that low farm in- 
comes can be corrected through a more rapid out-migration of labor 
from the farm sector.” These considerations are, first, the perpetual 
loss of capital from the farm sector associated with the historical phe- 
nomenon of off-farm migration and, secondly, the unavoidable inheri- 
tance by the farm sector of the responsibility to compensate labor 
resources which are rendered redundant in its contribution to over-all 
economic development, but which fail to find employment elsewhere. 
These considerations will be discussed briefly. 


A. “Emigrant Capital” 


One of the characteristic features of the development process in all 
countries is the progressive saving of labor resources in farming 
through increasing labor productivity and the reciprocal utilization of 
this labor in industrial production and service activities [8]. The so- 
called “drift to the city” of farm population goes hand in hand with 
general economic development. What is not so widely recognized is the 
fact that the costs of rearing and, in countries like the United States, 
the costs of providing a basic education to this stream of migrant labor 
are very considerable. Insofar as this labor is, in this sense, essentially 
“costless” to the nonfarm sector, it can represent a sizable continuous 
outflow of “capital”? from the farm sector.” 

The earliest known study made of this phenomenon, relating to 1949 
data in Tennessee, indicated that the associated annual rate of disin- 
vestment from the farm sector in respect of Tennessee agriculture 

* Simon Kuznets has expressed this dilemma in these words: “one of the crucial 
problems of modern economic growth is how to extract from the product of agriculture 
a surplus for the financing of capital formation necessary for economic growth without 


at the same time blighting the growth of agriculture, under conditions where no easy 
quid pro quo for such surplus is available" [31, p. 70]. 

* This case was restated quite blatantly in a recent publication of the Committee for 
Economic Development [61]. 

* By contrast the inflow of capital resources to the farm economy to support tech- 
nological progress therein is fully—some might argue more than fully—paid for by the 
farm economy. 
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amounted to a total of at least $139 million, or to at least $3,300 per 
migrant, and to at least $600 per year for every farm in that state [37, 
p. 368]. If the same estimate of the nonrecoverable costs to the farm 
economy of rearing and educating emigrating labor resources is extrap- 
olated, the corresponding annual disinvestment rate for the United 
States farm economy as a whole, during the five years ending 1951, 
comes to almost $3,000 million and to over $550 per year for every 
farm in the nation.” This was at a time when the average net income 
per farm, from both farm and nonfarm sources, amounted to $3,490, 
and when only $44 of this constituted direct government payments 
[66, pp. 40-41].*° 

These estimates, however, were extremely conservative even for 
Tennessee. They were based on the costs of rearing potential migrants 
to the age of only 15 years, and this in farm families having disposable 
cash incomes of less than $1,250. In the same study comparable esti- 
mates are provided for Tennessee farm families with disposable net 
cash incomes of over $2,200, which no doubt were more representative of 
the U.S. farmers as a whole. Based on this group the disinvestment 
rate associated with off-farm migration in 1949 was about $4,425 million 
for the total U.S. farm sector and about $820 per year for every farm. 
However, this estimate assumed total direct and indirect schooling 
costs of only $260 per migrant, and an average of only eight years of 
schooling. Actually, in the year of the study, the cumulative invest- 
ments in school training to the age of 15 years for the United States 
averaged $939 per student [42, p. 50], and average current expendi- 
tures, excluding interest, in public day schools were running at $130 
per pupil in Tennessee and at $209 per pupil throughout the country 
[72, p. 28, 29]. Furthermore, the median years of schooling completed 
by all U.S. farmers between the ages of 22 and 75 years of age was 8.3 
years as of 1950 [13, p. 53] [17, p. 23] and for the farm emigrant 
population undoubtedly it was somewhat higher than this.” 

7 The statistical record shows an extremely low out-migration of farm labor in 
1949 (371,000 compared with the representative average annual net rate of 890,400 for the 10 


years ended 1949, and 838,600 for the 10 years ending in 1959), The average for the 
five years centering on 1949 was 904,000 [71, p. 613]. 


” That is, for every piece of land that was cultivated independently and which pro- 
duced $150 of agricultural products or which comprised more than 3 acres (definition 
of a farm in the 1950 Census of Agriculture). There were 5,382,000 such farms in the 
United States in 1950. 


The average net income per farm from farming alone in Tennessee in 1949 was 
$1,427 and in the United States as a whole it was 68 per cent higher, or $2,401 [68, 
pp. 17, 25]. The latter figure was further supplemented by $966 per farm (or 40 per 
cent) from off-farm work [66, p. 34]. 

" One study cites the median years of school completed by farm-urban migrants in 
1949 as 8.5 years [26, p. 407]. 
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It is quite realistic to assume, therefore, that in the early 1950’s the 
continuing drain on the total U.S. farm economy represented by its non- 
recoverable expenditures on the rearing and educatién of the off-farm 
migrant stream, probably was at least $5 billion per year and in excess 
both of $5,000 per migrant”? and $1,000 per farm per year. Clearly the 
farm subsidy programs of the various more highly developed countries, 
though invariably a focus of political controversy, may be expected 
normally to fall far short of compensating the farm sector for this in- 
vidious capital drain which the process of development imposes upon 
it. 

More precise estimates of the capital loss to agriculture associated 
with off-farm migration are needed.” Such estimates should also take 
account of the qualitative losses which result from the high degree of 
selectivity which is associated with the market for redundant farm 
labor, as well as purely quantitative data. It is well established that 
the farm-nonfarm migrant stream tends to represent a younger work- 
ing population than that which remains on the farm [26, p. 407] [20, 
p. 382]. Thus, it comprises a higher proportion of earners relative to 
dependents; and, although the relationship in this respect has not been 
so clearly demonstrated, also important is any tendency for the mi- 
grant stream to carry with it the more highly trained and experienced 
[1, p. 82] [20, pp. 382, 383] [36, pp. 430-31], and perhaps also those 


“A more recent study claims that the net cost of rearing and educating farm children 
to the age of 18 in 1954 averaged as much as $12,927 [56], which is about 87 per cent 
higher than the Long and Dorner estimate, when the latter is adjusted to take account of 
price changes and different sample age brackets. This 1954 estimate was an average for 
both sexes. The figure given is net of earnings of farm children prior to age 18. It 
excludes any monetary value of the household labor of mothers, losses due to the death 
of children, “interest charges” on the maintenance costs of the children and public costs 
associated with health and recreation. 


9? Simon Kuznets has demonstrated one approach to this task. He has estimated that 
if a hypothetical underdeveloped economy in which the share of farming in the national 
labor force was 75 per cent and its share in the net national product 60 per cent, were 
to develop over a decade at such a rate as to result in a reduction in the agricultural 
share of the labor force to 70 per cent, the transfer of embodied capital in the out- 
migration of farm labor would represent, in the first year of the decade: 10.1 per cent 
of the agricultural-sector income, 25.0 per cent of the nonagricultural-sector income, 
and 6 per cent of the net national product. In presenting these figures he stated that 
“it would have been easier, without violating the rules of plausibility, to raise this per- 
centage than to lower it.” Even so, 6 per cent of the NNP almost equals the total rate 
of new savings that might reasonably be expected to apply in such an economy. Kuznets 
acknowledges, of course, that the percentage of the nonfarm-sector income represented by 
imported embodied capital would tend to fall as the process of development proceeds. 
However, he also rightly emphasizes that the relative burden of the cost of rearing and 
educating emigrant labor on the diminishing farm sector also increases as the process of 
development proceeds [31, p. 74]. 
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members of the rural community with the higher entrepreneurial 
capacities.** That there tends to be a continuing erosion of talent from 
the farm labor force, over and above numerical estimates of the migra- 
tion rate, cannot be seriously doubted. 

It should be re-emphasized that the phenomenon discussed above is 
not peculiar to countries whose agricultural sector is organized along 
the lines of the Mill-Marshallian model. Indeed it is quite apparent 
that in all developing circumstances a substantial fraction of the basic 
costs of rearing and educating that part of the nonfarm labor supply 
that originates in the farm sector will be borne by the latter. It is also 
apparent, however, that to the extent that public educational and 
health facilities are financed from general revenue rather than from 
local revenue sources, the burden upon the farm sector will be mitigat- 
ed in some degree, and its contribution to the over-all process of capi- 
tal accumulation will be correspondingly reduced. It might be noted in 
this connection that, inherent in the U.S. historical emphasis on local 
responsibility and autonomy in basic public education, has been the 
tendency to maximize the farm-sector share of the cost of its long- 
standing policy of compulsory basic education for all citizens. Thus, ih 
1950, 56.3 per cent of the costs of public elementary and secondary 
education in the United States was financed by local or county govern- 
ment bodies, with only 39.8 per cent and 2.9 per cent, respectively, 
being derived from state and federal sources [72, p. 28]. 

This suggests that the U.S. type of educational system has an addi- 
tional important advantage for developing countries over and above 
the political and social advantages of local autonomy which are most 
commonly cited in its support. It also is of considerable significance 
that this type of educational system is particularly compatible with a 
family farming system, and thereby with the Mill-Marshallian model. 


B. Farm-Financed Social Welfare 


Last, but by no means least, there remains to be discussed a second 
subsequent “nonfarm” claim against that limited part of the total in- 
come stream which passes into the hands of the farm population. This 
is the claim to maintenance at farm-sector expense of any labor that is 
rendered redundant by the development process in that sector until 


“This probability and its implications for the farm sector impressed Alfred Marshall, 
viz., “there is . . . very little inducement for really able men to enter the business of 
farming; the best enterprise and ability of the country generally avoid agriculture and 
go to trades in which there is room for a man of first-rate ability to do nothing but 
high-class work, to do a great deal of it, and therefore to get high earnings of 
management.” 
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such time as this labor actually realizes an alternative employment op- 
portunity in the nonfarm sector.” 

Traditionally the major emphasis in economic analysis has been in 
the direction of implying that the responsibility for the existence of “sur- 
plus labor” in agriculture falls on the surplus labor itself. In its most 
extreme form, this position advances the argument that the farm prob- 
lem is created by artificial farm-income support which upsets the inter- 
sectoral balance between marginal productivity and marginal return 
and thereby inhibits the flow of labor out of agriculture. However, in 
recent years there has been increasing support for the more realistic posi- 
tion, especially under conditions of substantial nonfarm unemployment, 
that the comparative marginal productivity of redundant farm labor in 
the nonfarm sector tends to be zero, or less than zero,” and will tend to 
remain so until such time as the necessary realizable job opportunities 
become available to it in that sector [55, Ch. 6] [45] [25, p. 105]. 
This view implies that the existence of surplus farm labor is more a 
nonfarm or general social responsibility than the primary responsibil- 
ity of the low-income farm population itself." 

° But notwithstanding the emergence of such a view, and of certain 
policies consistent with it, one cannot help but be struck by the 
“heads-I-win, tails-you-lose" type of circumstance in which the farm 
sector is placed in the development context. If realizable employment 
opportunities are created in the nonfarm sector through an adequate 
development program therein, then the nonfarm sector is able to tap a 
reservoir of mature labor resources without incurring the “rearing 
costs" and the basic training costs of this labor, and in most cases also 
the costs of its relocation. If, on the other hand, the nonfarm sector 
should fail to make available the needed job opportunities, then this 
potential labor supply can be left indefinitely where it is at the expense 
of the farm sector. Redundant farm labor, especially in the context of 
a family farming system, tends to take the form of involuntary under- 
employment rather than the form of its more politically explosive in- 
dustrial counterpart of involuntary unemployment. Unlike corporate 
industrial enterprise, agriculture, and especially a family farming sys- 
tem, does not have the organic will or the social influence to plough its 
redundant workers into the streets, and thereby either of compelling 


5 Fei and Ranis [10] have provided a relevant analytical framework with respect to 
this redundant farm-sector labor. 

* This would be the case taking into account the costs of relocation which normally 
would be incurred by any farm labor that moves to the city in search of a job. 

? Hendrix [23] [24] has contributed a very useful analysis of the nonfarm or general 
economy conditions which underlie the lack of alternative opportunities for under- 
employed labor resources in agriculture. 
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the innovation of more adequate complementary national development 
programs or of laying claim to publicly supported unemployment com- 
pensation for the human resources concerned." 

While the discussion of surplus labor in agriculture normally centers 
upon the more densely populated underdeveloped countries, in order to 
complement previous figures it is instructive to consider that if, in the 
United States, all small-scale family farms were to be reorganized into 
efficient family farms by modern standards—that is, farms marketing 
at least $10,000 worth of products—between 114 and 2%4 million farm 
families would be displaced from farming without any likely loss in 
aggregate farm production.? Undoubtedly, however, if the associated 
breadwinners were displaced from the farm sector, in the absence of 
some very dramatic and relevant nonfarm-sector adjustment and de- 
velopment programs, there would be a substantial increase in national 
unemployment figures. Were only 174 million of the families which thus 
might be displaced from the farm sector in any serious attempt to raise 
the latter nearer to its real technological capacity unable to find em- 
ployment elsewhere, the total present annual cost of their subsistence, 
whether financed from savings or from private or public transfer pay- 
ments, would approximate $4.5 billion at conservative nonfarm-sector 
costs of living.*° 

Even in such a highly developed country as the United States, the 
recurrent charge upon the farm sector of the social welfare cost of sup- 
porting redundant farm labor, therefore, is quite considerable. How- 
ever, there can be little doubt that it tends to be of even greater 
significance in countries at earlier stages of development and especially 
in such countries which also suffer from dense population ratios. Cer- 
tainly, in many of these cases, it is of such proportion as to place the 

“Recently Schultz [50, pp. 53-70] also has emphasized the implications which flow 
from the fact that redundant farm labor is absorbed into the fabric of the farm pro- 
ductive process and as such is not "free" labor. That is, the marginal productivity of 
surplus farm labor in agriculture may approach zero but, in underdeveloped countries 


especially, there still remains a problem of freeing it from the industry without a 
deleterious impact on agricultural production. 


The latter figure was suggested recently by Federal Budget Director Kermit Gordon 
[14, p. 27]. Higbee [25, p. 13] suggests that 2.2 million farms could go out of business 
between 1959 and 1969 and "their output would not be missed." 


? Based on $3,000 per annum, or about one half of the estimated, average, “moderate 
but adequate" cost of living for a family of four in large cities in 1959 [32]. Hendrix 
[24, p. 525] suggests that in 1959 the median net income of comparable workers in the 
nonfarm economy to the involuntarily unemployed labor in agriculture was $3,200. 
Applying this figure to a more conservative estimate of underemployment in agriculture, 
namely, 1.1 million male farm workers in the 20 to 64 age bracket, he concludes that 
"if they had been as productively employed as were workers of comparable ability in 
the non-farm economy, they could have earned in the aggregate an additional income 
equivalent to about $3.5 billion net farm income." 
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farm sector under a real, if not a crippling, handicap relative to the 
nonfarm sector in the matter of growth [48, p. 71]. Where it is so im- 
portant as to stifle farm-sector growth entirely, the danger is that, 
through the backwash effects of sustained unbalanced growth, over-all 
development eventually will also be seriously impeded, if not also 
stifled. 

At the same time it can be argued that, short of its having a crip- 
pling effect on over-all agricultural development, programs aimed at 
facilitating the outflow of labor from the farm sector probably deserve 
only low priority in the initial investment plans of underdeveloped 
countries. Indeed, purely on the grounds of comparative welfare costs, 
in many such cases there may be merit in policies aimed at discourag- 
ing a rapid flow of the latter into the narrow-based nonfarm sector,“ 
and this even at the cost of some form of welfare subsidy to the farm 
sector to assist it in the support of its redundant labor. The challenge 
in most of the underdeveloped countries is to find a way to effect the 
most efficient working compromise between the advantages of farm- 
sector-based social welfare for the poor and the developmental poten- 
tial of adequate-sized family farms. This objective in most cases, no 
doubt, may best be realized through a deliberate creation of two sub- 
sectors in agriculture, one being designed to maximize the output of 
social welfare for surplus labor and the other to exploit the full dy- 
namics of the Mill-Marshallian model in respect of development. This, 
of course, is precisely what has happened as a haphazard by-product 
of the process of development in the United States and other economi- 
cally advanced countries. By accident more than by design the farm 
sectors in all of these countries comprise a minority of highly produc- 
tive commercial farms and a large majority of essentially subsistence 
farms, with the former producing most of the surplus commodities and 
the latter supporting most of the surplus people.** While there would 
seem to be little justification for the perpetuation of this phenomenon 
in countries at such an advanced stage of economic development as the 
United States, the idea of planned rural “slums”—a system of small 
holdings with associated, and socially subsidized, educational facilities, 

“The argument, while especially relevant to poor countries aspiring to a high rate of 
development, has a measure of general validity. As one writer has pointed out, “Until 
a nation needs its lands and labor, inefficient farmers may be better off where they are 
than if they were to head for the city’s slums and welfare rolls. . . . To achieve a 


healthier agriculture at the expense of a sicker urban society is hardly a commendable 
objective” [25, p. 105]. 

“For example, in the United States in 1959, 21.3 per cent of all farms supplied 71.8 
per cent of all farm products sold on the market, while the remainder supplied only 28.2 
per cent of the marketed products. These farms clearly supported most of the farm 
population [70]. 
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public works, rural industries, and even supplementary welfare pay- 
ments—may have considerable merit in the early stages of develop- 
ment. 


III. Utilizing the Spoils 


The superiority of the Mill-Marshallian model for the incorporation 
of the farm sector into the over-all development process from the point 
of view of promoting agricultural productivity appears very clear. It is 
also apparent that this model, in association with the more general 
phenomenon of “emigrant capital” and/or the assumption of the costs 
of supporting redundant farm labor, provides a very effective frame- 
work for the appropriation of the major fraction of the gains in farm 
productivity for other purposes than that of increasing farm incomes. 
At least in the case of the United States, most of the income differential 
between the farm and nonfarm population can be explained in these 
terms, leaving very little to account for purely in terms of economic 
inefficiencies in the performances of farm-sector factors or enterprises 
themselves.* 

The advantage of the Mill-Marshallian framework with regard fo 
the matter of insuring a utilization of the appropriated potential for 
nonfarm-sector development purposes is not so obvious, Under the 
Marx-Leninist model the requisitioned food is subject to allocation 
within the framework of a centralized plan and to this extent can be 
purposively directed into development forms of utilization according to 
the general principle: to each according to his contribution to the 
fulfillment of the development plan.** By contrast, under the operation 
of the Mill-Marshallian model a substantial part of the potential is apt 
to be scattered among consumers in the nonfarm sector in the form of 
higher real incomes where, under the conditions which characterize 
most of the underdeveloped countries, it would appear more likely to 
be lost in the bottomless pit of underconsumption than translated into 
a higher rate of investment activity. 

Countries successfully following the Mill-Marshallian model have 
all had to incorporate counteracting institutional influences within 
their social-economic structures to offset the potential impact of this 
nonfarm consumption leakage on its ultimate effectiveness as an in- 
strument for capital accumulation and a high rate of over-all economic 

“In this sense, Professor Schultz’s claim [50, pp. 36-52] that "there are comparatively 
few significant inefficiencies in the allocation of the factors of production in traditional 


agriculture" [50, p. 37] turns out to be a proposition that can be applied quite gen- 
erally, almost irrespective of the stage of development. 


“The investment opportunity represented in food resources has been well argued by 
Matthew J. Kust [30]. 
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growth.“ Obviously important in this regard have been historical pat- 
terns of income distribution and the role of the corporation and of gov- 
ernment in nonfarm savings and investment activities in these coun- 
tries. However, for the benefit of underdeveloped countries which 
might aspire in the future to follow this model, especially significant 
would appear to be an innovation that Yugoslavia introduced in re- 
turning essentially to the Mill-Marshallian model after its abortive ex- 
periment with the Marx-Leninist model [3]. By placing the emphasis 
in agricultural production organization on the independent peasant 
proprietor supported by more voluntary cooperation, the Yugoslavs 
have been able, even on the basis of miniature farms, to gain the 
benefit of a superior record in agricultural productivity“ in conjunc- 
tion with relatively low food prices. However, the resulting diversion 
of income to the nonfarm sector has been treated, not as the end of the 
process, but merely as a means to a more effective mobilization of do- 
mestic savings. Thus, by applying a deliberately high differential rate 
of taxation in the urban-industrial economy, Yugoslavia has been able 
to raise its domestic savings to about 29 per cent of the social product 
and, with the aid of supplementary foreign resources, to maintain a 
level of investment as high as 35 per cent (1961) [11]. If an effective 
system of differential taxation can in this way be associated with the 
basic Mill-Marshallian model, its growth potentialities undoubtedly 
stand to be expanded very considerably over the record of most coun- 
tries following this model to date. 


IV. Conclusion 


In conclusion, two implications of the above analysis deserve to be 
emphasized. First, the perpetuation of a substantial backlog of under- 
utilized labor in the farm sector in the United States and in most of the 
richer countries attests mainly to the fact that the urban-industrial de- 
velopment programs in these countries have fallen far short of their 
potentialities, and correspondingly of the comparable record of perfor- 
mance provided by their farm sectors. Their record also has been more 
one of consuming the fat of the land than of utilizing it fully in the 


* In addition, while the record under the Mill-Marshallian model has not been as 
abortive in practice as this characteristic of the model might imply, neither has the direct 
administration of *food investment" proved to be as straightforward as it might appear 
to be at first sight. Putting this part of the Marx-Leninist model into practice has 
proved to be much easier said than done. Much light has been thrown on this problem by 
recent studies, such as that by the F.A.O. [62], related to the possibilities of utilizing 
accumulated and potential surpluses of agricultural products in the United States and 
elsewhere for developmental purposes in the poorer countries. 

“The compound annual rate of growth of total agricultural production in Yugo- 
slavia over the period of 1952-62 was 6.1 per cent [7, p. 1054], a rate exceeded or ap- 
proached by very few other countries. 
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promotion of over-all growth and development. It might be presumed 
that at such high levels of development a conscious effort. to establish a 
higher degree of equality between farm and nonfarm incomes would be 
both merited and practical, and the fact that, in spite of all the farm 
programs, so little has been achieved in this way is worthy of serious 
thought.*' 

However, and secondly, in the developing countries the emphasis 
clearly should be placed, not on immediate equity between farm and 
nonfarm incomes, but on the maximization of the growth rate in agri- 
culture and the maximum immediate diversion of the resulting incre- 
ments to the protection and support of the emerging nonfarm sector 
and of the generally differentiated and interdependent features of a 
more highly developed economy. That is, the identified Mill-Marshal- 
lian model has been described not primarily te show how agriculture 
tends to be an unduly exploited sector in economically advanced coun- 
tries, but rather to identify a tested and relatively painless method 
whereby the inevitably “painful” or sacrificial process of domestic cap- 
ital accumulation can be set in self-sustaining motion and progressive- 
ly accelerated in a traditional, agrarian economy. But, first must come 
the will and the wit to effect those structural reforms which are neces- 
sary in most underdeveloped countries to condition the application of 
this method of accumulation. 
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HIDDEN UNEMPLOYMENT 1953-62: A QUANTITATIVE 
ANALYSIS BY AGE AND SEX 


By THOMAS DERNBURG AND KENNETH STRAND* 


Recent research [1] [2] [3] [4] shows that the loss of jobs owing to 
declining business activity is accompanied by the withdrawal of workers 
from the civilian labor force. Because of such withdrawal the labor 
force figures that are recorded during periods of economic slack are con- 
siderably smaller than the figures that would have been recorded had 
the economy been at full employment. The recerded level of unemploy- 
ment and the unemployment rate therefore understate the true level 
of manpower underutilization during such periods. For example, our 
own work [1] indicates that the unemployment rate for 1962 rises to 
over 9 per cent when the number of persons who withdraw from (gr 
never enter into) the labor force because of slack economic conditions 
are added back into labor force and unemployment statistics. 

Some workers withdraw from the labor force because of the ‘‘dis- 
couraged worker" effect. Other workers, however, respond to ‘‘addi- 
tional worker" pressure and therefore enter the labor force. The degree 
to which the two effects govern labor force participation depends upon 
the stage of the business cycle. A fall in employment from a cyclical 
peak is initially accompanied by a sharp decline in labor force participa- 
tion. Thereafter additional falls in employment are accompanied by a 
considerably lower level of withdrawal because the discouraged-worker 
effect is partially offset by the influx of additional workers during later 
stages of recession. Put differently, as economic adversity continues, 
pressure builds up on additional workers whose entry into the labor 
force partially offsets the discouraged-worker effect. 

The present paper reports the results of an attempt to answer the fol- 
lowing questions: (1) Who are the discouraged workers who leave the 
labor force when employment declines? (2) Who are the additional work- 

* The authors are, respectively, professor of economics at Oberlin College, and economist, 
Manpower and Social Affairs Directorate, Organization for Economic Co-operation and De- 
velopment. Initial stages of the research were supported under a Ford Foundation Public 
Affairs grant to Oberlin College. The major source of support is a Brookings Institution 
Research Professorship that was awarded to one of the authors for the academic year 1964-65. 
Additional help came from the Yale-MIT growth project and from the Research Seminar in 
Quantitative Economics at the University of Michigan. Of the many persons who gave advice 
and criticism, particular votes of thanks are owed to Daniel B. Suits and James Tobin. The 


authors are grateful also for the support and hospitality that was extended to them by the 
Department of Economics at the University of Michigan. 
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ers who enter the labor force under the pressure of economic adversity? 
(3) What is the quantitative relationship between employment and 
labor force participation in these respective groups? (4) What are the 
additional employment requirements, both in the aggregate and for 
each group, that would achieve a 4 per cent over-all unemployment rate? 
(5) What unemployment rates, for the individual groups, would be 
associated with over-all full employment? (6) Has there been a struc- 
tural shift in the composition of the labor force of a sort that might 
render the attainment of full employment more difficult? 


I. Data and Variables 


The analysis utilizes monthly Bureau of Labor Statistics (BLS) data 
of population, labor force, and employment, unadjusted for seasonal 
variation, as well as a series of new exhaustions of unemployment com- 
pensations of the Bureau of Employment Security. Past experience 
points to the presence of such subtle and close timing relationships that 
monthly data are to be preferred to quarterly or annual data. 

We are concerned with the adult, civilian, noninstitutional popula- 
tion, which we shall denote simply as “total population." Variables that 
are accompanied by subscripts denote values for a particular subset of 
the population. Thus L;, E;, and P; are the number of persons in the 
labor force, the level of employment, and the population, respectively, 
in group 7. Variables that are unaccompanied by subscripts denote 
aggregates. Therefore, P, E, L, and X represent total population, total 
employment, the total labor force, and the total number of new unem- 
ployment compensation exhaustions, respectively. The statistical an- 
alysis is in terms of ratios. We define: 


L;/P, the “group labor force participation ratio"—i.e., the ratio of 
labor force in group 7 to total population ;? 

E;/ P, the group employment ratio—i.e., the ratio of employment in 
group 72 to total population; 

L/P, the aggregate labor force participation ratio; 

E/P, the aggregate employment ratio; and 


! Most of the data were provided directly from the Bureau of Labor Statistics through the 
kind cooperation of Mr. Harold Goldstein, Assistant Commissioner of Manpower Statistics, 
and Miss Gertrude Bancroft, Special Assistant to the Commissioner of Labor Statistics. 
Monthly series on Population, Labor Force, and Employment may be found in the Bureau's 
publication Employment and Earnings and in its Monthly Report on the Labor Force. Data for 
unemployment compensation exhaustions were provided by Mr. Robert C. Goodwin, Admin- 
istrator of the Bureau of Employment Security. A rounded series may be found in Health and 
Welfare Indicators. 

? The ratio of labor force to population within a group is customarily called a “labor force 
participation rate." Since we utilize group labor force to total population as our dependent 
iud we hope to avoid confusion by calling the resulting statistic a “labor force participa- 

on ratio. 
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X/P, the exhaustions ratio—i.e., the ratio of new unemployment 
compensation exhaustions to total population. 


II. The Total Civilian Labor Force 


The results of the previously cited global study form an integral part 
of the present analysis. They serve, moreover, to introduce our general 
procedure and therefore provide a useful starting point. We attempt to 
explain the aggregate labor force participation ratio by means of an 
equation that embodies both the discouraged-worker and the additional- 
worker hypotheses and that also makes allowance for trend and for 
seasonal variation. The expression is: 


i L E X ( 1 

W (=) n (5), ** =), t^ p)" 

where 7,1 is a residual-error term. Seasonal variation is taken into ac- 
count by utilizing dummy variables in such a way that the intercept 
term, dm, changes with the month of the year. Since a fall in the employ- 
ment ratio is indicative of a loosening of the labor market, we expect 
the resulting relative scarcity of job opportunities to lead to discourage- 
ment and withdrawal from the labor force. The coefficient a, is therefore 
expected to be positive. Similarly, a positive value for the coefficient a; 
is taken to be evidence in support of the additional-worker hypothesis. 
When unemployment-compensation exhaustions of workers rise, pres- 
sure on additional workers to enter the labor force increases, and labor 
force participation therefore increases. Finally, statistical significance 
of the coefficient a; would indicate the presence of a secular trend in the 
labor force participation ratio. 

The two-period lead of the exhaustions ratio reflects a statistical re- 
sult that can be explained by the fact that the pressure on additional 
workers to enter the labor force in the face of unemployment on the part 
of the primary worker undoubtedly begins prior to the actual exhaustion 
of unemployment-compensation payments. Thus the pressure that ex- 
ists in month / is, on the average, not reflected in the exhaustions data 
until two periods later. 

Statistical analysis lends support to the hypotheses. For the period 
November 1952—December 1962, inclusive? we obtain: 


É X 1 
Sieg 4+ ,9400 (—) +12.609(—] =a 
(1a) (=) an + .949 (=) + (5). (5) Xd 


(.0367) (.735) (695.4) 


3 The 122 observations are reduced to 120 by virtue of the two-period lead of the exhaustions 
ratio. All estimates in this paper are based on 120 observations. 
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The values in parentheses beneath the regression coefficients are the 
standard errors of the respective coefficients. The coefficient of de- 
termination’ and the standard error of estimate are, respectively, .8766 
and .00206. The coefficients a; and a; have the expected signs, and both 
are statistically significant at the 1 per cent level. The coefficient ds, 
which permits gauging of secular changes in the participation ratio, is 
also statistically significant and, oddly enough, the sign of the coeff- 
cient is negative, thereby indicating that the labor force participation 
ratio, after allowance for adverse employment conditions, would have 
been observed as increasing over the period covered by the data. 

Because the exhaustions ratio is a function of past employment (un- 
employment) levels, the coefficient a, cannot be interpreted as the de- 
rivative of labor force participation with respect to employment. We 
therefore add the second, equation: 


E 
2 €. zs b. b E eg b - oe t2; 
e) C3) i (3).* (5) te 


which incorporates the hypothesis that the exhaustions ratio in month 
t is a function of all past employment ratios with the influence of each 
employment ratio diminishing geometrically as it recedes into the past. 
The population variable is not statistically significant. When we replace 
the coefficients with their numerical estimates, we have: 


(2a) (=) = b, — .00419 (=) + .8829 (=) + re, 
P/; P t—1 E t—1 


(.00175) (.0404) 


with coefficient of determination, .9326, and standard error of estimate, 
.000115. 

Equations (1) and (2) can be combined, and the effect on labor force 
participation of an instantaneous change from one stationary employ- 
ment ratio to another can be calculated. The result is: 


ay(1 =s bo) + abı 


= .4951, 
I 


and we therefore conclude that, over the decade covered by the data, 
one person appears to have left the labor force for every two who lost 
their jobs. i 


4 R? is the coefficient of determination about the monthly means rather than about the over- 
all mean. If D? is the coefficient of determination about the over-all mean and A? is the coeffi- 
cient of determination obtained by regressing the dependent variable only upon the monthly 
dummy variables, then: 

D? — A? 
R? = 





gh 
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III. The Age-Sex Division: Hypotheses 


In moving from the labor force as a whole to the individual age-sex 
groups we take equation (1) and replace the aggregate labor force partic- 
ipation ratio with the participation ratio of the specific group under 
analysis. Because the participation ratio of a specific group will vary if 
the fraction of the total population in that group changes, we add the 
variable (P;/P), in order to capture the effect of relative population 
shifts. The counterpart to equation (1) for group 7 therefore is written: 


e (S) ret C C), (3,0) 
P d Qi P), a2; Pi. a3; P a4; 7 i3. 


The pressure on additional workers to enter the labor force is, of 
course, likely to be reflected by the exhaustion of unemployment com- 
pensation of persons in other groups. It is therefore appropriate to retain 
the aggregate exhaustions ratio as a measure of additional-worker 
pressure. It is assumed that the two-period lead of the exhaustions ratio 
remains appropriate. 

Variations in labor force participation in group t will be most closely 
correlated with variations in employment within the group. However, 
since our purpose is to study cyclical effects on labor force participation 
and since the discouraged-worker hypothesis relates to total labor mar- 
ket tightness, we prefer to utilize the aggregate employment ratio rather 
than the group specific-employment ratios. Differential changes in em- 
ployment may take place between groups without being accompanied 
by any change in over-all labor market tightness. Consequently a 
statistical correlation between E; and L; would not constitute a clear- 
cut test of the discouraged-worker hypothesis.* 

Answers to all of the questions that were posed at the outset of this 
paper cannot be obtained without an expression that relates total em- 
ployment to group employment. We therefore specify: 

5 There is another important reason why we should not regress L;/P on E;/P. Both vari- 
ables are derived from the same sample. Because one constitutes a large fraction of the other, 
the two will show a high degree of correlation in the event that sampling and response errors 
are present. If the sample value of employment in a group is in excess of its true value, the 
chances are that the sample value of labor force for the group will probably also be in excess 
of its true value. Consequently the sample values of the variables will exhibit statistical cor- 
relation, the regression coefficients will be biased, and we would not know if a true association 
between group labor force and group employment exists. 

The procedure of regression group labor force participation on aggregate employment helps 
to liberate us from this difficulty. Although for any subgroup of the population the sampling 
errors in the labor force and employment values are apt to be correlated, there is no reason to 
suppose that such correlation exists between the sampling errors in a particular subgroup of the 
labor force and the labor force as a whole. While L; and E; are likely to be correlated if sampling 


error is present, there is little reason to suppose that ZL; and Z, or E; and E should also be cor- 
related. 
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e (rer Oe OO 
P Cmi Cli P C23 P C3i P ; this 


which, in conjunction with equations (2) and (3), permits us to observe 
the effect of a change in aggregate employment on group labor force 
participation and employment. 

The statistical results for equations (3) and (4), covering the same 
period as the global analysis, are reported in Tables 1 and 2, respec- 
tively. Although there is no need to be concerned with the individual 
monthly intercept terms, we do need the average values which we report 
in column 1. The last column of each table gives the coefficients of de- 
termination. The intervening columns contain the regression coeff- 
cients and their respective standard errors. The purpose of the asterisks 
is to call attention to the fact that the coefficients they accompany are 
not statistically significant at the 5 per cent level of significance. 

The results reported in Table 1 are our primary concern. Inspection 
of the ai; coefficients, together with their respective standard errors, 
indicates that labor force participation is positively associated, in a 
statistically significant manner, with total employment in all but three 
of the groups. The discouraged-worker hypothesis is therefore con- 
sistent with the data in 11 of the 14 groups. All of the female groups 
evidently are subject to the discouraged-worker effect, while among 
men only the very young and the very old seem to be so affected. 

The coefficient a;;, as expected, is positive for all groups and is statisti- 
cally significant in all but three of them. The additional-worker hy- 
pothesis is therefore consistent with the data in 11 of the 14 groups. 
Taking both effects into account, we conclude that labor force participa- 
tion is virtually autonomous for males between the ages of 25 and 64, 
while substantial fluctuations in participation are observed in all female 
groups and especially among the youngest and oldest groups of both 
sexes. 

Statistical significance of the coefficient a+; suggests the presence of a 
trend in the participation ratios. Since this is the coefficient that ac- 
companies the reciprocal of population variable, the predominantly 
positive signs for males indicate a secular decline in the male participa- 
tion ratios, while the negative signs for women reflect the substantial 
rise in participation that has taken place among women during the 
decade. 

The coefficient a4; of the population ratio, P;/P, is statistically signifi- 
cant in all but two groups. Because an increase in the population of a 
group relative to the total would always be expected to raise the group's 
participation ratio, it would have been most surprising if any of these 
coefficients had been significantly negative. The coefficients are, of 








DERNBURG AND STRAND: HIDDEN UNEMPLOYMENT 77 
TABLE 1—EQUATIONS (3): REGRESSION COEFFICIENTS, STANDARD 
ERRORS, AND COEFFICIENTS OF DETERMINATION 
(1) (2) (3) (4) (5) (6) 
Ümi di Aaj dai dai R? 
Male 

14-19 — .0789 1256 1.05 1,380* .4102 5958 
(.0194) (.36) (1,030) (.0838) 

20-24 .0061 .0391 .35* | —2,350 .6510 .9635 
(.0123) (.22) (680) (.0760) 

25-34 — .0078 .0032* .04* 1,850 . 8682 .9977 
(.0057) (.12) (680) (.0402) 

35-44 —.0090 | —.0023* .01* — 110* 1.0992 .9897 
(.0040) (.08) (270) (.0512) 

45-54 — .0139 .0174 34 660 .9432 8527 
(.0052) (.11) (110) (.0520) 

55-64 . 0005 .0107* 451 1,390  5665* 7535 
(.0083) (.17) (510) (.3709) 

65 and over | —.0965 .0726 .92 5,360 .5540 .9665 
(.0068) (.14) (170) (.0586) 

Female 

14-19 — .0794 .1138 .91 860* .4471 .7883 
(.0136) (.27) (790) (.0688) 

20-24 — .0096 .0329 . 60 —1,140 .4717 .4570 
(.0101) (.20) (230) (.0525) 

25-34 — .0004 .0597 .96 — 6,110 . 5369 9060 
(.0114) (.23) (2,100) (.1055) 

35-44 — .0264 .0970 1.40 — 3,690 .4593 6564 
(.0119) (.24) (510) (.1614) 

45-54 — .0490 .0934 1.10 —6,570 1.0845 .9853 
(.0099) (.20) (330) (.0664) 

55-64 — .0427 .0695 .43 —4,970 1.0631 9597 
(.0095) (.19) (310) (.1303) 

65 and over | —.0017 0519 .54 — 2,040 — .0469* 6371 
(.0068) (15) (570) (.0693) 





course, highest for the groups whose members are most likely to be in the 
labor force. 


The results for equation (4) are reported in Table 2. A rise in total 
employment causes employment in all groups to rise. The lowest c;, 
coefficients occur for males 55-64 and females 20-24. Presumably the 
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jobs of this group of males are more completely “fenced in” by seniority 
and other forms of job protection. The result for females 20-24 is an 
optical illusion that stems from the fact that the group's class interval 
is smaller than for the older groups. Actually there seems to be little 
difference between this group and the 25-34 group, although for both 


TABLE 2—Equations (4): REGRESSION COEFFICIENTS, STANDARD 
ERRORS, AND COEFFICIENTS OF DETERMINATION 











gf o q2) (3) (4) (5) 
Cmi e Coi Cai R? 
Male 

14-19 — .0971 .1214 3,210 .4551 .6796 
(.0086) (680) (.0538) 

20-24 — .0072 e .0989 — 3,820 .3931 .9244 
(.0086) (690) (.0773) 

25-34 — ,0872 .0981 9,700 .4035 .9882 
(.0093) (1,570) (.0913) 

*35-44 — .0331 .0793 2,480 . 6096 .9583 
(.0070) (680) (.1280) 

45-54 — .0016 .0696 550 4178 . 8111 
(.0049) (150) (.0682) 

55-64 — .0289 .0277 1,430 8691 . 8669 
(.0057) (490) (.3534) 

65 and over — ,0768 .0514 5,260 4286 .9624 
(.0052) (180) (.0616) 

Female 

14-19 — .06352 .0838 1,460 3806 . 7042 
(.0075) (650) (.0547) 

20-24 — .0135 .0280 — 230* .4292 .6812 
: (.0058) (200) (.0427) 

25-34 — ,0095 .0550 —3,470* .4226 .9342 
. (.0074) (1,990) (.0997) 

35-44 — .0322 .0797 — 3,180 .5651 . 6002 
(.0073) (460) (.1410) 

45-54 — .0472 .0755 —5,690 1.0894 .9820 
(.0058) (270) (.0544) 

55-64 — .0389 .0642 —4,720 1.0119 .9606 
(.0054) (250) (.1066) 

65 and over .0200 .0355 —2,680 — .1509 .5447 


(.0050) (570) (.0684) 
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groups employment fluctuates less than in other female groups. 

The cs; coefficients are a statistical corroboration of the well-known 
fact that secularly group employment ratios have declined for males 
and increased for females. The c;; coefficients, which reflect relative 
population changes are, as expected, positive. The lone exception is the 
65-and-over female group where the coefficient is small both absolutely 
and relative to its standard error. 


IV. Stationary Derivatives and Elasticities 


Interpretation of the results is facilitated by the computation of a 
set of stationary derivatives and elasticities. Although the a; coeffi- 
cients are generally positive, indicating that participation will rise when 
employment rises, such a change is accompanied by an offsetting addi- 
tional-worker effect represented by the exhaustions ratio and we cannot, 
therefore, tell from inspecting Table 1 what the net effect will be. To 
remedy this circumstance we calculate the net effect of an instantaneous 
change in employment upon labor force participation. Substitution of 


the stationary form of equation (2) into equation (3), given the net 


effect of a change in total employment upon group labor force participa- 
tion: 


dL; a3, (1 = bo) + asibi 
dE 3 1 — b 





Similarly, the effect of a change in total employment on group employ- 
ment is: 


dE; 
dE 





= (uis 


and finally, the relationship between group employment and group labor 
force participation is: 
dL; dL; dE aj, (1 - bs) -!- Q5;D1 


dE; dE dE; cy; (1 = b2) 





Numerical estimates are recorded in Table 3. Instead of reporting the 
actual derivatives, the table is arranged so that the effect of an increase 
in total employment of 1,000 may be observed. In column 1 we show 
the way the change in employment is distributed; column 2 presents the 
associated change in labor force participation; and column 3 shows the 
reduction in unemployment. 

The asterisks in column 2 indicate that the computation is not based 
on a statistically significant relationship. Whether we assume that the 
regression coefficient a;; is zero for these two male groups or is equal to 
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TABLE 3—ErrEcT OF A RISE IN TOTAL EMPLOYMENT OF ONE THOUSAND 
on GROUP EMPLOYMENT AND LABOR FORCE PARTICIPATION 








(1) (2) (3) 
Change in Change in Reduction in 
Employment! Labor Force Unemployment 
Male 
14-19 125 88 37 
20-24 102 26 16 
25-34 101 2" 99 
35-44 82 —3* 85 
45-54 72 5 67 
55-64 29 —9 38 
65 and over 53 39 14 
TOTAL 564 148 416 
Female 
14-19 * 87 81 6 
20-24 29 12 17 
25-34 57 26 31 
35-44 82 47 35 
45-54 78 54 24 
: 55-64 66 54 12 
65 and over 37 32 5 
TOTAL 436 306 130 
GRAND TOTAL 1,000 454 546 





i The c coefficients have been multiplied by a factor of 1.033 in order to make the total 
increase in employment equal 1,000. 


the computed value makes little difference. The effect on labor force 
participation of a change in employment for these two male groups is 
negligible. 

Correct interpretation of the results necessitates recognition of the 
fact that the reported values are averages for the period as a whole. They 
should not be used to estimate the employment and labor force changes 
for any specific year. The averages show considerable variation in labor 
force participation among men aged 14-24 and for the 65-and-over 
group. The result for the male 55-64 group, although quantitatively 
small, is extremely interesting.’ This group is the only one in which the 
additional-worker effect overcomes the discouraged-worker effect. The 
result can be interpreted in a number of ways. First, it is possible that 
recession causes a disruption in the normal flow of retirements. Male 
workers in the 55-64 age group may utilize their seniority privileges to 

6The regression coefficient ax is not statistically significant in the male 55-64 age group. 
If we calculate the change in labor force participation, assuming that the true value is the .0107 
reported in Table 1, we get the change in labor force participation of —9 reported in Table 3. 


On the other hand, if we assume the value of the coefficient to be zero and re-estimate the 
parameters with the employment ratio eliminated, we obtain a value of — 13. 
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extend their working careers in order to assist hard-pressed relatives dur- 
ing times of economic adversity. Such workers may therefore be thought 
of as effecting a transition to additional worker without ever losing their 
jobs. Alternatively, it is possible that recession induces some persons 
who have retired early to return to the labor force. 

For women there are sizable fluctuations in labor force participation 
in all groups. Among the youngest women, an increase in employment is 
accompanied by practically a one-for-one change in labor force partici- 
pation. As is shown in column 3, it is practically impossible by increas- 
ing total employment to reduce unemployment in the female 14-19 
group. The lowest change in participation is in the 20-24 bracket; the 
rise in labor force participation with respect to changes in employment 
then rises steadily as we proceed along the age spectrum. 

The rise in employment of 1,000 is accompanied by a rise in employ- 
ment of males of 564 and an increase in labor force participation of 148. 
Unemployment therefore declines by 416. Similarly, a rise in total em- 
ployment of 1,000 increases female employment by 436 and leads to an 
increase in participation of 306. Thus the reduction in unemployment 
is only 130. Finally, the totals shown at the bottom of the table indicate 
that a total of 454 persons enter the labor force when employment rises 
by 1,000, which implies that unemployment declines by only 546. 

To avoid misleading impressions that could arise from different-sized 
class intervals and from different-class population values, and to esti- 
mate the responsiveness of labor force participation to changes in em- 
ployment, it is useful to convert the derivatives into elasticities. We 
define: 

eH dL; E e dL; E, 
e, = £9 = —— —, and e=—=——- 
dE (M dE Li € dk; Lj 
The derivatives are the same as before. The absolute values of E, E;, 
and L; are the average values of these variables over the period covered 
by the data. 

The numerical values of the derivatives are reported in Table 4. The 
elasticity of individual group employment with respect to total employ- 
ment exhibits the saucer shape that we expect, i.e., it is highest for the 
very young and the very old and low in the middle ranges. This elas- 
ticity is also higher for women than for men. The elasticity of group 
labor force participation with respect to total employment (e;) is also 
saucer-shaped, and the same is true for the elasticity of group labor force 
participation with respect to group employment (e;). 

The most striking result that emerges from inspection of these elas- 
ticities is that where group employment is highly responsive to changes 
in total employment, labor force participation is also highly responsive. 
The result suggests that the likelihood of discouragement and with- 
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TABLE 4—ErasriciTY or GROUP EMPLOYMENT WITH RESPECT TO TOTAL EMPLOYMENT (¢;), 
GROUP LABOR FORCE WITH RESPECT TO TOTAL EMPLOYMENT (62), AND 
Group LABOR Force WITH RESPECT TO GROUP EMPLOYMENT (e3) 








€; €2 &3 
Male 
14-19 2.918 1.796 .615 
20-24 1.978 .460 .233 
25-34 .648 .012* .019* 
35-44 .502 — .018* — .036* 
45-54 .525 .035 .067 
55-64 .307 — .093 — .303 
65 and over 1.471 1.037 .705 
TOTAL .832 .208 .250 
Female 
14-19 2.865 2.312 .828 
20-24 r .797 .308 . 386 
25-34 .925 .400 .432 
35-44 1.097 .598 .545 
45-54 1.133 .754 . 665 
55-64 1.677 1.317 .185 
i 65 and over 3.001 2.543 . 847 
TOTAL 1.347 .895 .664 
GRAND TOTAL 1.000 .431 .431 





drawal from the labor force is closely related to the degree of job security 
that workers normally enjoy. 


V. Full-Employment Labor Force 


We have shown that the recorded magnitude of the labor force during 
times of economic slack is considerably lower than it would have been 
had the economy been at full employment. It follows that the recorded 
level of unemployment for most age groups understates both the magni- 
tude of the productive manpower loss that is created by recession and 
the additional jobs that are needed to restore full employment. 

Following current usage we define “low full employment" and “high 
full employment" as situations that obtain when the measured sea- 
sonally adjusted aggregate unemployment rate is 4 and 3 per cent 
respectively. Full-employment labor force then becomes the size labor 
force which is associated with these respective unemployment. rates. 
In what follows we concentrate on the low full-employment “criterion”’ 
rate of 4 per cent. 

The problem of estimating the full-employment labor force is compli- 
cated by the presence of secular trends in the labor force participation 
ratios. Were it not for these trends we could utilize the stationary deriva- 
tives that were reported in Table 3 to compute full-employment labor 
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force. This could be done as follows: From the definition of the unem- 
ployment rate, «= (L— E)/L, we can derive: 


L 
dE = ——————————— (du). 


1—#)—-1 
(4) 


For 1962 L= 71,854 and u= .056. The required change in & is therefore 
— .016, and since dL/dE=.454, the required change in employment is 
2,013 thousand. This would bring total employment to a level of 69,852 
thousand. Since the accompanying change in labor force participation 
would be 914, total labor force would rise to 72,768 and the unemploy- 
ment rate would be reduced to 4 per cent. The full-employment labor 
force estimate for 1962 would then be 72,768. * 

Calculated in the foregoing manner, the full-employment labor force 
estimates would overstate full-employment labor force for the early 
years of the period, underestimate it for the later years, and serve as a 
correct approximation only for the middle years. The cause of the dis- 
crepancy 1s the rising trend in the participation ratios that have been 
observed. Over the decade labor force participation has risen more rap- 
idly than employment. Consequently, the unemployment rate has 
shown a secular increase, and the gap between actual labor force and 
full-employment labor force has grown wider. Had there been no secular 
trend in the unemployment rate, the procedure subsequently to be in- 
troduced would yield results identical to calculations based on average 
(stationary) values. 

To make the project manageable and to convert our figures to a sea- 
sonally adjusted basis, we first remove the shifting monthly intercepts 
and treat them as constants by aggregating the equations over any 
consecutive 12-month period and dividing the resulting expressions by 
12. The procedure, ignoring error terms, yields: 


o (aree (9r Gate +e) 
a s MILI a a oe ae * om eee EE 
P) NPAT »).. NBA NP, 


and: 


Wee man 


«e (Orr G 
S Pje ` ix Pj: a PJ, d >) 


and where, for example, 


D. 1 12 L; i | 1 1 
-= ] = — —], and dj — 2,85, 
(=). 224 (5 ) zl 
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and / now dates the beginning of the seventh month of the 12-month 
period. This procedure transforms all of the variables into seasonally 
adjusted values obtained by a simple 12-month moving average. When 
the first month of the summation is January, the result provides an an- 
nual average. 

If the aggregate employment and exhaustions ratios that are associ- 
ated with an over-all 4 per cent unemployment rate can be found, they 
can be substituted into equations (3a) and (4a) in order to obtain the 
group labor force and employment ratios that are associated with low 
full employment. In deriving these estimates it is useful to resort to the 
global model. | 

After undertaking the same seasonal adjustment procedure as above, 
equations (1) and (2) become: 


^ Qs Qe Qe Q 


and; 


ao (ure G) +66), 


When these expressions are combined with the criterion function 
(5) E, = (1— 4)L, 


where ù is the full-employment criterion unemployment rate, and the 
population function: 


(6) P, Pol rn), 
there emerges the second-order nonhomogeneous difference equation: 


(7) A. (5) FA) +4 (=) E ee 
Pa ABr cg o 


Ao = asbi(1 — €), 
A= —[1- a - 6), 
Az = bi[1 — a,(1 — 4)], 
As = A(by — 1) — a:b, and 
A, = [as[bs(1 +7) — 1] 4- D. 
Equation (7) has no stationary solution. However, it is possible to 


solve for the dynamic equilibrium path in order to obtain the full- 
employment labor force participation ratio as a function of time, the 
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estimated parameters, and whatever unemployment rate we wish to 
pick as our full-employment criterion. The solution is: 


eT 
P/i: Aot Ait As 


Hoor MEN 


The employment ratio that is associated with full employment follows 
immediately. It is: 


: Qj -«- Gr 


Finally, by returning to equations (1b) and (5).we obtain: 


o tiG 
oa PG G 7), dà =) 


for the full-employment exhaustions ratio. 

Substitution of equations (9) and (10) into the set of equations (3a) 
provides the fullemployment labor force estimates for the 14 groups. 
These full-employment labor force estimates, calculated on the basis of 
a 4 per cent criterion unemployment rate, are reported in Table 6. For 
purposes of comparison Table 5 presents the actual recorded values for 
labor force. Similarly, Table 7 reports actual unemployment rates, and 
the “manpower gap" unemployment rates are reported in Table 8. The 
manpower-gap rates are computed by subtracting actual employment 
from full-employment labor force and by dividing the resulting “‘man- 
power gap" (the sum of actual plus hidden unemployment) by full- 
employment labor force. 

The main results can be summarized quite simply: 

1. For the individual groups the excess of the gap unemployment 
rates over the actual unemployment rates is greatest in those groups 
that have the highest elasticity of labor force participation with respect 
to employment. Accordingly there is almost no difference between the 
actual and the gap rates for males 25-64. However for men 65 and over 
the gap rate, in recent years, far exceeds the actual unemployment rate, 
and for males 14-19 and 20-24 the gap rates exceed the already large 
actual rates. 

2. The very high gap rates in recent years for the 20-24 group are 
clear evidence that the economy has not been creating new jobs at a 
rate that is high enough to absorb many of the potential new entrants 
into the labor force. There is a tendency to discount the enormously high 
rates in the 14-19 group with the argument that these boys should be 
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in school anyway; ’ but one cannot dismiss the problem of the 20-24 
group in this manner. 

3. Among women the gap rates since 1958 have been uniformly higher 
than the actual rates. The large disparities that occur after 1960 reflect 
the fact that full-employment labor force participation has grown much 
more rapidly than female job opportunities. 

4. The highest gap rates relative to the actual unemployment rates 
are found in those groups whose actual unemployment rates are already 
high relative to other groups. When labor force withdrawal is taken into 
account, the employment position of groups whose employment position 
is already unsatisfactory is accentuated relative to other groups. 

5. Over the period covered by the data there is a fairly uniform tend- 
ency for the gap rates to increase both absolutely and relative to the 
measured unemployment rates. This results because the potential man- 
power pool has been growing more rapidly than the available number of 
jobs. The picture that emerges is one of steady deterioration in employ- 
ment opportunities relative to requirements. The recovery of 1962 is 
barely perceptible in the gap rates, and in many cases the gap rates 
actually increased over the 1961 level. 

6. For 1962 the level of unemployment for all men is 2,495 thousand 
and the manpower gap is 3,401 thousand. Hidden unemployment, de- 
fined as the difference between the manpower gap and measured unem- 
ployment, is therefore 906 thousand. For women the respective totals 
are 1,520, 2,934, and 1,414 thousands. For the labor force as a whole, 
therefore, hidden unemployment comes to 2,320 thousand. And these 
totals, it should be noted, are based upon the fairly unambitious defini- 
tion of full employment as occurring when the over-all unemployment 
rate falls to 4 per cent. Had a 3 per cent unemployment rate been estab- 
lished as the full-employment criterion, the full-employment labor force, 
gap unemployment rates, and the level of hidden unemployment wou ld 
all have been much higher. 


VI. Employment Requirements 


‘How many additional jobs would have been required in each group 
in order to reduce the over-all unemployment rate for 1962 to 4 per cent? 
According to our calculations, a 4 per cent unemployment rate implies 
a total labor force of 74,174. The level of employment would therefore 


T Ag far as the economist is concerned, the fact that an individual is productive enough to be 
gainfully employed when the economy is operating at full capacity ought to be sufficient 
evidence that if he does not have a job one ought to be found or created for him. Moreover, 
school is unfortunately not the only alternative to work for young persons. Although the labor 
force participation rates for 16-17 year old males who are enrolled in school have remained 
fairly constant, participation rates for those who are not in school have fallen steadily in the 
last few years. 


DERNBURG AND STRAND: HIDDEN UNEMPLOYMENT 


ANNUAL AVERAGES 


TABLE 7—UNEMPLOYMENT RATES 
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ANNUAL AVERAGES 


TABLE $—GAP UNEMPLOYMENT RATES 


1962 


1961 


1960 


1959 


1954 1955 1956 1957 
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have had to rise to 71,207 thousand. Since the actual level of employ- 
ment was 67,839 thousand, the total number of additional job require- 
ments was 3,368 thousand. The distribution of these additional job re- 
quirements can be calculated by making appropriate substitutions into 
equations (42). The calculations are shown in Table 9. Column 1 reports 
full-employment labor force. Column 2 gives the actual employment 
values. Column 3 gives the distribution of employment when the over- 
all unemployment rate is 4 per cent. And column 4 shows the distribu- 
tion of the additional employment requirements. 

Inspection of Table 9 indicates that an additional 3,368 thousand jobs 
are required merely to reduce the unemployment rate to 4 per cent. Ifa 
rise in employment is not accompanied by a change in labor force par- 
ticlpation so that the 1962 labor force total of 71,854 remains frozen 
when employment increases, full employment would require 68,980 
thousand jobs, which would mean the addition of only 1,141 thousand 
more jobs. If we call this figure the “overt” additional requirement, the 
"hidden" additional requirement, defined as the difference between the 
total additional requirement and the overt requirement, comes to 2,217 
thousand. . s 


TABLE 9-~FULL-EMPLOYMENT REQUIREMENTS FOR 1962 
(Thousands of persons) 


(2) (3) (4) 





Employment 
Requirements 
Male 
14-19 475 
20-24 394 
25-34 281 
35-44 183 
45-54 247 
55-64 91 
65 and over ,442 201 
Female 
14-19 3,006 336 
20-24 2,831 56 
25-34 4,244 203 
35-44 5,702 259 
45-54 5,633 278 
55-64 3,398 212 
65 and over 1,073 152 
TOTALS 
Male 42,287 1,872 
Female 25,887 1,496 
All 74,174 3,368 
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VII. Residual Unemployment 


If the over-all unemployment rate had been at the low full-employ- 
ment level of 4 per cent in 1962, what would have been the status of the 
individual groups? Subtraction of the entries in the “full employment" 
column of Table 9 from the corresponding full-employment labor force 
figures gives the remaining level of unemployment in each group. These 
"residual" unemployment levels are then divided by the respective full- 
employment labor force values in order to arrive at the unemployment 
rates for the individual groups that are associated with an over-all 4 per 
cent unemployment rate. These “residual unemployment rates" are re- 
ported in Table 10. 


TABLE 10—RxsrIDUAL UNEMPLOYMENT RATES AT Low FULL EMPLOYMENT 
1954 AND 1962 


Male Female 











Both Seres 


o 
B 




















e 14-19 0.6 1.6 10.2 13.6 12.4 
20-24 5.9 3.8 5.3 8.1 5:5 
25-34 3.4 2.0 4.2 4.8 2.9 
35-44 2.9 1.9 3.6 4.5 2.7 
45-54 2.9 1.7 2.9 3.5 2.4 
55—64 3.4 3.9 3.3 3.0 3.2 
65 and over 3.2 4.3 2.0 4.3 4.3 

3.8 3.2 4.4 5.6 4.0 











A glance at the residual unemployment rates indicates that a reduc- 
tion of the over-all unemployment rate to 4 per cent will still leave many 
groups with fairly high levels of unemployment. Although the position 
for most male groups would be satisfactory, the unemployment rate for 
males 14-19 would remain alarmingly high. For women the situation is 
less satisfactory relative to the comparable male class in all but two cases. 

A comparison of the distribution of the residual unemployment rates 
for 1962 with comparable calculations for 1954 brings some important 
trends to light. The comparisons are presented in Table 10. A glance at 
the table confirms that for the males in the prime working ages, 20-64, 
the unemployment rates are lower than they were in 1954, while the 
opposite is, of course, the case for the extreme age groups. The table 
also shows the presence of a similar, though less-pronounced, pattern 
for women and therefore also when the data for both sexes are pooled. 
The totals in the bottom row show that the spread between the residual 
unemployment rates for men and women has widened considerably. 
Therefore if the economy had succeeded in reducing the unemploy- 
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ment rate to 4 per cent in 1962, additional employment would have had 
to come to a larger extent from women than from men and from the ex- 
tremes of the age spectrum as opposed to the middle. 

Unemployment rates may be somewhat misleading because a high 
unemployment rate for a particular group does not necessarily imply 
the presence of a large pool of available manpower. It is instructive 
therefore to compute “relative residual unemployment" levels that are 
associated with an over-all 4 per cent unemployment rate. By relative 
unemployment is meant that fraction of total unemployment that will 
be present in the group. As is shown in Table 11, the comparison be- 
tween 1954 and 1962 for males becomes even more dramatic than be- 
fore. In 1954 almost 36 per cent of residual unemployment would have 


TABLE {1—RzELATIVE RESIDUAL UNEMPLOYMENT AT Low FULL EMPLOYMENT 







1954 AND 1962 
Male Female Both Sexes 
1962 1962 
en 

14-19 12.3 15.6 29.3 
20-24 7.0 5.7 13.4 
25-34 13.9 6.8 13.7 
35-44 11.9 7.0 15.5 
45-54 9.8 5.6 12.3 
55-64 7.8 7.4 10.7 
65 and over 3.2 3.5 5.0 
TOTAL 65 51.6 100.0 





been men between the ages of 25 and 54, whereas for 1962 the total 
would have been only 19 per cent. Similarly, when the totals for men 
and women are computed, it appears that in 1954 residual unemploy- 
ment would have been split in a ratio of 66 to 34 among men and women 
respectively, whereas by 1962 the division would have been almost 
equal. 

Over the period for which the comparison has been made we have had 
a relative rise in full-employment labor force participation in those parts 
of the labor force that may be relatively less employable. On the one 
hand, this means that the achievement of a 4 per cent unemployment 
rate would put males in the prime working ages into an extremely favor- 
able employment position. On the other hand, these trends may be 
interpreted as indicating that it might have become somewhat more 
difficult to reduce the over-all unemployment rate. The case is by no 
means clear-cut; however, if manpower must be drawn from the young 
(who probably require more training than the average worker), the old 
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(whose productivity may be lower), and from women (who legally can 
no longer be paid lower wages than men), the expansion of employment 
might raise costs and prices more rapidly than would have been the 
case had there been an available pool of males in the prime working 
ages. 

We must emphasize most strongly that the discussion of this section 
is based on the pattern that would have emerged had the economy been 
&t full employment. Since we remain a considerable distance away from 
that goal, it would be a mistake to infer from the discussion that demand 
expansion will pull up costs and prices because of a change in the struc- 
ture of the labor force. Indeed, if a policy conclusion emerges from the 
analysis, it is that the enormous employment requirements that we face 
call for demand expansion on a large scale. 


VIII. Summary 


We have attempted to test the discouraged- and additional-worker 
hypotheses of labor force participation and have found each hypothesis 
to be consistent with the data in 11 of the 14 groups. Labor force partici- 
pation is virtually autonomous for males 25-64. However, for the 
younger and older male groups and for all female groups, participation 
responds to changes in the level of employment. The direction of change 
in all cases except for males 55-64 is such that a rise in employment is 
accompanied by a rise in labor force participation. The responsiveness 
of labor force participation to changes in employment is greatest for the 
groups in which the elasticity of group to total employment is high. An 
increase in employment of 1,000 brings forth additional labor force 
participation of 454, on the average, so that the fall in unemployment is 
only 546. 

Calculations of full-employment labor force and gap unemployment 
rates confirm the presence of considerable discrepancies between actual 
and full-employment labor force and between actual and gap unemploy- 
ment rates for many.groups. For 1962 the over-all gap rate is 8.5 per cent 
as opposed to an actual rate of 5.6 per cent. The discrepancies are par- 
ticularly great for the very young and the very old and show a rising 
trend for females. 

The attainment of a 4 per cent unemployment rate for 1962 would 
have necessitated the creation of over three million additional jobs. Had 
this additional employment been forthcoming, the remaining unemploy- 
ment would have been split about evenly between males and females. 
This contrasts with a split of 66 per cent to 34 per cent for 1954. Also 
since 1954 there has been a relative decline in the residual unemploy- 
ment rates for the middle ranges of the age spectrum and a correspond- 
ing increase at the extremes. The economy has not yet been able to 
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adjust to the sizable shifts in the structure of the labor force that have 
taken place over the decade. 
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CONCENTRATION AND LABOR EARNINGS 
. By Leonard W. Weiss* 


There have been periodic suggestions in the literature that concen- 
trated industries may tend to pay exceptional wages [3] [6] [8] [10] [14] 
[16] [17]. If such a hypothesis could be given convincing support, it 
would have important implications for the evaluation of industrial per- 
formance. It would mean that the sum of monopoly rents would exceed 
. greatly those identified in examinations of corporate profits. The result- 
ing misallocation of resoyrces would be understated even more seriously 
since the welfare loss due to monopoly pricing increases as the square of 
the margin between price and the opportunity cost of factors employed 
[7]. 

It has proved difficult to test for monopoly rents accruing to labor in 
concentrated industries because of the large number of variables perti- 
nent to wage determination, many of which are correlated with industry 
structure. À number of studies have attempted to circumvent this difh- 
culty by investigating wage changes [6] [8], but these really tested the 
distinct hypothesis that concentrated industries continuously increase 
wages relative to unconcentrated industries. Another investigator at- 
tempted to test the “monopoly wage" hypothesis by comparing the 
ratios of Canadian to U. S. wages in industries that were concentrated 
in Canada but not in the United States with other industries that were 
unconcentrated in both countries. His whole argument ultimately de- 
pended on nine mostly minor industries [13]. Altogether, it is doubtful 
whether many have been convinced by the evidence to date of either the 
presence or absence of monopoly rents in the wage payments of concen- 
trated industries. 

This paper attempts a new, direct test of the “monopoly wage" hy- 
pothesis using the 1/1000 sample of the 1960 Census of Population. The 
paper is divided into five parts. The first briefly reviews possible hy- 
potheses. Part II describes the data; Part III presents the detailed re- 
sults of multiple regression studies for semiskilled labor; and Part IV 
summarizes similar results for a number of other occupation groups. 
Part V presents some conclusions. 


* The author is professor of economics at the University of Wisconsin. This paper was pre-- 
pared under a grant from the Graduate School of the University of Wisconsin. Computations 


.. were partially financed by the Social Systems Research Institute and by the National Science- 


Foundation. Comments by Glen Cain, Hirschel Kasper, H. Gregg Lewis, and Gerald Somers 
were very helpful in the preparation of the study. 
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I. The Hypothesis 


The notion that monopoly on product markets leads to high pay- 
ments for hired factors does not arise automatically from the concept of 
a profit-maximizing firm. Indeed, simple theory might suggest low 
rather than high wages in concentrated industries since output restric- 
tion would carry with it a restriction of employment. It is quite possible 
to find plausible arguments to support the opposite hypothesis, however. 
The profit-maximization assumption need not yield equally good pre- 
dictions in all areas. Pecuniary profit motives might well be weaker in 
wage policy than in other business decisions. While high profits won by 
technical advance or effective market forecasts often enjoy general 
approval, high profits attained by paying meager wages almost cer- 
tainly will win censure for the entrepreneur. A relatively profitable firm 
might well pay above-average wages to avoid such opprobrium, Le., 
firms with exceptional profits might choose to use part of their earnings 
to buy public approval. This might be particularly true of firms with 
monopoly power because of their vulnerability to a bad press. 

Even on the assumption of unequivocal profit-maximization, a high; 
wage policy might be plausible. Industries with high profits, whether 
due to monopoly or other causes, might attract trade unionism since 
they offer large prizes to the successful organizer. High wages might then 
result from the unionization of profitable industries or from managerial 
attempts to forestall such organization. Less-profitable industries might 
pay lower wages because the threat of organization might be less and/or 
because the firm might be less willing to pay to keep the union weak. 

The increase in costs associated with a high-wage policy would prob- 
ably not be as great as the increase in hourly wage rates in any event, 
since low wages would tend to result in high turnover, poor discipline, 
and poor-quality labor. A large, profitable firm which did pay high 
wages to buy public favor and/or to limit union power would have to 
pay less per “productivity unit" than per man-hour for its purchase. 

In a perfectly competitive labor market an employer paying a high 
annual wage would get correspondingly superior workers. High earnings 
would not imply monopoly rents since laborers would still earn the 
values of.their alternative products. While the tendency for labor qual- 
ity to be related to earnings has long been recognized, some economists 
have doubted that it could fully account for interindustry wage differ- 
ences. For instance, Sumner Slichter argued that if employers actually 
believed that higher wages brought them proportionately higher quality . 
labor, the employers under the greatest competitive pressure would pay 
high rather than low wage rates [15, p. 90]. 

— This paper tries to test two hypotheses: (1) that concentrated indus- 
tries pay high annual rates for labor of particular "occupations"; and 
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(2) that these high earnings are more than can be accounted for by the 
personal characteristics of the labor employed. Most previous studies 
have been limited by the data to the first hypothesis. The 1/1000 Census 
tape makes it possible to test both. 

Since concentration and unionization are closely related, they must 
both be considered. The effect of unionism with varying degrees of 
product market monopoly may be complex. In unconcentrated indus- 
tries, strong union power might yield high wages, but in concentrated 
industries, where wages may already be high, unions may not add much. 
For one thing, if high wages in unorganized but concentrated industries 
result from the threat of unionism, then concentration and unionization 
would represent the same force. If this is true, the combined effects of 
concentration and unionization would be less than the sum of the effects 
of the two taken separately. In addition, unions seem likely to have 
greater bargaining power where they are the source of monopoly power 
on product markets—e.g., coal or construction—than where market 
power would exist without them—e.g., automobiles or steel [11, p. 138]. 

On the basis of these arguments, this study uses the model: 


(1) Y = ba CR + bU + bU -CR 


where Y is annual earnings, CR is the concentration ratio, and U is the 
extent of collective bargaining coverage, to test for the existence of 

"monopoly wages" in concentrated and/or unionized industries. The 
above argument suggests positive signs for bı and bz and a negative sign 
for bs. The monopoly-wage hypothesis would be supported in some form 
if bı were positive and large relative to b,. It would also be supported if 
bı and b; were both positive or, even if bı were negative, if b; were large 
and positive. The monopoly-wage hypothesis would have to be rejected 
if bı and b, were both negative or if either b; or b, were negative and 
large relative to the other.? 

Concentration and/or unionization may be proxies for sites industry 
characteristics. These other variables must also be introduced. 

1. One might expect industries with rapidly increasing employment 
to show higher earnings than others, on the assumption that relative 
changes in employment opportunities are not perfectly foreseen by 
workers and that the short-run supply of labor in particular industries 
is not perfectly elastic. In effect, we assume that an increase in employ- 

! This DE had been formulated before the author saw the similar results of H. G. Lewis, 
i m cu derivative of Y with respect to CR is 0Y /OCR z:b,--b4U, the net effect of: 
CR on Y will change sign when U=—46,/b3. If this number falls between 0 and +100 (the 
range of U as it will be measured here), the monopoly-wage hypothesis will be confirmed over 
only & portion of the feasible range of U. It will be confirmed over the higher values of U where 


bs is positive and the lower values of U where b; is negative. By similar reasoning, the effect of 
unionization on earnings would change sign where CR= —bs/bi. 
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ment in any one industry represents an increase in demand rather than 
supply. This appears reasonable when large groups of workers employ- 
able in many different industries are involved. 

2. There may be some justification for distinguishing durable- from 
nondurable-goods industries. The former are less stable over the cycle 
and would yield higher earnings in boom years to offset long periods of 
unemployment. In addition, there is a tradition that durable-goods in- 
dustries require heavier work presumably implying better pay. 

3. It is commonly supposed that large employers pay high wages. At 
first glance one might expect large employers to be associated with 
monopsony power, but this need not be so because they tend to be 
located in large labor markets. Many of the arguments for the monop- 
oly-wage hypothesis can also be used to argue for high earnings in large 
shops. 

4, Some argue that the over-all labor force ¢haracteristics affect in- 
dustry wage rates paid [15]. E.g., earnings of a male worker would be 
lower in an industry with a large proportion of female workers than in 
one where most workers were male. This might occur if personnel pol- 
icies or collective bargaining agreements apply the terms appropriate te 
the main core of the work force to all workers in a shop. Again, if all 
firms in an industry must meet one another’s product prices, they may 
be forced by competition into similar wage policies. E.g., a firm in the 
North may pay low wages if a large proportion of its competitors are in 
the South. The five labor force characteristics for which this sort of 
argument seems most plausible are the percentages of the labor force 
that are (a) male, (b) skilled, (c) white, (d) in the South, and (e) of 
nonurban residence. 

Finally, there are many personal characteristics important in the 
determination of labor earnings. There seem to be good reasons to ex- 
pect that a person’s age, race, region, urban or rural residence, mobility, 
education, intelligence, health, strength, manual dexterity, and appear- 
ance will affect his potential earnings in alternative employments, and 
therefore the minimum payments that his employer must make to get 
his services. Since the purpose of this paper is to determine the extent 
of monopoly rents included in labor earnings, it is important to intro- 
duce these personal variables. Even if earnings were high in concen- 
trated or heavily unionized industries, workers would not be earning 
monopoly rents if their exceptional incomes could be wholly accounted 
for by exceptional personal attributes. 


II. The Date 


The dependent variable throughout this study is the private wage 
and salary income in 1959 reported by individuals in the 1/1000 sample 
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of the 1960 Census (see [4]). The populations used consist of all persons 
of specified occupation and sex employed for more than 13 weeks during 
1959 and reporting their main employment in April, 1960 in (a) mining, 
construction, or manufacturing, or in (b) mining, construction, manu- 
facturing, transportation, communications, or public utilities The 
regulated industries were excluded from population (a) because concen- 
tration and unionization seemed likely to have different effects on wages 
with and without regulation. When population (b) was used, a dummy 
variable was introduced with a value of one when the industry involved 
was regulated. Agriculture, distribution, and services were excluded 
from the study because the large numbers self-employed and, at least in 
agriculture, the large amounts of nonwage income made it difficult to 
compare earnings with other industries. 

The year 1959 is an adequate, though not perfect, year for our pur- 
poses. It falls at the end of a long, stable prosperity, so adjustments to 
the open inflation of the 1940's should be largely complete. There is 
evidence that neither monopoly nor union power was fully exploited 
during the 1940's and that they were re-exerted during the 1950's [1] 
F3] [5] [8] [9, p. 193] [19]. If there were monopoly-wage advantages, 
therefore, they were more likely to show up in 1959 than in earlier years. 
On the other hand, 1959 annual earnings are affected by the unemploy- 
ment remaining after the 1958 recession and, in certain industries, by 
the long 1959 steel strike. The effect of unemployment is at least par- 
tially corrected by including the numbers of weeks worked in 1959 as 
variables. | 

Some fuzziness is introduced because characteristics are reported as 
of April, 1960, while earnings refer to 1959. Most personal character- 
istics (e.g., sex or education) remain stable from one year to the next, 
but in some cases incomes are reported for persons with different 1959 
industries, occupations, or residences from those used. The most serious 
error of this sort is probably in the number of hours worked. These refer 
to “last week" (usually in March or April, 1960) and can differ sharply 
from the average weekly hours in 1959. 

.Each individual is assigned the characteristics of the industry that he 
reported. For instance, everyone employed in the shoe industry is 
assigned the shoe industry's indexes of concentration, unionization, 
growth, plant size, durability, and Jabor force characteristics as well as 
his own personal characteristics. The five labor force variables àre de- 
rived from the 1/1000 sample itself, and the employment-growth vari- 
able is the 1960 industry employment divided by the 1950 industry 
employment, both taken from Censuses of Population. Industry defini- 


3 Persons employed in industry 249, not specified metal industries, 326, not specified food 
industries, 459, not specified manufacturing, and 579, not specified utilities, were excluded. 
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tions involve no problems for these six variables.* However, the indexes 
of concentration, unionization, and employer size are based on weighted 
averages of the component three- and four-digit industry figures using 
employment reported in the 1960 Annual Survey of Manufactures or 
Employment and Earnings as weights. 

Two concentration indexes are used. The simplest is just a weighted 
average of 1958 four-firm concentration ratios by four-digit product 
class. These are imperfect indexes of market power because of the vary- 
ing regional character of the markets for some commodities and the 
varying extent of noncompeting subproducts for others. A second con- 
centration index identified hereafter as CCR (corrected concentration 
ratio) is also computed using weighted averages of five-digit concentra- 
tion ratios for noncompeting subproducts and an arbitrary scaling-up 
of national concentration ratios in industries with clearly regional or 
local markets.’ These corrections are far from perfect, but the values 
of CCR should measure market power on a more nearly uniform basis in 
interindustry comparisons than those of the uncorrected average con- 
centration ratios.’ ; 

The employer-size index is the percentage of employees in establish- 
ments with 250 or more employees in 1958. Establishments are used 
instead of firms because (1) employer size seems to be mainly a matter 
of his impact on local labor markets which depends on the size of his 
plants rather than his whole firm; (2) establishments are more accurately 
assigned to industries than firms are; and (3) because plant-size data 
are available for more industries than are firm-size data. The cut-off 
size of 250 employees is selected as a point by which impersonal employ- 
ment relationships are likely to have developed. A further reason for 
using establishments rather than firms and for using 250 rather than a 
larger number of employees is to reduce the colinearity between the 
concentration and plant-size variables. There is undoubtedly some effect 
of employer bigness that cannot be distinguished from market concen- 
tration, but the measure used here does separate out important elements 
of employer size. 

The existing measures of union power by industry are incomplete and 
often conflicting. Special estimates were developed for this study based 
on a wide range of sources. The BLS Indusiry Wage Surveys were taken 
as the basic source where available, and estimates based on other ma- 

1 In industry 347, “Textile Dyeing and Finishing, Except Wool and Knit Goods," the 
population Census figure is wildly different from the Annual Survey of Manufactures figures for 


the same years. In that case a special figure derived from the Annual Survey of Manufactures 
was used. 


! The procedures used were approximately those used in [18]. 
* The corrections used are described in more detail in an appendix available on request from 
the writer, Economics Department, University of Wisconsin, Madison, Wisconsin 53706. 
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terials were adjusted to the concepts used in those Surveys." Concep- 
tually, union power in an industry is measured by the percentage of 
employees in establishments where more than half of the production 
workers are covered by collective bargaining agreements. The collec- 
tive-bargaining-coverage approach does not distinguish between plants 
organized by locals of national unions and those organized by inde- 
pendent locals, nor between plants where all production workers are 
union members and those with collective bargaining agreements cover- 
ing many nonunion members. Moreover, all employees in an industry 
are assigned the same collective-bargaining-coverage index regardless 
of whether or not they are themselves covered. There may be a tendency 
for our index to overstate unionism in industries with many small firms 
[9, pp. 273-75 and correspondence with Lewis], though the employer- 
size variable should pick up much of the effect of unionism missed for 
this reason. 

An industry-wide measure of unionism seems appropriate in indus- 
tries selling on national markets. Earnings at nonunion plants in highly 
„unionized industries would tend to be high owing to the threat of union- 
ism, and earnings at organized plants in industries where unions are 
weak would tend to be low because of competitive pressures. In localized 
industries, however, the national extent of collective bargaining cover- 
age is, in effect, a weighted average of local-contract-coverage percent- 
ages. Such an average may be a poor union power variable if unioniza- 
tion varies greatly from locality to locality. Happily, the majority of 
observations in our study are in industries selling on national markets. 

Regressions are computed for (a) unregulated industries and (b) 
regulated and unregulated industries together for the following four 
broad Census occupation and sex classes: 


301-370 Clerical and Kindred Workers (Females only) 
401-545 Craftsmen, Foremen, and Kindred Workers (Males only) 
601—775 Operatives and Kindred Workers (Males only) 
960-985 Laborers Except Farm and Mine (Males only) 


In addition, regressions are computed for the unregulated industries 
only for the following, more narrow Census occupation-sex classes: 


074 Draftsmen (Males only) 

085 Mechanical Engineers (Males only) 

290 Managers, Officials, and Proprietors, N.E.C. (Males only) 
360 Typists (Females only) 

465 Machinists (Males only) 

715 Truck and Tractor Drivers (Males only) 


' The sources and techniques used are described in an appendix available from the writer on 
request (see n. 6). 
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715 Operatives and Kindred Workers, N.E.C. (Males only) 
715 Operatives and Kindred Workers, N.E.C. (Females only) 
834 Janitors and Sextons (Males only) 

985 Laborers, N.E.C. (Males only) 


Most other detailed occupations are specific to particular industries. 
Indeed, even this list contains several lopsided samples: 42 per cent of 
the “Laborers, N.E.C.” and 30 per cent of the “Truck and Tractor 
Drivers" are in industry 196 "Construction"; 34 per cent of the ma- 
chinists, 21 per cent of the mechanical engineers, and 18 per cent of the 
draftsmen are in industry 258 “Miscellaneous Machinery,” and 22 per 
cent of the female operatives are in industry 359 "Apparel and Acces- 
sories." The distribution of the four broad occupation classes among 
industries is closer to the distribution of the entire work force, but here 
the diversity of included occupations may introduce a great deal of un- 
explained variability. These problems are both near a minimum in the 
case of occupation class 601—775 “Operatives and Kindred Workers." 
In view of the relative ease with which new semiskilled trades can be 
learned, it seems more appropriate to treat operatives as a homogeneous 
group of workers than to treat craftsmen or clerical workers that way. 
Occupation class 601-775 also avoids the overweighting of construction 
that occurs in the case of “laborers” (960-985). Moreover, the estimates 
. of unionism which refer to percentages of production workers seem to 
apply more accurately to operatives than to other occupations. The un- 
regulated industries probably provide the more useful sample for our 
purposes because concentration has a clearer meaning there, since our 
estimates of the unionism variable are more solid there, and because 47 
per cent of the "operatives" in the regulated industries are in the rather 
special group “Truck and Tractor Drivers." Male operatives in unregu- 
lated industries are used in Part III of the paper to illustrate the sta- 
tistical analysis used. Results for other pope enous are summarized in 
tabular form in Part IV. 


III. Regression Results for Semiskilled Males 


Regression coefficients relating total 1959 private wage and salary 
earnings to concentration and unionization for male operatives in un- 
regulated industries are shown in Table 1. Two sets of coefficients are 
shown, one using uncorrected average concentration ratios (CR) and 
the other using corrected average concentration ratios (CCR). The 
second set of regressions seems most reliable on a priori grounds. Al- 
though the adjustments are rough, CCR surely comes closer to measur- 
ing market power on & basis comparable among industries than the un- 
corrected index. All of the regression coefficients are statistically signif- 
cant and have the initially expected signs. The effect of concentration 
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TABLE 1—REGRESSION AND CORRELATION CORFFICIENTS RELATING 1959 WAGE AND SALARY 
INCOME TO CONCENTRATION AND UNIONIZATION FOR MALE OPERATIVES AND 
KINDRED WORKERS IN UNREGULATED INDUSTRIES 
(Occupations 601-775 rq INDusTRIES 126-438) 





N=5187 
Mean Wage Regression Coefficients 
Income | (Constant) |(CRorCCR)| (U)  |(U-CR or U-CCR)| Corrected) 
Using CR: 
4419 3872 16.70 
(62.51) (1.664) 
3248 11.04 11.75 
(110.2) (1.851) (1.712) 
2691 31.90 19.26 — .2659 
(246.9) (8.468) . (3.434) (.1053) 
Using CCR: 
~ 4419 3358 26.53 
(84.34) (1.967) 
3039 21.40 7.606 
(112.8) (2.304) (1.790) 
1936 53.47 23.74 — .4426 
(280. 5) (7.811) | ' (4.159) (.1030) 





is unequivocably positive. The marginal effect of unionization is positive 
if CR is less than 72 or if CCR is less than 54. 

The apparent effect of unionization and concentration are computed 
in Table 2 for two illustrative values of CCR and U. The particular 
values of CCR and U are selected as “high” and “low” values in each 
case. Values of CCR are below 20 for only 9 per cent of the male opera- 
' tives in unregulated industries and above 60 for only 8 per cent. Values 
of U are below 50 for 17 per cent of these observations and above 90 
for 14 per cent. Unionization seems to raise annual earnings by about 
16 per cent when concentration is low, but to have no effect when CCR 
1s high. Concentration seems to raise earnings by about 33 per cent when 


TABLE 2—EsTnKATED VALUES OP Y ror CERTAIN VALUES or CCR ann U 


Value of U 
50 


Value of} 20 3750 — 4345 
60 5003 4891 
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unions are weak, but by only 13 per cent when they are strong. Disre- 
garding other variables, the monopoly rents included in labor income 
could be very large. 

When other industry characteristics are introduced as additional vari- 
ables, the effects of CCR and U on Y are reduced. The equation becomes: 


Y = 1751 + 20.13CCR + 10.15U — .08907U-CCR + 5.494G 
(349.7) (9.259) (4.845) (.1268) (.9169) 


+ 4.253L — 401.8D + 7.372M + 5.997Sk 
(1.929) (83.47) (2.694) (3.278) 


(2) 
R? = 0491 


where G is 1960 employment/1950 employment, L is the percentage of 
employees in establishments with 250 or more employees, D is a dummy 
with a value of 1 if the product is durable, M is the percentage of the 
labor force that is male, and Sẹ is the percentage of production workers 
who are skilled (the number in occupations 401-545 as a percentage of 
the number in occupations 401-985). All of these industry characteristics 
have significant effects on earnings except for the interaction term 
(U-CCR) and the percentage skilled (Sk). All have the expected signs 
except durability. Taken by itself, durability is positively related to 
earnings, but it becomes negative when other industry variables are 
introduced. This is partly due to the relatively depressed conditions and 
the steel strike of 1959. Although the coefficients of CCR and U are both 
reduced, they remain statistically significant. Earnings now rise with 
either CCR or U over the entire observed range. Values of Y computed 
from this new equation are shown in Table 3 for the same illustrative 
values of CCR and U that were used in Table 2, assigning mean values 
to G, L, M, and Sk and zero to D. Taking other industry variables into 
account, unionization seems to add about 9 per cent to annual earnings 
when concentration is low and 4 per cent when it is high. Concentration 
adds 16 per cent to earnings when unions are weak, but 11 per cent when 
they are strong. 

Thirty-one personal characteristics and three more industry charac- 
teristics are next added to form a third regression. The new industry 
characteristics are the white, rural, and Southern shares of the labor 
force. The sex and skill composition of the labor force are pure industry 


TABLE 3— VALUES Or F In NoNDURABLE-GOODS ÍNDUSTRIES Usine CERTAIN VALUES 
: oF CCR AND U AND MEAN VALUES FOR OTHER INDUSTRY CHARACTERISTICS 


Value of U 
50 90 


Value of} 20 4215 4576 
CCR {60 4869 ^ 5061 
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characteristics because only semiskilled males are in our population, but 
the white, rural, and Southern shares of the labor force include elements 
of personal as well as industry characteristics until the corresponding 
personal characteristics are introduced. 

The third equation with descriptions of the new variables used is 


listed below: 


(3) Y= —156.24- .2930CCR+6.167U 4-.06872U -CCR+.6150G+2.622L 
(623.9) (8.195) (4.293) (1110) . (.8668) (1.930) 
—211.5D+6.192M+5.309Sz plus 
(86.43) (2.683) (3.368) 


1.952 
(6.075) 
— 3.937 


(83.97) 


Percentage of industry employees white with other 
than Spanish surnames (Variable 9) 

Percentage of industry employees with residence out- 
side SMSA’s or urbanized areas (Variable 10) 

Percentage of industry employees in the South (Vari- 
able 11) 

Dummy with a value of one if residence in the South 
(Variable 12) 

Dummy with a value of one if residence outside SMSA 
or urbanized areas (Variable 13) 

Dummy with a value of one if nonwhite, non-Negro, 
or if white with Spanish surname (Variable 14) 

Dummy with a value of one if Negro (Variable 15) 


Dummy with a value of one if North Central residence 
(Variable 16) 

Dummy with a value of one if Western residence 
(Variable 17) 

Dummy with a value of one if residence in a SMSA of 
less than 250,000 population (Variable 18) 

Age (Variable 19) 


Age squared (Variable 20) 


Dummy with a value of one if less than five years of 
schooling (Variable 21) 

Dummy with a value of one if five to seven years of 
schooling (Variable 22) 

Dummy with a value of one if eight to eleven years 
of schooling (Variable 23) 

Dummy with a value of one if one to three years of 
college (Variable 24) 

Dummy with a value of one if presently in school 
(Variable 25) 

Dummy with a value of one if not the principle source 
of support of the family (Variable 26) 


291.9 
(46.22) 
—23.12 
(4.463) 
56.21 
(117.70) 


— 441.5 
(145.9) 


— 223.4 
(69.83) 
243.10 
(70.32) 

—392.2 

(107.6) 


— 214.0 


(95.34) 
R%= 3421 
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Family size (in numbers of persons) .(Variable.27) 
Family size squared (Variable 28) 


Dummy with a value of one if moved since 1955 from 
' an urban county in the same or contiguous state 
(Variable 29) 

Dummy with a value of one if moved since 1955 from 
an urban county in another state that is not contigu- 
ous to present state of residence (Variable 30) 

Dummy with a value of one if moved since 1955 from 
a non-SMSA residence (Variable 31) 


Dummy with a value of one if native born with at 


least one foreign born parent (Variable 32) 

Dummy with a value of one if worked 15-29 hours 
“last week” (usually in the first half of April, 1960) 
(Variable 33) 

Dummy with a value of one if worked 30-34 hours 
‘Jast week" (Variable 34) 

Dummy with a value of one if worked 35-39 hours 
"last week" (Variable 35) 

Dummy with a value of one if worked 41-48 hours 
“last week" (Variable 36) 

Dummy with a value of one if worked 49-59 hours 
“last week" (Variable 37) 

Dummy with a value of one if worked 60 or more 
(Variable 38) 

Dummy with a value of one if worked 14-26 weeks in 
1959 (Variable 39) 

Dummy with a value of one if worked 27-39 weeks in 
1959 (Variable 40) 

Dummy with a value of one if worked 40-47 weeks in 
1959 (Variable 41) 

Dummy with a value of one if worked 48-50 weeks in 
1959 (Variable 42) 


A large proportion of the personal characteristics are significantly 
related to Y, and many that are not have the expected signs and roughly 
the expected values (e.g., the time- and weeks-worked variables number 
34, 35, 36, 38, and 42). A few. of the coefficients have unexpected signs. 
One wonders why migration from distant cities should have a negative 
effect on earnings or why second-generation Americans should do better 
than those who are native-born of native parents. Perhaps the first 
reflects lack of seniority or incomplete knowledge of employment oppor- 
tunities and the second is a partial proxy for prolonged urban residence. 
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A more serious problem is that the line of causation between earnings 
and personal characteristics may be obscured. The positive effect of 
mobility from nearby urban residences may mean that more mobile 
persons have better opportunities or it may mean that the better paid 
more often moved to the suburbs during 1955-60. Again, the low earn- 
ings of persons who are not the main sources of support in their families 
may reflect a lower productivity of part-time workers, but a worker with 
very low earnings is apt to fall into this category almost by definition. 
However, when this regression was repeated with variables 26, 29, 30, 

and 32 excluded, the signs and statistical significance of the coefficients 
for the industry variables did not change. 

Once the personal characteristics are introduced, the coefficients re- 
lating Y to U and CCR drop to nonsignificance. Table 4 shows estimated 
values of Y with the same values of CCR and U used in Tables 2 and 3, 


TABLE 4—CowruTED VALUES or Y Wrra GIvEN Vatures or CCR AND U AssuMING 
ZERO VALUES FOR ALL Dunary VARIABLES AND MEAN VALUES FOR ALL OTHER 


VARIABLES 
Values of U 
50 90 
Value of 20 5165 5488 
CCR 60 5314 5747 


assigning zero to all dummy variables and mean values to all others. In 
other words, Table 4 illustrates the effects of concentration and union- 
ization on the earnings of urban, white males with high school diplomas 
living in the Northeast who worked 51-52 weeks in 1959 and 40 hours 
in a nondurable-goods industry “last week" (April, 1960) and had 
mean values for age, family size, and the various industry characteris- 
tics. Concentration increases the earnings of such workers by only 3 to 
5 per cent, and unionization increases their earnings by 6-8 per cent. 
When the same regression is run without the interaction variable 
(U -CCR), a 40 point increase in U increases Y by 8 per cent and a 40 
point increase in CCR increases Y by 5 per cent. The coefficient for U 
becomes highly significant (t=5.0) when U-CCR is dropped, but the 
coefficient for CCR is barely so (:— 2.1). The implication seems to be 
that firms in concentrated industries do pay their employees more, but 
that they get higher “quality” labor in the bargain. The incomes won 
by unions for their members more clearly exceed what those workers 
would earn in their best alternative employments. 

Most other industry characteristics drop to nonsignificance when 
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personal characteristics are introduced, and two of the remaining signifi- 
cant coefficients have unexpected signs. This is partly due to measure- 
ment errors. While concentration and important elements of union 
power are correctly measured on an industry-wide basis, employer size 
should ideally be measured on a personal basis, and employment growth 
on a SMSA-industry basis. However, the decline in the effect of industry 
characteristics as personal characteristics are introduced is consistent 
with labor market theory. Employers who, for any reasons, are in spe- 
cial positions which lead them to pay exceptional wages might be ex- 
pected to get exceptional labor in the bargain. 

The number of weeks and hours worked is understandably among the 
most important of personal characteristics in determining earnings. 
Leaving out all other personal characteristics, the equation becomes: 


(4) Y = 2736 t variables 33-42 + 9.162CCR ° 
3 


(324 (8.420) 
+ 8.961U + .04811U-CCR + 2.167G + 2.619L — 261.6D 
(4.411) — (1154) (.8403) (1.771) | (76.23) 


+ 7.222M + 8.551Sk R? = .2203 
(2.567) (2.973) 


The time variables reduce the effect of concentration, growth, employer 
size, and durability by about half compared with the equation (2) 
where only industry characteristics were used. The effects of unioniza- 
tion and the sex composition of the industrial labor force are roughly 
unchanged. The effects of concentration and unionization on earnings 
as other variables are introduced are summarized in Table 5. The time 
variables reduce the effect of concentration sharply but enhance the 
effect of unionization, if anything.? 


8 Perhaps the time and weeks worked as reported in the Census do not identify the full effect 
of 1959 unemployment on earnings in durable-goods industries, or it may be that the often- 
observed high earnings in durables are due wholly to the unionization, concentration, em- 
ployer size, or skill and sex mix in those industries. Another regression using average hourly 
earnings (from Employment and Earnings) also yielded a significant negative effect of durability 
when other industry variables were considered. 

? 'The results of this analysis hold in spite of several possible revisions in the sample or the 
model. The effects of CCR and U are both significantly positive when taken by themselves or 
with an interaction term whether we (1) eliminate apprentices (occupations 601—630) from 
the sample; (2) eliminate construction and mining (industries 126-196) from the sample; 
and/or (3) use estimated average hourly earnings as the dependent variable. The introduction 
of industry characteristics weakens but usually does not remove the effect of CCR on earnings. 
The introduction of only a few personal characteristics (age, race, and Southern and rural 
residences) does eliminate the effect of concentration in most cases. On the other hand, these 
revisions enhance the effect of U even when all the personal characteristics in equation (4) are 
included. Coefficients for these alternative samples and income variables are shown in the 
appendix available from the author. 
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TABLE 5—PrRCENTAGE INCREASES IN ANNUAL EARNINGS WITH ÍNDICATED INCREASES 
IN CCR AND U Taxine DIFFERENT VARIABLES INTO ACCOUNT 


Efect of Increase in CCR Effect of Increase in U 


from 20 to 60 from 50 to 90 
if U is 50 if U is 90 If CCR is 20 if CCR is 60 

Using Only CCR and U 33.4% 12.6% 15.9% —2.2% 
Using Other Industry 

Characteristics 15.5 10.6 8.6 3.9 
Using Industry and 

Time Variables 16.0 10.7 8.6 9.3 
Using Industry, Time, and 

Other Personal Variables 2.9 4.7 6.3 8.1 


Concentration has less effect on the price of labor than on total earn- 
ings. This implies that, even if the earnings of labor in concentrated 
industries do contain an element of monopoly rent, the allocative effect 
is small. High earnings due to more time worked do not mean misalloca- 
tion of resources, as high wage rates uncompensated by superior “qual- 
ity” of labor might. The effect of unionization on earnings, on the other 
hand, seems to operate through wage rates rather than time worked, 
implying that resource misallocation would occur to the extent that 
high earnings in unionized industries do not simply reflect personal 
characteristics. 

Time variables are in part proxies for other personal variables. Table 
6 shows the distribution of various personal and industry characteristics 
by the number of weeks worked in 1959. The persons with short periods 
of employment were younger, more poorly educated, more likely to be 
currently in school, more likely to live in the South or in rural areas, 
and the more likely to have recently moved from a rural residence or 
from a distant SMSA. They were particularly likely to work short 
hours and to be a secondary source of family income. They were 
employed more often in slowly growing industries with small plants. 
In other words, short-time employment was not distributed randomly. 
It was most noticeable among the less-desirable employees, and as a 
result, the effect of time variables on earnings is at least partially due to 
the “quality” of labor involved. 


IV. Regression Results for Other Occupation-Sex Groups , 


The results spelled out in detail for male operatives in manufacturing, 
construction, and mining in Part ITI are similar to those found for some 
but not all of the other populations studied.” The coefficient for CCR 


10 Coefficients for CCR, U, and U - CCR for all occupations and industries studied are included 
in the statistical appendix which is available on request. 
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TABLE 6— CHARACTERISTICS OF MALE OPERATIVES AND KINDRED WORKERS BY NUMBER 


Characteristic 


Southern Residence 
Rural Residence 
Negro 
Moved from Distant 
SMSA since 1955 
Moved from Non-SMSA 
since 1955 
1-5 Yrs. of School 
6-8 Yrs. of School 
9-11 Yrs. of School 
12 Yrs. of School 
Currently in School 
Less Than 30 Hours 
Worked Last Week 
(April 1960) 

Not Chief Income 
Recipient in Family 
Employed in a Durable- 

Goods Industry 


Total Observations 


Age 

Family Size 
U 

CCR 

L 

G 





Weeks Weeks 


or WEEKS WORKED tw 1959 


Number of Weeks Worked in 1959 








14-26 27-39 40-47 
Weeks 














37.4 39. 

3.9 3.9 3.9 3. 
68 74 71 68 
38 40 41 40 
51 56 55 57 
117 114 117 130 








alone is always positive and almost always significantly so when no 
other variables are used. It remains positive in all cases except typists 
and retains its significance in most cases when U is introduced. 

Table 7 summarizes the effects of concentration and unionization on 
Y when only CCR, U, U-CCR are used. The great majority of cases are 
consistent with the monopoly-wage hypothesis. The effects of CCR and 
U on Y are statistically significant for most male production workers. 
The only occupations that are unequivocably inconsistent with the 
monopoly-wage hypothesis are clerical workers when regulated indus- 
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TABLE 7—OccUPATIONS CLASSIFIED BY MARGINAL Errect OF CCR AND U 
ON Y DISREGARDING OTHER VARIABLES 


Range of U | Range of CCR 
Where CCR | Where U Has 
Has Positive Positive 
Marginal Marginal 
Effect on Y Effect on Y ` 


Cases that support the “monopoly wage" hypothesis: 


bs positive 
401-545, Craftsmen, Unregulated Industries 0-100* 0-100** 
960-985, Laborers, Unregulated Industries 0-100 0-100** 
301-370, Clerical, Unregulated Industries, Female 30-100 31-100 
715, Truckdrivers 0-100 0-100 
074, Draftsmen 32-100 34-100 
775, Operatives, N.E.C., Female 47-100 18-100 
by negative 

601-775, Operatives, Unregulated Industries, Male 0-100" Q- 54** 
601-775, Operatives, Regulated and Unregulated 

Industries, Male 0-100* : 0-100** 
401-545, Craftsmen, Regulated and Unregulated 

Industries 0-100* 0- 98 
960-985, Laborers, Regulated and Unregulated l 

Industries : 0-100* 0-100** 
775, Operatives, N.E.C., Male 0- 92* 0- 67 
465, Machinists 0-100 0- 50 
834, Janitors 0- 88 0- 82 
985, Laborers, N.E.C. 0-100* 0- 81** 
085, Mechanical Engineers 0-100 0-100 
290, Managers 0-100 Q- 42 


Cases that conflict with the “monopoly wage" hypothesis: 


b positive 


301-370, Clerica! Workers, Regulated and Un- 
regulated Industries, Female 66-100 12-100 
360, Typists 78-100 0-100 


* Coefficient of CCR more than twice its standard error. 
** Coefficient of U more than twice its standard error. 


tries are included," and typists. In addition, female clerical workers in 
unregulated industries, female operatives, and draftsmen, all have sub- 
stantial numbers of observations in ranges where CCR and U have nega- 
tive marginal effects, and managers have a substantial number of ob- 


1 This result is dominated by the large number of telephone operators included in female 
clerical workers in regulated industries. 
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TABLE 8—CLASSIFICATION OF OCCUPATIONS BY DIRECTION OF EFFECT 
OF CONCENTRATION ON EARNINGS WITH OTHER INDUSTRY 
AND PERSONAL VARIABLES TAKEN [NTO ÀÁCCOUNT 


Range of U |Rangeof CCR 
Where CCR | Where Ọ has 
has Positive | Positive Mar- 
Marginal ginal Effect 
Effect on Y on Y 


Cases that support the “monopoly wage” hypothesis: 


by positive: 
601-775, Operatives, Unregulated Industries, Male 0-100 0-100 
401-545, Craftamen, Unregulated Industries, Male 49-1008 0-100 
985, Laborers, N.E.C. 49-100 0-100 
775, Female Operatives, N.E.C. 0-100 0-100 
bı negative: 
401—454, Craftsmen, Regulated and Unregulated 
Industries, Male 0- 79» 0-100^ 
775, Male Operatives, N.E.C. 0- 76 0-100» 
074, Draftsmen 0-100 0-100 
4065, Machinists, Unregulated Industries 0-100 — 


Cases that conflict with “monopoly wage" hypothesis 


os positive: 
601-775, Operatives, Regulated and Unregulated, Male —*(neg) 0-100% 
960-985, Laborers, Unregulated, Male 66-100 18-100 
960-985, Laborers, Regulated and Unregulated, Male 93-100e(neg) | 0-100 
300-370, Clerical, Unregulated Industries, Female 58-100 - 45-100 
300-370, Clerical, Regulated and Unregulated, Female | 63-100*(neg) | 43-100^(neg) 
360, Typists, Unregulated Industries 65-100 0-100 
by negative: 
085, Mechanical Engineers, Unregulated Industries — — 
290, Managers, Unregulated Industries ©- 10 0- 31 
115, Truck and Tractor Drivers, Unregulated 


Industries 0- 1 0-100 


* Coefficient of CCR is more than twice its standard error; "neg" if significant coefficient 
has negative sign. 
b Coefficient of U is more than twice its standard error; “neg” if significant coefficient has 


negative sign. 


servations in a range where U has a negative marginal effect. None of 
the coefficients that result in these equivocal cases is statistically signifi- 
cant. 

The introduction of industry and personal characteristics changes the 
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findings sharply once more.” Table 8 classifies occupations by their 
degree of support for the ‘‘monopoly wage” hypothesis when all these 
other variables are used. Concentration now has a negative marginal 
effect on earnings over some range for most occupations, and the over-all 
effect of concentration is negative in as many cases as it is positive. The 
effect of unionism is more consistently positive. The positive effect of 
concentration and unionization on earnings seems to hold up best in the 
case of “craftsmen,” perhaps because of greater power of the union 
there. 

One intriguing result is the negative effect of concentration and union- 
ization on the incomes of female clerical workers. Their earnings are 
increased if both CCR and U are high, but concentrated nonunion in- 
dustries or unconcentrated, unionized industries seem to pay low clerical 
incomes. The high CCR-low U industries are mainly rapidly growing 
“high brow” industries (drugs, professional equipment and supplies, 
office, computing and accounting machines, photographic equipment 
and supplies, and at the borderline, miscellaneous chemicals). À possible 
explanation is that these industries must (and can) pay high wages to 
keep their production workers from organizing, but they face little such 
threat with their female clerical workers. The high U-low CCR industries | 
are such fields as construction, trucking, coal mining, and beverages. 
Unions in such industries often organize the major occupations involved 
on an interfirm basis. They may not be much concerned with the pay 
scale of clerical help outside their membership. Indeed, to the extent 
that they secure high wages for the male production workers they repre- 
sent, they may actually depress the demand for and, therefore, the price 
of complementary services such as those of female clerical workers. 
These suggested reasons for the apparent “exploitation” of clerical help 
in certain industries is blatant after-the-fact reasoning. We make no 
claim to have tested this “exploitation” hypothesis as we have the 
monopoly-wage hypothesis. 


V. Conclusions 


This paper examined two forms of the monopoly-wage hypothesis: 
(1) that concentrated industries pay high incomes for given occupa- 
tions, and (2) that these incomes exceed the alternative costs of thelabor . 
involved. The first hypothesis holds up well, as it has in previous studies. 
The relationship is strongest for male production workers where the 
threat of unionization is undoubtedly greatest. Moreover, the interac- 


B The same personal characteristics were used for each occupation as for operatives and 
kindred workers except that two more education dummies (for 4 years of college and 5 or 
more years of college) were introduced in the cases of “mechanical engineers” and “managers, 
officials, and proprietors, N.E.C." 
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tion between concentration and unionism most commonly has a nega- 
tive effect for such workers. Both results give support to the notion that 
it is unionism or the threat of unionism that produces high wages in 
concentrated industries. 

The second hypothesis should apparently be rejected. Once personal 
characteristics are introduced, the relationship between concentration 
and earnings is no longer significant and is negative about as often as 
it is positive. The monopolistic industries do get superior “quality” for 
the incomes they offer. Moreover, a substantial portion of the relation- 
ship between the earnings of labor in concentrated industries and their 
quality is due to a relationship of both variables with the number of 
weeks worked. The laborers in concentrated industries seem to receive 
no more for their services than they might in alternative employments 
for persons with similar personal characteristics. Their earnings contain 
little or no monopoly rent. i 

This does not necessarily imply that no misallocation results from 
high-wage payments in concentrated industries. Labor “quality” in this 
study includes such personal characteristics as race, which may be quite 
irrelevant to the objectively evaluated productivity of the laborer in- 
volved. It has been suggested that firms with monopoly power use part 
of their "profits" to hire congenial or socially acceptable employees [2], 
an option not available to employers subject to more stringent competi- ~ 
tive pressures. If so, the earnings of labor in monopolistic industries 
may still exceed its marginal-revenue product, even though they appar- 
ently approximate the value of its alternative product. 

The conclusion with respect to the effect of unionism on labor earn- 
ings is more equivocal than the results for concentration. The relation- 
ship between unionism and earnings does not decline greatly when per- 
sonal characteristics are introduced for nonregulated industries. Unions 
that organize their entire jurisdictions seemed to raise earnings by 7 to 
8 per cent for craftsmen and 6 to 8 per cent for operatives, compared 
with poorly organized industries. The relationship between unionism 
and earnings is often nonsignificant after personal characteristics are 
introduced, but this may well be the result of measurement errors. U 
was certainly the most difficult variable to estimate in this study. It has 
been claimed that the BLS Industry Wage Surveys overstate the extent 
of contract coverage because small employers are underrepresented. If 
this is correct, some of the effect of differing degrees of unionization may 
actually be included in the coefficients for the establishment-size varia- 
ble instead of the coefficient for U. Finally, the only effect of unionism 
accounted for in this paper is its industry-wide impact. Differences 
within an industry between persons covered by collective bargaining 
contracts and those not covered had to be ignored. All of these consid- 
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erations seem to point toward an understatement of the effect of union- - 
ism on earnings. 

A possible case of araia due to the effects of concentration 
and unionism on earnings is the particularly low income of female 
clerical workers in concentrated or unionized industries (but not in con- 
centrated and unionized industries). Some sort of “monopsonistic ex- 
ploitation" hypothesis may apply here. Little can be claimed for this 
hypothesis, however, since, unlike the monopoly- and union-wage hy- 
potheses, it was not developed in advance of the empirical study. 

The effects of most industry characteristics are nonsignificant and 
often of unexpected signs after personal characteristics are introduced. 
In general, employers who for any reason pay high salaries receive 

“superior” labor in the bargain. The general picture is one of fairly effi- 
ciently working labor markets, even where substantial pone may 
exist. 

All of the conclusions of this paper are necessarily enun because 
the indexes of concentration used are imperfect, because industry defini- 
tions are arbitrary, because weights used in combining markets to 
match Census industries are arbitrary, and because the Census places 
some persons in the wrong industries. It might be argued that the 
nonsignificance of concentration as a factor in income determination 
once personal variables are introduced is due merely to measurement 
errors. On the other hand, the significant results before personal charac- 
teristics are introduced suggest that much of the effect of monopoly 
power has in fact been identified, and that at least this identified portion 
is almost entirely accounted for by personal characteristics. Moreover, 
a great number of personal characteristics could not be adequately 
measured, either. Such obviously pertinent variables as health, intelli- 
gence, appearance, strength, manual dexterity, sobriety, and responsi- 
bility could only be approximated by distant proxies such as age, sex, 
education, and family status if they were included at all. If the high- 
wage employers were as successful at hiring and retaining intelligent 
and responsible persons as they were in hiring educated ones, it would 
seem as likely that the residual effects of concentration are exaggerated 
in this study as that they have been missed. 
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THE EFFECT OF INCOME ON DELINQUENCY 


By Briton M. FLEISHER* 


Recent government policy is evidence of considerable public interest 
in the relationship of young people to the labor market. Delinquency 
problems arise in this context because decisions to engage in illegiti- 
mate activity seem interconnected with decisions about schooling, 
labor force participation, and even occupational choice. Thus a study 
of factors affecting delinquency is of interest not only to criminologists 
and to crime prevention agencies, but to all those concerned with the 
allocation of youth’s time among alternative pursuits. 

This study is an attempt to discover whether low income is a cause 
of juvenile delinquency, and if so, to present evidence of its impor- 
tance. Economists have often investigated relationships between in- 
come and expenditures—Engel’s being perhaps the earliest well-known 
work of this type; in addition they have recently begun studying quan- 
titatively the effects of income on other behavior. Two novel analyses 
‘of income-behavior relationships are the recent studies of Becker on 
fertility and of Mincer on the labor force participation of married 
women [1] [7]. So, while my subject matter may seem strange to 
economists, it is not really deviant from an important tradition involv- 
ing the application of economic analysis to a rather wide variety of so- 
cial phenomena. 

The literature on delinquency contains a wide range of estimates 
(both negative and positive) of the effect of income. However, there is 
little consensus regarding their meaning. This lack of consensus is 
largely due to the absence of an accepted theoretical framework for 
analyzing delinquency and to a lack of agreement about which empiri- 
cal observations best represent the analytical concepts that have been 
employed. I think the approach to the problem employed in this study 
can eventually promote considerable progress toward an understanding 
of the effect of economic conditions upon delinquent behavior. 


* The author is assistant professor of economics at Ohio State University. Research for 
this paper was carried out under United States Department of Health, Education and 
Welfare Grant No. 62216 at the University of Chicago. Professor Morris Janowitz, De- 
partment of Sociology, University of Chicago, originally interested the author in the 
subject matter of the paper. The author has received substantial benefits from the com- 
ments of H. Gregg Lewis. The paper has also benefited from comments of Margaret G. 
Reid and from presentation to the Research Group in Labor Economics of the University 
of Chicago. The author bears sole responsibility for any errors. 
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I. An Economists View of Delinquency 


Most studies of the effect of income on behavior purport to present 
estimates of demand or supply functions, and this study is no excep- 
tion because it is an attempt to estimate a net causal relationship run- 
ning from income to delinquent behavior. The economist’s ordinary 
tools of supply and demand appear useful in constructing a model for 
the empirical investigation of delinquency. I shall use the concept of 
demand to mean a causal relationship between economic and other 
characteristics of persons on the one hand and their tendencies to com- 
mit delinquent acts on the other. But the number of delinquent acts 
committed should depend also on the number or value of delinquency 
opportunities. I assume that the supply of delinquency opportunities 
depends on the economic and social characteristics of the environment. 
I further assume the interaction of these two forces—the propensity to 
be delinquent and the opportunities available—determines the number 
of delinquent acts actually committed. The use of an economist’s tools 
to analyze delinquency does not in any way presuppose that *econom- 
ic” variables such as income are the most important factors deter- 
mining delinquency rates. It still remains to estimate their importance 
in the context of a model which allows us to view separately the possi- 
ble effects of income, opportunities, and other factors. 

The question of just what constitutes these “other” factors is of cru- 
cial importance. Intuitively one believes that personality traits and 
family characteristics must play an important role in determining de- 
linquent behavior within rather broad economic and social constraints. 
It is these to which I refer in the concept of “taste for delinquency.” 
Insofar as these tastes are correlated with incomes, it is necessary to 
specify them correctly so that their influence is not included in the es- 
timates of the effect of income, and vice versa. Also at the intuitive 
level, one suspects that those personal traits which cause some individ- 
uals, other things the same, to earn more than others—stability, indus- 
triousness, etc.—also contribute to low delinquency rates. It therefore 
appears likely that taste for delinquency and income levels will be 
rather highly correlated.’ 


*It is perhaps risky for someone trained in economics to try to explain what has been 
going on in another discipline, such as sociology. However, it is desirable to attempt to 
relate the "economist's view" of delinquency to the “sociologist’s view." In my opinion, 
the concept of taste is closely related to sociological concepts such as "anomie." When 
sociologists argue the relative merits of "commitment to the existing social structure" vs. 
"opportunities" or “material well-being" as variables explaining delinquency, they refer 
to questions which I hope to be able to answer at least partially with a model taking into 
explicit consideration both tastes and economic variables, The problem that criminologists 
and sociologists have not solved, and for which it will become apparent that I have not 
provided the definitive solution, is the identification of those observable phenomena which 
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While tastes are undoubtedly important determinants of legitimate 
vs. illegitimate behavior, it is intuitvely appealing, and casual inspec- 
tion leads one to suspect, that economic factors are also an important 
cause of delinquency. The principal theoretical reason for believing 
that low income increases the tendency to commit crime is that it 
raises the relative cost of engaging in legitimate activity. In the first 
place, youngsters probably view their families’ income as an index of 
their own long-run legitimate earning possibilites. Thus, so long as 
there is not substantial positive covariation between the expected re- 
turns to legitimate and illegitimate activity, individuals with low in- 
comes (or whose parents have low incomes) probably expect relatively 
large payoffs for committing delinquent acts. To such individuals, the 
probable cost of getting caught is relatively low, since because they 
view their legitimate lifetime earning prospects dismally they may ex- 
pect to lose relatively little earning potential by acquiring criminal rec- 
ords; furthermore if legitimate earnings are low, the opportunity cost 
of time actually spent in delinquent activity, or in jail, is also low. A 
related possible effect of income on delinquency is due to the lifetime 
pattern of income. Since most legitimate careers entail lower earnings 
during their earlier stages (especially during formal schooling) than in 
their later stages, youngsters who can rely upon little help from parents 
or other family members in providing desired goods and services may 
well be tempted to engage in illegitimate activities on a “part-time” 
basis. 

As stated above, casual observation also leads one to suspect that 
poverty causes high delinquency rates. Particularly within cities, it has 
long been observed that areas of low incomes, high unemployment, and 
the like are the areas of highest delinquency rates.” It is also true that a 
disproportinontely large number of serious crimes for which youth are 
arrested are crimes against property. In 1961, for instance, 93 per cent 
of the serious arrests of people aged less than 25 were for the crimes of 
robbery, burglary, larceny, and auto theft [4, p. 544]. Although this 
age group constituted only 43 per cent of the 1960 population of the 
United States, in 1961 it accounted for almost 90 per cent of the ar- 
rests for auto theft and over 60 per cent of arrests for the remaining 
property crimes [4, p. 544]? 

While incomes are conceptually negatively related to the cost of en- 





are the operational equivalents of conceptual tastes for delinquency. In statistical jargon, 
we are not reasonably certain how to specify properly & model of delinquency. Conse- 
quently all interpretations of the results of empirical investigations are weakened by our 
not knowing whether we are observing the effects of the variable we conceive as relat- 
ing to delinquency or whether we are observing the effects of misspecification of the 
model of delinquency. 

* A, classic study is [8]. 

"I think it is advisable to point out that it is by no means inconsistent with the above 
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gaging in delinquent activity, they are positively related to the ex- 
pected gains. This is true of crimes against property, at least, which 
constitute a disproportionately large number of the delinquent acts of 
youth. The greater the income or wealth of potential victims, the 
greater will be the expected value of theft. Consequently, income has 
two conceptual influences on delinquency which operate in opposite 
directions, although they are not necessarily equal in strength. Thus it 
is desirable to attempt to estimate these influences separately. In terms 
of an economist's view of delinquency, the expected negative relation 
between income and delinquency can be expressed as & demand rela- 
tionship, and the expected positive relation as supply. 


II. A Simple Model of a ae 
Variables Employed | | ; 


I present now the list of variables employed in the empirical investi- 
gation, I shall discuss what theoretical concepts the variables are 
thought to represent, how they fit into a simple model of delinquency, 
and some biases that may be included in their estimated effects. 

1. The dependent variables employed are not, by necessity, actual 
juvenile crimes or crime rates. Since it is necessary to know the ages of 
offenders in order to identify crimes of youth, arrest and court-appear- 
ance data are used in forming dependent variables. It is generally 
thought to be a fault of arrest and court data that the probability of 
one’s appearing in these statistics, given one’s actual offense record, is 
negatively correlated with economic and social standing. Thus the use 
of arrest and court data may impart a negative bias to the estimated 
(demand) effect of income on delinquency. Since this economic or so- 
cial bias is thought to be stronger, the farther removed is the measure 
of crime from the actual commission of the crime, arrest data may 
yield more reliable estimates of the income effect than do court-ap- 
pearance data. The influence of social standing on the number of re- 
ported arrests and court appearances is probably greatest within police 


discussion of the relationship between economic factors and delinquency rates to observe 
that incomes and crimes of violence are also negatively correlated. Insofar as violent 
activity has entertainment value, or whatever, to those who engage in it, the economic 
cost of such activity in terms of the penalties associated with apprehension will be low 
if youths expect only minor effects on their lifetime earnings. A youngster who aspires 
to become a lawyer cannot afford to have a police record for assault or rape. However, 
such a record would probably be relatively unimportant to a potential manual laborer. 
It is also conceivable that any pleasure derived from violent crimes may be a substitute 
for market goods and services. They may also be complements, however, as one supposes 
that higher incomes are associated with increased consumption of alcoholic beverages, and 
through this medium may be positively associated with crimes of violence. Finally, one 
should not ignore the possibllity that crimes of violence and property crimes may be 
complernents in the economic sense. 
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and court jurisdictions, as it is probably relative levels of income and 
social influence that are important. 

I think one must beware of exaggerating the importance of socioeco- 
nomic bias in arrest and- court-appearance data. Undoubtedly one of 
the causes of bias is that the influence of parents of relatively high so- 
cioeconomic standing on the behavior of their children is generally 
thought to lead toward legitimate behavior. Thus, the probability of a 
child's being punished at home on account of a complaint from the po- 
lice is thought to be smaller, the lower the social or economic standing 
of the family from which he comes. It is therefore probable that the 
low-status child who gets into trouble will commit more crimes in the 
future if he is not brought to justice formally when he is apprehended. 
I do not mean to pass judgment at this point on the efficacy of our 
methods of dealing officially with juvenile offenders; I merely wish to 
point out that biases in arrest and court-appearance data may well 
reflect real differences in the tendencies toward delinquency of 
different segments of the population. 

The actual dependent variables used in this study depend upon the 
sample from which they were taken. They are: 

Yec, the number of court appearances of males, aged 12 through 16 
years, during the years of 1958-61, for the census tract communities in 
the city of Chicago. (Census tract communities are aggregates of cen- 
sus tracts which purport to represent useful subdivisions of the city 
. into areas of rather stable community structure.)* The number of 
appearances is expressed as an annual average pone per thousand 
males aged 12 through 16. 

Yes, the same as Vee for 45 suburbs of Chicago in Cook County 
with populations in excess of 10,000. These data were provided by 
Henry D. McKay of the State of Illinois Institute for Juvenile Re- 
search. 

Yusp, the number of arrests of males, aged less than 25 years, for 
crimes of robbery, burglary, larceny, and auto theft, in each of 101 
cities of the United States with populations greater than 25,000. The 
number is expressed as the rate per thousand males less than 25 years 
of age. Information is available for most of the cities for the years 
1960, 1961, and 1962, but not for all of them. The data are expressed as 
annual average rates.' 

Yusx, the same as Yup, except that the arrests are for crimes of 

*See [5]. The Chicago delinquency and other variables are taken from [5]. 

*These data are based on information provided by the United States Federal Bureau of 
Investigation. They are not published, as the FBI assures reporting cities of the anonymity 
of the information provided by them. While they do not represent an exhaustive list of 


all U.S. cities with more than 25,000 population, they do represent all size classes in 
this range. 
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violence, namely homicide, rape, and assault. 

2. Although a number of income variables were experimented with 
in this study, only three of them are used in the results reported here. 
Two variables represent income as usually conceived. 

MEINC2 is the mean family income of the second lowest quartile 
of families which receive income. This variable is intended to stand for 
the economic level of a community as it affects the tendency to commit 
delinquent acts. 

MEINC4 is the mean income of the highest quartile of families. 
This variable represents an attempt to measure the payoff for certain 
kinds of delinquent behavior. These two measures of income are gen- 
erally used together in the regressions, as follows: 


(1) Y =a +b MEINC2 +c MEINCA- .... 


Equation (1) can be rewritten by adding and subtracting c MEINC2 
to the right-hand side, yielding 


(2) Y =a + b MEINC2 + c MEINC4 + c MEINC2 — c MEINC2 +... 
When equation (2) is rearranged, we find that (1) is the equivalent of 
(3) Y =a + (b + c) MEINC2 + c(MEINC4 — MEINC2) +.... 


Thus, the sum of the coefficients of the two income variables yields an 
estimate of the effect of family income on delinquency. The coefficient 
of the fourth quartile yields an estimate of the income dispersion on 
delinquency. The sum (b + c) can be thought of as the demand re- 
lation between income and delinquency, and the coefficient c can be 
thought of as the supply relation. Other measures of family income 
and dispersion yielded regression results so close to those obtained 
using equation (3) that it does not seem worthwhile to present them. 

The income data are all taken from the 1960 Census of Population 
and refer, of course, to incomes during the calendar year 1959.9 

3. In attempting to estimate the effect of income on delinquency, it 
is important to consider the effects of both normal family incomes and 
deviations from normal due to unemployment. Both normal income 
and deviations from normal may affect delinquency, but the effects 
may be different. l 

UNEMMC is the male civilian unemployment rate taken from the 
1960 Census of Population. 

4. Four variables are employed to represent tastes. SPDVFEM is the 

"Mean income of the lowest quartile is not employed, as it is most likely to be influ- 
enced by family structure and other characteristics of the samples which are highly corre- 
lated with taste. Since low-income groups tend to be more delinquent than others, 


MEINC 2 is probably a good measure of the economic opportunities of potential de- 
linquents. 
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proportion of females over 14 years of age who are separated or di- 
vorced. This is supposed to reflect the proportion of broken families in 
the community. I shall refer to it as the family-structure variable. 
There are several means by which family structure may influence de- 
linquency. An obvious means is that families with only female heads. 
tend to have lower incomes (by about 50 per cent) than do families 
with both male and female heads. However, the multiple regression 
technique, which estimates the effects of income and family structure 
simultaneously, is an attempt to remove the income component from 
the estimated effect of family structure on delinquency. Another means 
by which family structure may affect delinquent behavior is through 
parental supervision and guidance. This works in two ways, both of 
which are related to the fact that children in broken families usually 
live with only their mothers as adult family members. The first is that 
the mother is likely to have to supplement the family's income with 
her own earnings if the father is not present. 'This means that she has 
less time to supervise the activities of her children. Secondly, it is a 
widely held belief that boys (who constitute the bulk of delinquents 
and with whose behavior we are exclusively concerned in this paper) 
learn about the economic facts of life primarily through their relation- 
ship with the father and his connection with the economic system. To 
the extent that legitimate endeavor requires a longer time horizon—a 
clear view of relatively distant payoffs—than does illegitimate behav- 
ior, absence of a male family head probably works in favor of delin- 
quency. Of course, the male family head probably helps reduce delin- 
quency by participating in the pure supervisory role, along with the 
female head. 

It 1s important to consider whether, supervisory roles and labor 
market connections aside, the family-structure variable has still an ad- 
ditional influence on delinquency. If this variable truly reflects what I 
have referred to as the taste for delinquency, it will affect behavior not 
only through the means discussed in the preceding paragraph, but also 
because, given the amount of supervision, etc., parents are able to pro- 
vide their children, the attitudes of broken families will be oriented 
less toward what is generally regarded as legitimate behavior and more 
toward delinquent behavior. If the family-structure variable does 
reflect such a taste factor it may serve the purpose of holding tastes 
constant so that the true income effect may be estimated. The supervi- 
sion and market connection phenomena are analogous to tastes in this 
context and are additional reasons for including the family-structure 
variable in the regression analysis. 

But there is an important way in which family structure may be re- 
lated to delinquency which would be a reason for excluding it from the 
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regression analysis. Suppose that causation runs from delinquency to 
divorce, rather than vice versa. For instance, consider the possibility 
that delinquency is partly caused by economic variables, which are in- 
cluded in the regression analysis. Suppose also that delinquent popula- 
tions tend to have higher divorce rates than others. Then by putting 
the family-structure variable in the regression we may rob the econom- 
ic variables of their effects; which variable “wins” may depend princi- 
pally upon which has the least serious errors of measurement.’ I can 
do no more than point out this possible source of error in interpreting 
the regression results and then go on; without a well-developed theo- 
retical model of delinquency and a great deal of testing, the probabil- 
ity is always high that empirical work will be hampered by doubts re- 
garding specification. 

MOBILE is the proportion of the population over five years of age 
that lived somewhere other than the community of current residence 
five years previous to the 1960 census. The variable is an attempt to 
capture, and to hold constant, the effect on delinquent behavior of re- 
siding in a strange community. Presumably new residents are less like- 
ly to observe the established codes of behavior of the community than 
old residents. While the mobility variable may also reflect any tempo- 
rary losses of income associated with moving, this effect should be 
mostly eliminated- by the presence of the income variables in the 
regression equations. The expected influence of mobility is to increase 
delinquency, except for one possibility. 

If a large proportion of a community’s recent in-migrants arrived 
only in the year before the census, then the income variable for these 
people will in part reflect income of a previous job which, if the in-mi- 
grants are moving toward improved economic opportunities, may be 
lower than current income. In this case, the mobility variable may pick 
up the tendency of current income to be higher than measured income; 
this influence on delinquency rates should be negative. 

‘It is possible, but factually less appropriate, to apply this same argument to the in- 
come variable. It could be held, for instance, that delinquent populations have lower 
legitimate earnings than do other populations, and that this is reflected in reported family 
incomes. However, the income variables used reflect income of the whole community; 
it seems likely that more conventional economic factors outweigh any effects of de- 
. linquency on the measured family incomes of communities. This, I think, is even true 
of the Chicago census tract communities, which are likely to be more homogeneous than 
the suburbs or 101 cities. In any event I would argue that the use of the taste variables 
in the regressions tends to hold constant the effect of delinquency on earnings. 

In the extreme case that both the income and taste variables are "caused" by delin- 
quency, we are in the unfortunate situation of not having & properly specified model of 
delinquency at all. We are merely doing correlation analysis in the most literal sense. 

I feel that it is likely that some element of reverse causation is present and confounds 


the regression results presented here. However, I think the importance of this is greatest 
for the family-structure variable and of negligible importance for the income variables, 
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NWHITE is the proportion of the population that is nonwhite. Its 
use is an attempt to pick up any taste factors, associated with race, 
which are not reflected in the other taste variables. One hardly need 
mention that the racial composition of a community is correlated with 
its income and family characteristics. 

NSDUMM is a regional dummy variable, equal to one for Southern 
cities and equal to zero for all other cities. It is employed only in the 
101 cities analysis. 

'The independent variables and their symbols are listed in Table 1. 

The source of all variables not specified elsewhere is the 1960 Census 
of Population. 


III. Results of the Regression Analysis 
Since the delinquency rate is conceptually bounded by zero and one 
thousand, it is not unlikely that a nonlinear relationship exists between 


TABLE Í—SELECTED SAMPLE STATISTICS OF SAMPLE GROUPS AND SUBGROUPS 
USED IN THE REGRESSION ANALYSIS 


















SPDVFM | Delinquency | MEINC 2 MEINC 4 UNEMMC 











Group 
Std. Std. Std. Std 
Mean : Mean Dev. Mean Dev. M Dev 
101 Cities 14091 | 2892 | .052 | .017 
101 Cities 13827 | 1886 | .056 | .015 
(High) 
101 Cities 14107 | 3096 | .053 | .016 
(Medium) 
101 Cities 14354 | 3540 | .046 | .019 
(Low) 
Chicago 15721 | 5854 | .051 
Com. 
C. Com 13968 | 5702 | .085 
(High) 
C. Com 18 7.4 | 6187 | 543 


4.1 


List of independent variables employed in the regressions. 
MEINC 2 Mean income of the second lowest quartile of income recipients (1959). 
MEINC 4 Mean income of the highest quartile of income recipients (1959). 
UNEMMC Male civilian unemployment rate (1960). 
NWHITE Proportion of the population that is nonwhite (1960). 
MOBILR om of population of five-year-olds that lived in another county in 

1955 (1960). 

SPDVFM  Proportion of females over 14 who are separated or divorced (1960). 
NSDUMM Regional dummy variable equal to one for Southern cities, zero otherwise. 
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the rate and some of its causes. Also, it has been suggested that the 
influence of incomes on delinquency will be greater in the presence of a 
high proportion of separation and divorce. That is to say, the response 
of potential delinquents to economic incentives may be greater in com- 
munities that have high tastes for delinquency than in communities 
with strong tendencies toward legitimate behavior. 

Thus, for purposes of estimating the effects of the income and taste 
variables, the two largest samples (101 cities and Chicago communi- 
ties) were divided into three subgroups of approximately equal size, 
according to the values of the family-structure variable. The observa- 
tions in a high subgroup have the highest proportions of separated 
and divorced females, and so on. The regressions were estimated using 
both the entire samples and the subgroups. The division into 
subgroups is an attempt to capture any effects of nonlinearity in the 
true relationships and/or interactions between variables and effects 
that may exist. It is also a method of holding constant tastes as 
reflected in the family-structure variable. I think it is realistic to con- 
sider the Chicago suburbs as corresponding to either of the lowest 
subgroups of the two other samples. Table 1 presents some of the sam- 
ple statistics for the samples and their subgroups. There are substan- 
tial differences among the subgroups in the level and variance of the 
family-structure variable. There are also notable differences in the lev- 
els of delinquency and income. 

The regression results are shown in Tables 2 through 6. Most of the 
regression coefficients are large enough to be interesting from the eco- 
nomic or sociological point of view, and most of the coefficients of eco- 
nomic variables are statistically significant. If one is interested in 
comparing the size of the effects of the variables included in the 
regressions, the elasticities, which are calculated at the mean values of 
the variables, are of interest. These are estimates of the percentage 
change in the dependent variable which occurs when there is a 1 per 
cent change in the independent variable. 

Table 2 shows the regression results for the 101 cities sample and 
subgroups. Examination of the results of the regressions based on the 
entire 101 cities sample shows that adding the family structure vari- 
able to the regression has a substantial effect on the multiple R? and on 

*I think it is appropriate to apply a one-tailed test of significance to the regression 
estimates. With 19 degrees of freedom (the smallest number for any of the regressions) 
a t-ratio of .86 indicates statistical significance at the 20 per cent level. 

A one-tailed significance test seems appropriate because of the a priori considerations 
which suggest the signs of the regression coefficients. While a 20 per cent level of signifi- 
cance is high by some standards, I believe it is not inappropriate, considering the de- 


sirability of reducing both “type I" and “type II" errors. The reader is of course free to 
establish whatever criteria for statistical significance he chooses. 
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TABLE 2—101 U.S. Crrres > 25,000 


Dependent Variable Vusp 


: Regression t- = ultipl 
Regression Variable Conticient pius | Elasticity | MutPle 
101 Cities 
yi MEINC2 — .0044 -—2.5 —1.3 
MEINC 4 + .00061 -+-1.5 .51 
UNEMMC +108 +-1.7 + .33 20 
MOBILR +27 +1.9 + .13 
NSDUMM —3.0 —1.0 
#2 MEINC 2* — .00094 —0.6 — .28 
M EINC 4* — .00016 —0.4 — .13 
UNEMMC +16.0 +0.3 + .05 
NWHITE +6.9 --0.7 + .05 .48 
MOBILR * --8.2 4-0.6 + .04 
SPDVFM +279 +4.6 +1.0 
NSDUMM —5.9 —2.4 
#3 MEINC 2 — .0014 —1.2 — .42 
UNEMMC +18.7 +0.4 + .06 
NWHITE 4-5.8 +-0.6 + .04 48 
MOBILR +8.0 -F0.6 + .04 
SPDVFM +278 +-4.6 +1.0 
NSDUMM —6.0 —2.5 
Grouped by 
SPDVEM 
High MEINC2 — .0093 -2.6 —1.8 
MEINC 4 -F.0013 41.4 diu 
UNEMMC —80 ` —0.9 — .19 
NWHITE —13.5 —0.9 — .14 .59 
MOBILR —48.0 —1.9 — .20 
SPDVFM +548 -F4.0 +1.9 
NSDUMM —11.8 —3.1 
Med. MEINC 2 — .0011 —0.6 — .43 
MEINC 4 — .G0012 —0.2 — .12 
UNEMMC +130 +1.5 + .49 
NWHITE +12.2 --0.7 + .08 34 
MOBILR +31.9 42.2 + .21 
SPDVFM +227 +0.9 + .97 
NSDUMM —2.8 —0.8 
Low MEINC 2 — .00026 —0.1 — .12 
MEINC 4 — .00031 —0.6 — .35 
UNEMMC +36 --0.4 + .13 
NWHITE  —31.9 —0.9 — .07 .36 
MOBILR +43.2 +1.3 + .23 
SPDVFM +322 +1.6 +1.0 
NSDUMM —15.2 —2.0 


* The sum of coefficients of M EINC 2 and MEINC 4 is —.0011; the ratio is 0.83. 


Regression 


Property Crimes 


Violence Crimes 


Regression 





FLEISHER: INCOME AND DELINQUENCY 


Variable 


MEINC 2 
UNEMMC 
NWHITE 
MOBILR 
SPDVFM 
NSDUMM 


MEINC2 
UNEMMC 
NWHITE 
MOBILR 
SPDVFM 
NSDUMM 


TABLE 3—101 CITES 
REGRESSIONS FOR AGES 17 AND UNDER 


Regression 


— .0021 
—9.6 
T9.7 

4-18.2 
+213 
(^ 8.6 


— .000051 


—.31 
1.6 

4.72 
T5.4 

—.23 


Ł 
Ratio 


—0.8 
—0.10 
i59 7 
4-0.5 
HES 
—1.6 


TABLE 4—101 Crrres REGRESSIONS 


Variable 


Communities Grouped 
by SPDVFM 


High 


Medium 


MEINE 2 
MEINC 4 
UNEMMC 
NWHITE 
MOBILR 
SPDVFM 
NSDUMM 


MEINC 2 
MEINC 4 
UNEMMC 
NWHITE 
MOBILR* 
SPDVFM 
NSDUMM 


MEINC 2 
MEINC 4 
UNEMMC 
NWHITE 
MOBILR 
SPDVFM 
NSDUMM 


Regression 
Coefficient 


+ .00033 . 


-+ . 000018 
—13,1 
+3.4 
—0.81 


+31.4 


—0.21 


— .00020 

+ . 000039 
+7.7 
+2.8 


+33.0 
+0.64 


-+- . 000060 
~~ .000022 
—2.3 
+5.0 
—3.5 
+6.9 

+ .094 


Dependent Variable Y, 








Elasticity 


T.80 
+.13 
— .38 
+0.45 
—. 04 
+1.4 


-—1.1 
+0.60 
+0.45 
+0.3 


+2.2 


+.73 
— 69 
— .22 
+0.31 
—0.51 
+0.60 


129 


.35 


Multiple 
R? 


321 


.30 


wk 





* F-level in stepwise regression <.0001. 
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TABLE 5—74 Cmicaco COMMUNITIES 


Dependent Variable Yu 


Regression Variable msn M m Elasticity utum 

All 74 Communities 
MEINC 2* — .0051 —2.8 —1.2 
M EINC 4* -+ .00038 +1.9 + .24 
UNEMMC +187 +2.3 + .38 
NWHITE +2.69 +0.4 + .02 .85 
MOBILR +160 +3.5 -+ .32 
SPDVFM +22.5 +0.31 + .06 

Communities Grouped 

by SPDVFM 

High MEINC2 „` — .0053 —1.0 — 57 
MEINC 4 --.00039 4-0.6 + .12 
UNEMMC +215 +1.0 + .40 
NWHITE +1.40 --0.1 + .02 .60 
MOBILR +166 +1.4 + .30 
SPDVFM —15.9 —0.1 — .05 

Medium MEINC 2 — .0074 —2.4 —2.6 
MEINC 4 -r.00029 41.5 + .26 
UNEMMC +186 +1.5 + .41 
NWHITE +10.9 40.7 + .02 63 
MOBILR +126 +0.8 + .26 
SPDVFM —111 —0.4 — .28 

Low MEINC2 — .0021 —0.9 —1.4 
MEINC 4 -+ .000037 +0.1 + .06 
UNEMMC +259 +2.1 + 64 d 
NWHITE --1.1 +0.1 + .0009 
MOBILR +21.9 +0.4 + .06 
SPDV FM —116 —0.6 — .28 


* The sum of coefficients of MEINC 2 and MEINC 4 is —.0047. The tratio is —2.7. 


the estimated coefficients of the other variables. The results of regres- 
sions including the family-structure variable imply that there is a non- 
negligible negative effect of income on delinquency, but they fail to 
show the predicted effect of the income dispersion, or supply variable. 
Removing mean income of the highest quartile (MEINC4) from the 
regression results in an increase in the statistical significance of mean 
income of the second lowest quartile (MEINC 2) and in the size of 
the income (demand) effect? The estimated effect and statistical 
significance of unemployment are small, as are the estimated effects of 
the proportion nonwhite (VWHITE) and mobility (MOBILR). The 

” This is true even when the coefficient and standard error of MEINC 2 estimated 


alone are compared with the sum of the coefficients of MEINC 2 and MEINC 4 and 
the standard error of the sum. 
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TABLE 6—45 CuicAco Supurss > 10,000 


Dependent Variable Ye 






; : i - ultipl 
Regression Variable , Sian c M ne : 
All suburbs 
$1 MEINC2 — ,000085 -— . 
MEINC 4 — , 000069 — 
UNEMMC +25.8 +. 
NWHITE +12.2 +. 48 
MOBILR 4-7.07 +. 
SPDVFM --5.60 a+, 
#2 MEINC2 — .00047 -— .53 
UNEMMC +25.0 +- 59 
NWHITE +11.9 4 .04 48 
MOBIER +7.11 + il 





North-South dummy variable (VSDUMM™) coefficient indicates that, 
other things the same, delinquency tends to be lower in the South than 
it is in the North. 

Rather different inferences can be drawn when the subgroup results 
are examined. Since a priori considerations suggest that stratifying the 
samples will improve the specification of the model, I shall base fur-. 
ther interpretation of the results primarily on the stratified regressions. 
The highest subgroup yields large, significant estimates of both the 
supply and demand aspects of income. The family structure variable 
and NSDUMM have estimated effects absolutely larger than those in 
the aggregate sample. The estimated effects of MOBILR and 
NWHITE are negative. The lower groups yield estimated effects of 
income dispersion similar to the combined sample. The estimated effect 
of income declines in value and in statistical significance as one moves 
from high to low subgroups.*° 

Examination of the Chicago communities reveals a striking 


* Table 3 shows the regression results for the 101 cities’ property crimes, individuals 
aged 17 and under. Since the coefficient of MEINC 4 was insignificant, I have shown 
only the results with M EINC 4 eliminated from the regressions. This regression may be 
compared with regression number 3 in Table 2. The principal difference is that the re- 
gression for the younger age group has a lower R^, and the coefficients are less significant 
statistically. A possible interpretation is that the variables included in the regressions 
affect delinquency of both age groups in a similar manner; however, the response of the 
younger age group is less consistent. 

Table 4 shows the regression results for the 101 cities subgroups violence crimes, indi- 
viduals aged 24 and under. The violence-crimes regression for the 101 cities sample, indi- 
viduals aged 17 and under, is reported in Table 3. The statistical significance of economic 
factors is lower in the violence-crimes regressions than in those for property crimes; the 
coefficient sometimes have the “wrong” signs as well. This is evidence consistent with the 
hypothesis that the estimates of the income effects do not include the effects of tastes. 
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difference from the 101 cities; the estimated effect of SPDV FM is rel- 
atively small and tends to be insignificant. The estimated effect of in- 
come dispersion is positive in all subgroups, but highest in the medium. 
Similarly, the effect of income appears highest in absolute terms in the 
medium group. The statistical significance of both income variables is 
also highest there. Since the difference between the coefficients of the 
income variables in the two highest Chicago subgroups is small com- 
pared with the standard errors of either subgroup, it seems fair to con- 
clude that the evidence of the Chicago subgroups does not contradict 
the 101 cities evidence that income effects are most pronounced in the 
highest subgroups. The estimated effect of unemployment is positive in 
all three subgroups. Its size is large, and the coefficients are statistical- 
ly significant. The estimated effect of mobility in the Chicago 
subgroups is positive and significant, and the effect of racial composi- 
tion appears to be negligible. . 

I now turn to the regressions based on the Chicago suburbs sample, 
once again drawing attention to the similarity between this sample and 
the lowest subgroups of the Chicago communities and 101 cities sam- 
ples. The effect of income on delinquency appears negative. The esti- 
mated effect is much more sensitive than in the other samples to the 
covariation between the two income variables, and when M EINC 4 is 
removed, the estimated effect is similar in significance to the lowest 
101 cities subgroup.” It is smaller than the estimate in the lowest Chi- 
cago communities subgroup. The estimated effect of unemployment is 
both substantial and significant. The estimated effect of mobility is 
positive, but of low significance, and the effects of race and family . 
structure appear to be negligible. 

I think one can discern a general pattern of behavior that is 
reflected in these regression estimates. The over-all effect of income on 
delinquency appears to be negative and more pronounced among *de- 
linquency prone" groups than among others. The negative effect of in- 
come on delinquency may be somewhat offset by the positive influence 
of income on the payoff for property crimes. The offsetting effect also 
appears to be most pronounced in the most-delinquent groups. Unem- 
ployment appears to be a cause of delinquent behavior, but the inter- 
subgroup pattern of the unemployment effect does not seem to be the 
same as the pattern of income effect. That is, there is no tendency for 
the high subgroups to exhibit an especially strong response to tempo- 
rary deviations from normal incomes as measured by unemployment. 

“The regression results in Table 4 show the effect of MEINC 2 alone, UNEM MC, 
NWHITE, and MOBILR in the absence of SPDVFM. However, Inclusion of SPDVFM 


appears to have only a negligible effect on the regression coefficients derived from thia 
sample. 
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This study is mainly concerned with the effects of economic factors 
on delinquency, but it is interesting to note that holding economic and 
taste factors constant, the addition of a racial variable (:NW HIT E) 
adds almost nothing to the explanatory power of the regression model 
in any of the samples. 


IV. Evaluation and Concluston 
Specification of the Model 


In evaluating the results of these regressions, probably the most im- 
portant question is whether the model has been correctly specified. In 
fact, there is not a great deal of evidence that it has. The erratic be- 
havior of the family-structure variable is not strong evidence of its ap- 
propriateness in the regressions. Futhermore, SPDVFM is correlated 


TABLE 7—101 COMMUNITIES 


Dependent Variable SPDVEFM 
Variable picis n Elasticity iar 2a 
MEINC2 — .000010 —3.1 — .88 
'" MEINC 4 + .0000023 --2.9 +-.53 
UNEMMC + .30 +2.5 + .26 .38 
MOBILR + .070 +-2.6 -F.10 
NSDUMM +-.0076 +1.4 





with the income variables, MOBILR and NSDUMM, in much the 
same way as delinquency. Compare the regression results in Table 7 
with those of Table 2 (Regresson #1); the elasticities are similar, 
and the multiple R* is higher. Thus it is impossible to rule out the possi- 
bility that SPDVFM is either caused by delinquency or is so closely 
related as to be virtually the same phenomenon. While there is no sug- 
gestion at present regarding which alternate taste variable would im- 
prove the estimates, my experience with the effect of employing alter- 
nate taste variables indicates that there is little effect on the estimated 
income effects.** Thus, it is possible that, although we still cannot pro- 

™ The literature on delinquency contains a number of empirical studies in which alter- 
nate taste variables have been used. This. is not to say that the writers of these studies 
used such terminology; I am imposing my own framework on what I think these authors 
were attempting to do. Three important studies were those of Lander for Baltimore [6], 
Bordua for Detroit [2], and Chilton for Indianapolis [3]. Variables which were used, 
I think, primarily to hold tastes constant were proportion nonwhite, proportion foreign- 
born, proportion of homes owner-occupied, proportion of homes substandard, and the 
proportion of unrelated individuals to families plus unrelated individuals. These studies 
never reported regression coefficients, but only partial correlation coefficients and/or beta 
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fess to know all the important variables that should be included in a 
model of delinquency, we nevertheless have obtained "reasonable" 
estimates of the effect of economic conditions. 


The Effect of Income 


Given the reliability of the estimates of the effect of economic condi- 
tions on delinquency, I should now like to explore some of their im- 
plications. To begin with, it appears that the effect of income on delin- 
quency is not a small one. In extremely delinquent areas, a 1 per cent 
rise in incomes may well cause a 2.5 per cent decline in the rate of de- 
linquency. The effect of income dispersion—the supply effect of in- 
come-——probably operates only in very delinquent areas, and it is prob- 
ably not large relative to the demand effect of income. 

Remember that the estimated income effects are net of the effects of 
other variables in the regressions. If it is true, as seems likely, that 
family structure is a function of income, then changes in income not 
only will operate directly upon delinquency rates, but indirectly 
through family structure, as well. One must not be too mechanical in 
applying the indirect relationship to policy questions, however. It is 
unlikely that changes in income transfer payments, such as unemploy- 
ment compensation, ADC payments, and the like, would have the same 
effect on family structure as would changes in the earning power of in- 
dividuals—especially males. Nor would all the indirect income effects 
be desirable ones. Increased community income would probably attract 
in-migrants, and through this means rising incomes would probably 
cause delinquency to increase. 

To illustrate the possible influence of economic conditions upon de- 
linquency, consider the following simple example based on the regres- 
sion estimates of the high 101 cities subgroup. Suppose that the aver- 
age family income in this subgroup is raised by $500. per year for all 
income classes. (The effect of the change in income of the first and 
third quartile is assumed to be reflected in the coefficients for the sec- 
ond and fourth.) The pure income effect on delinquency would be 
(— .0093 + .0013) 500 ==— 4.00, which is to say that the rate would 
fall by 4 arrests per thousand population, a reduction of somewhat more 
than 15 per cent of the average rate in the sample. Now suppose that the 
increase in income has an effect on family structure equivalent to one- 
half the estimated effect shown in Table 7. I assume only half, because 





coeficients. Usually, variables explicitly representing incomes did not pass a conventional 
t-test. for significance. However, I have performed regression analyses of the data for 
Detroit census tracts (1950) and for Indianapolis census tracts (1960; the Indianapolis 
data were provided by Roland Chilton). The effect of income appears similar in both the 
Indianalopis and Detroit samples; I virtually duplicated the Detroit study, obtaining an 
estimated income effect of —.0018 (elasticity = ——.50), and a standard error of .00091. 
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income changes cannot be expected to change tastes for delinquency, but 
to operate on delinquency through family structure via the supervision 
and market connection effects. From Table 7, we can estimate that a 
$500 increase in family income will cause a decline in the number of 
women over 14 who are separated or divorced of about 2.7 per thousand 
women. One-half of this effect times the estimated impact of family 
structure on delinquency would imply a decline in the delinquency rate 
of one. This is 25 per cent of the direct impact of income. In addition, I 
estimate that the delinquency rate will be reduced by still another one- 
half of 1 per cent because normal families have higher incomes than 
broken ones. These rough calculations indicate that a 10 per cent rise in 
income may be expected to reduce delinquency rates by between 15 and 
20 per cent when the income change occurs in highly delinquent areas 
and is of the type that will reduce the number of broken families as well. 


The Effect of Unemployment 


The estimated elasticities of the unemployment-delinquency rela- 
tionship are in general smaller than those of the effect of income. How- 
ever, aside from the highest 101 cities subgroup estimate, they are all 
positive and between .05 and .60; this range includes most of the esti- 
mates from a previous time-series analysis of the effect of unemploy- 
ment on delinquency [4]. There is no evidence that the effect of unem- 
ployment is higher in the high delinquency subgroups than in the low, 
as is the effect of income. One may only speculate at this point as to 
why this may be. Two possible explanations come to mind. One is that, 
in the groups which have high rates of separation and divorce, high un- 
employment substantially increases the amount of parental supervi- 
sion. I think this is intuitively an unappealing explanation. For one 
thing, the high separation and divorce group probably has high tastes 
for delinquency; it is problematical whether increased parental super- 
vision in such circumstances would do much to reduce delinquency 
rates. For another, it seems likely that family morale is low during pe- 
riods of high unemployment and that parental discipline is not likely 
to be vigorous. 

What seems a more plausible explanation arises from the correlation 
between family structure and income. Broken families occur more fre- 
quently among low-income groups than among high.? There are two 

4 This is not only because broken families usually have only one principal earner. It 
is also because broken families would have lower incomes, on the average, even with 
two principal earners. A rough indication that this is true is that the differences in mean 
incomes (as measured by MEINC 2) among the subgroups in Table 1 are considerably 
larger than can be explained by the hypothesis that the differences are solely due to 


differences in family structure, assuming that families with only female heads have in- 
comes equal to one-half those of families with both male and female heads. 
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implications of this observation: (1) unemployment compensation is 
likely to be a more powerful offset to the effects of unemployment for 
low-income families because there are ceilings on unemployment 
benefits; (2) in the high subgroup families, unemployment is likely in 
part to constitute a permanent feature of earnings; this means that 
differences in unemployment among observations may not consistently 
reflect differences in deviations of actual income from normal income.” 

It would be misleading, I feel, to conclude on the basis of the rela- 
tively low estimated elasticities of the relationship between unemploy- 
ment and delinquency that unemployment is consequently a less im- 
portant explanatory or policy variable than income. For instance, the 
speculations of the preceding paragraph (and the regression estimates) 
are consistent with a positive effect on delinquency of changes in the 
general level of unemployment, even for the high subgroups. Another 
important consideration is that the variation (as measured by the 
coefficient of variation) of unemployment rates is much higher than 
the variation of incomes. This is true in the samples used in this study, 
and I think it is true in general for these kinds of samples. Thus, to 
the extent that the “normal” variation of the variable is an index of 
the constraints within which policy-makers must operate, there is more 
scope for changing unemployment than for changing income levels di- 
rectly. Perhaps the most important consideration is that social policy 
which permanently reduces unemployment will also raise normal levels 
of income, and reducing unemployment in high-delinquency areas will 
probably have relatively large effects on normal income levels. This is 
because unemployment rates in these areas are high to begin with and 
probably constitute part of the environment determining normal earn- 
ings; a 50 per cent reduction in unemployment rates in an area where 
nearly 10 per cent of the labor force is unemployed may raise average 
incomes by as much as 5 per cent (perhaps less if the chronically un- 
employed are less productive than other earners). In the light of the 
numerical example illustrating the income effect, such a reduction of 
the unemployment rate could possibly reduce the delinquency rate by 
10 per cent. 

Finally, while changes in incomes alone do not explain the behavior 
of delinquency over time, if one assumes an elasticity of the relation- 
ship between income and unemployment of .15 (which is consistent 
with the estimates presented in this paper and with those of a previous 
study of the relation between delinquency and unemployment over 


* Another possibility is that, since current income is being held constant in the regressions, 
residual unemployment among observations is therefore negatively correlated with per- 
manent income. This could lead to a negative coefficient for unemployment if the perma- 
nent income effect were strong relative to the unemployment effect. 
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time)[4] one can “explain” about 15 per cent of the measured in- 
crease in juvenile delinquency from 1952 through 1960.5 
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EMBODIED PROGRESS, INVESTMENT, AND GROWTH 
By H. A. JOHN GREEN* - 


The aggregate production function, despite its shortcomings, has 
been widely used in discussions of economic growth. Among the prob- 
Jems to which it has been applied are the identification of sources of in- 
creased productivity and the relationship between investment and 
growth. In connection with both problems the distmction between 
“embodied” and ‘‘diserthbodied” technical progress has achieved wide 
currency. In this paper, after a discussion of some of the properties of an 
aggregate production function and of “efficiency units," it will be argued 
that the concept of embodied progress has not received a precise defini- 
tion. Three alternative interpretations of the concept are given; it is 
shown that on only one of these interpretations—a somewhat unortho- 
dox one—is embodied progress directly relevant to the relationship be- 
tween investment and growth. 


I. The Aggregate Production Function 
In a model which incorporates the aggregate production function: 


(1) Y = FU,L, 1) 


each of the aggregates Y (gross output or income), J (capital), and L- 
(labor), requires close examination. Gross output is composed, to con- 
sider only the first step in disaggregation, of consumption and gross 
investment. There are therefore two production functions: 


(2) C = Fo(Jo, Lo, 0); AJ = Fi(Jr, Lr, i). 


We make the following four common assumptions: (a) the production 
functions in (2) are homogeneous of degree one in capital and labor; (b) 
the amounts of capital employed in the two sectors may be added to 
obtain the total capital employed in the economy (and similarly for 
labor), so that 


(3) J = Jo + Jr; L = Lo + Lir; 
(c) given totals of J and L are efficiently allocated between the two 


* The author is professor of economics at the University of Toronto. In revising earlier 
drafts of this paper, he has benefited greatly from correspondence with Professor R. M. 
Solow, from discussions with Professor H. Rose, and from the comments of two referees. 
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sectors; (d) aggregate output Y is some function of the outputs of the 
two sectors: 


(4) Y = U(C, AJ, 1) 


with 9U/0C and 9U/8AJ both positive. Then it can be shown! that the 
aggregation implicit in equations (1)-(4) requires that at any given time 
t one of the sector production functions is simply a multiple of the 
other: 


(5) C = Fc, Lo, 0; AJ = R(- FU, Lr, D. 


It follows that at a given time the production possibility curves relat- 
ing C and AJ for different totals of J and L are parallel straight lines 
with a slope equal in absolute value to R(#). R(i) is the ratio of the 
marginal costs, and in competitive conditions the ratio of the prices, 
of the two goods. The ratio of capital to labor employed will always be 
the same in one sector as in the other. 

If the relative prices of C and J remain constant over time, we can 
use either as numéraire in comparing values of Y at different periods. 
But if they do not, we follow the spirit of many theoretical discussions 
in taking consumption goods as numéraire. Thus: 


(6) Y = C +4 pJ 


where f, is the price of investment goods in terms of consumption goods 
at time #.? It follows from equation (5) that if we set p= R(0) = 1, then: 


(7) br R}) = 1, 


since the price of investment goods in terms of consumption goods is in- 
versely proportional to the productivities of given resources in the two 
sectors. 

In considering the capital variable J, we disregard the fact that in 
any period many different kinds of capital goods are produced. We 
assume that the single type of capital good produced in a given period 
can be measured in units each of which is a perfect substitute in produc- 
tion for another unit of the same "vintage." We recognize the existence 
of distinct capital goods of different vintages, and assume [11] that in 

1 The problem is similar to that of community indifference curves [4]. The result in the text 
is proved in [5, pp. 47-51]. 


* Equation (6) requires deflation of money income by a price index of consumption goods 
rather than, as in conventional measures, by a price index of goods in general. The difference 
between the two measures can be shown to depend on the fraction of income invested (s) and 
the annual percentage increase in £,(u). If s were 20 per cent and u were 1 per cent [3], and in 
year 0 both measures gave the same value for real income, then in year 1 real income according 
to equation (6) would be approximately 1--su (= 1.002) times real income as conventionally 
measured. 

3 This problem is considered in [5, pp. 81 Æ]. 
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each period the labor force‘ is distributed among capital goods of dif- 
ferent vintages in such a way as to maximize total output, Y. Hence the 
quantities of capital goods of different vintages Ei, -- -, E, are repre- 
sented by the single variable J in the aggregate production function (1), 
which is homogeneous of degree one in J and L. If we also assume that 
the output obtainable from each vintage of capital goods is homogene- 
ous of degree one in E, and L, (the amount of labor employed with E,), 
it can be shown that the relationship between J and Ay, -- - , E, must 
have the following simple form? 


(8) | J=}, 8E. 


This result implies that in any given period the marginal rate of sub- 
stitution between capitąl goods of any two vintages must be a constant, 
independent of the amount of labor employed and of the quantities of 
capital goods of these or any other vintages. If we are not to have to 
recalculate these marginal rates of substitution continually as time 


t The labor force may be assumed for the moment to consist of homogeneous units; but see 
the second paragraph of Section II. 


5 The proof is as follows. We have assumed: 
Y $5 FG, Ly, f) - FUJ(E, - i -, Ea), L, i]. 
r 


To determine the implications of the aggregation involved, consider the total differentials [5, 
pp. 12-13]: 


oF. oF 
dre -2 (E say el Spas) = = bh + -E dh. 
Since the E,'s are free to take any values, we have for Bes r: 
OF, OF as OJ OF,  aF 


8E, aJ 0E. ~ oB OE, as 

Now oF /dJ is uniquely determined by J and L, as is 0F/oL. With efficient allocation of labor, 
oF/dL=dF,/dL, for each r. With constant returns to scale (and smoothly convex-to-the-origin 
isoquants), 0F,/dL, determines £,/L, and therefore 6F,/0£,. Thus aJ /GE,, being the ratio of 
two expressions each of which is uniquely determined by J and L, is itself uniquely determined 
by J and Z. 

But E, can change arbitrarily (provided that some other E, also changes) without affecting 
the value of J or, therefore, the value of ðJ /ð Er. It follows that for each r, 0J/0E, is a constant, 
so that we may write: 


J = kd SE. 


A proportional change in each E, and Z, will change Y and L in the same proportion. If Y is 
homogeneous of degree one in J and L, this must also increase J in the same proportion (unless 
ðF/ðJ —0). Hence J must be homogeneous of degree one in the 2,’s, so that & in the last equa- 
tion is zero, and: 


J m $, Brie | Q.E.D. 
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passes (which no one has shown: any inclination to suggest), we must 
assume that changes in technology do not affect the relative values of 
the 8,’s, and that in any given period physical depreciation affects in 
the same proportion the values of capital goods of all vintages. 

If technical change increases the output obtainable from a given 
amount of labor and a given collection of capital goods, we may choose 
to represent it in one of two ways. We either may say that the same 
capital and labor represent more “efficiency units" than before, and that 
the production function has not changed or, alternatively, we may con- 
tinue to represent the same capital goods and labor by the same number 
of efficiency units as before (after allowing for physical depreciation of 
capital), and say that the production function has shifted. We shall 
adopt the Jatter course, since it facilitates the distinction among differ- 
ent sources of increase in productivity [2] [7]. 

Hence we take as our “standard unit” of capital a unit of a particular 
vintage (e.g., one produced in year 0) in a particular condition (e.g. 
brand-new). Let a brand-new capital good of vintage r be a perfect sub- 
stitute for y, standard units; then it represents y, efficiency units. Of 
course, Yo= 1. If at the beginning of period ¢ we have E», Ej, +--+, Era 
capital goods of vintages 0, 1, - - - , 4—1, and capital goods suffer physi- 
cal depreciation at a rate ô per period (beginning in the period following 
that in which they are built), then: 


i t—1 t—1 f 
(9) J = 5E, = 5, ye OIE, 
rel) re 


We take as our standard unit of labor a particular man-hour per- 
formed in year 0, and assume that the marginal rate of substitution 
between any other man-hour and the standard unit is a constant, inde- 
pendent of the quantity of capital employed and of the state of technol- 
ogy. A man-hour which is a perfect substitute for x standard units repre- 
sents x efficiency units of labor. 

In common with many writers, we assume that technical progress is 
Hicks-neutral in each sector, and increases the output obtainable from 
given numbers of efficiency units of capital and labor. The rates of 
technical progress are assumed for ease of exposition to be constant in 
each sector, but not necessarily equal. Thus: 


(10) C = e'f(Jo, Le); AJ = e'f(r, Lr). 


The output of the consumption sector is measured in units which are 
assumed to be comparable over time. The output of the investment sec- 
tor is measured in efficiency units of capital as defined above. 

It follows from our earlier argument that the only thing that can 
change the relative prices of consumption goods and efficiency units of 
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capital is a difference between the rates of technical progress in the two 
sectors. From equations (5), (7), and (10): 


| i 
(11) R() = ~ gai 


i 


and from equations (6), (10), and (11): 


5t 


Y = C + pAJ = flo, Lc) + —— fU, Li) 


eg Cot 


= e" [Lcó(Jc/Lc) + Li$(Ji/L)] = etLe/L), 
so that: 
(12) Y = ef, L). 


Thus technical progress increases the output Y obtainable from given 
numbers of efficiency units of labor and capital at a rate equal to the rate 
of technical progress in the consumption sector. This is a consequence 
of our decision to measure Y in consumption units; if technical progress 
is faster (slower) in the investment sector, its effect on F is reduced 
(increased) by a compensating fall (rise) in fy. 


II. Embodied Technical Progress 


In the remainder of this paper we shall be concerned with two ques- 
tions in the discussion of which the aggregate production function has 
been used. The first problem is to identify sources of increased produc- 
tivity, the second to determine the effect on an economy's growth path 
of changes in the proportion of national income invested. | 

Of the sources of productivity increase, one will be discussed briefly, 
as it is not our major concern. Let productivity be defined as output per 
man-hour. It may be that as a result of improved education [2], experi- 
ence [1], and training, a man-hour of labor comes to represent, as time 
passes, a greater number of efficiency units of labor as defined in the 
last section. Specifically, let labor measured in efficiency units (L) and 
in man-hours (M) be related by L= Me™, Then it is not difficult to 
show that the production function Y —e*'f(J, L) can be written as 
Y —e'y(J, M) only if both f( ) and ¥( ) have the Cobb-Douglas form, 
so that: 

(13) Y - Mod a PUER = e (Me PES E Pini e d ad) NS 
Nelson appropriately terms this source of increased n “tech- 
nical progress embodied in labor"; he also points out complexities sur- 


* As is noted in the third paragraph of Section I above, it is always true that Je/Le=Ji/L; 
—J/L. 
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rounding tbe notion, among them that one should consider labor, as 
well as capital, as classifiable into “vintages” [7, pp. 587-88]. 

We take labor henceforth to be measured in efficiency units, and turn 
to the concept of technical progress embodied in capital. This is the part 
of technological advance that can be exploited only if it is incorporated 
in new capital goods. Embodied technical progress results in a greater 
output from labor employed with new capital goods only; disembodied 
(or more accurately unembodied)? technical progress affects equally the 
productivity of all labor, irrespective of the vintage of the capital goods 
with which it is equipped. In the special case considered in the previous 
section, where an aggregate production function exists and efficiency 
units of capital can be defined, embodied progress is said to be "purely 
capital-augmenting" [10, p. 59]. The number of efficiency units of capi- 
tal, y,, represented by a brand-new capital good, of vintage r is greater, 
the larger is r—that is, the later the date at which the capital good is 
produced. 

Now the quantities y.E, of equation (9) are measured in efficiency 
units. The quantities E, themselves are not. Both Solow [11] and 
Phelps [8] speak of the Z,’s as being measured in “physical units," so 
that when embodied progress is purely capital-augmenting it takes the 
form of an increase over time in the number of efficiency units of capital 
corresponding to a newly produced physical unit. But if, as is presum- 
ably the case, later models differ in size, form, and mode of operation 
from earlier models, what “physical unit" has economic significance?? 

There seem to be at least three possible answers to this question. 
Firstly we may assume, as Solow does in his latest contribution to the 
field [10, p. 29], that consumption goods and capital goods are physically 
identical, but that a more recently produced unit of output represents 
more efficiency units of capital (but no more “quality units" of consump- 
tion) than one produced earlier. This is equivalent to defining a physical 
unit of capital as that quantity which costs the same amount to produce 
as a unit of consumption goods. On this interpretation, the rate of em- 
bodied technical progress can be expressed in any one of four (approxi- 
mately) equivalent ways: (i) as the rate of decline in the price of an 
efficiency unit of capital in terms of consumption goods; (ii) as the rate 


7 My colleague S. G. Triantis points out that the word “disembodied” suggests that the 
technical progress in question was embodied at one time, and is so no longer. 

8 The problem of defining physical units would still exist if embodied progress were not 
assumed to be purely capital-augmenting. In the more general case embodied progress would 
mean only that with equal amounts of labor, L.— L.,,, applied to equal numbers of “units,” 
E= En, of (brand-new) capital goods of two different vintages, we should have Yr} 
= Fpp (Beat, Le) > Y? FS, L). But until we know the units in terms of which E,» Eri, 
we cannot know whether embodied progress has taken place, or at what rate. One set of units 
might give Fu > Y,, another Yr < Y, 
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of increase in the number of efficiency units of capital obtainable for the 
sacrifice of a unit of consumption goods; (iii) as the rate of increase in 
the ratio of the stock of capital measured in efficiency units to the cost, 
measured in consumption units, of replacing it with current models of 
capital goods representing the same number of efficiency units; (iv) as 
the difference between the rates of technical progress in the investment 
sector, b, and the consumption sector, a, as these rates were defined in 
the preceding section. 

It may be argued that the foregoing is unacceptable as & general 
definition of embodied progress, corresponding as it does to a special 
interpretation of a special model.? It remains true that the four expres- 
sions above are equivalent to the rate of embodied progress in at least 
the theoretical part of Solow's work [10]. Moreover, this is the interpre- 
tation that must be used in the analysis of the relationship between in- 
vestment and growth and in the definition of Solow’s one-period "rate of 
return," as will be shown in the next section. 

A second interpretation of the rate of embodied progress is purely 
statistical. In the empirical part of [10], Solow builds up a number of 
series of the stock of capital in efficiency units by applying different 
"improvement factors" to a deflated investment series. The deflator is 
a price index of capital goods, so that the rate of embodied progress, or 
the improvement factor, is simply a correction of the capital-goods price 
index for unmeasured quality changes, and capital measured in physical 
units is a total of deflated, uncorrected investment figures. If our first 
interpretation of embodied progress had been applied, the deflator 
would have been a price index of consumption goods. It will be shown 
in the next section that, since the price indices of capital goods and con- 
sumption goods diverged, some adjustment is necessary in Solow's cal- 
culations of the “rate of return." 

A third interpretation would distinguish between improvements in 
methods of production and improvements in models.? Let us suppose 
that in year 0 given numbers of efficiency units of capital and labor can 
produce 100 standard units of capital. In year 1 the same efficiency 
units of labor and capital can produce either 102 standard units or 51 
units of a new model; each unit of the new model represents 2.06 eff- 
clency units. Then the productivity of a given number of efficiency 

? I defined embodied progress in this way in [5, p. 94], and in an earlier draft of this paper. 
Professor Solow has insisted in correspondence that this is not what he and others have meant 
by embodied progress in general, and J. K. Whittaker of the University of Bristol has pointed 
out to me that if production-possibility curves are not straight lines (as they are assumed to be 
in this paper), the relative prices of capital goods and consumption goods can change for rea- 
sons quite unconnected with technology. 


1? Tf we take into account the improvements in the quality of the labor force discussed at the 
beginning of this section, we may distinguish improvements in medhods, improvements in 
models, and improvements in men. 
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units of capital and labor in the investment sector has increased from 
100 to 51 2.06 =105 efficiency units, so that b= 5 per cent. This can be 
broken down into an improvement in methods, which would have in- 
creased output by 5/—2 per cent (from 100 to 102 efficiency units) if 
there had been no model improvement, and a further b’’=3 per cent 
because of the new model. The rate of model improvement in the invest- 
ment sector seems to me to correspond, within this framework, to a 
common-sense notion of technical progress “embodied” in new capital 
goods. 

But once we have distinguished improvements in models and methods 
in the investment sector, is there not an analogous distinction in the 
consumption sector? May we not also split a into a’ (unembodied im- 
provements in methods of production) and a” (improvements in qual- 
ity)? If this is done, the relationship between our first interpretation of 
capital-embodied technical progress as (b— a) and our third as b” be- 
comes interesting. They clearly come to the same thing only if b”  b— a, 
so that a=b’. A special case is Solow’s model in [10], where all technical 
progress is embodied in new capital goods, so that b’’>0 and aa! — a'' 
—b'-0. But what of the “purely disembodied” case of Solow's cele- 
brated 1957 article [12]? If our two interpretations are to be reconciled, 
we must have a=b and b’’=0, This requires that the rate of unembodied 
progress in the investment sector (5) equal the over-all rate of progress 
in the consumption sector (a). 

These, however, are special cases. There is no reason why a’, a’’, b’, 
and b” should obey such restrictions. And I do not see that there is any 
great advantage, either theoretical or empirical, in distinguishing be- 
tween improvements in methods and improvements in models. But 
there is no doubt that very great economic significance attaches to 
(b— a), the difference between the over-all rates of technical progress in 
the two sectors. This, I contend, is what Solow and Phelps mean im- 
plicitly by the rate of embodied technical progress, though it corre- 
sponds to the common-sense meaning of the term only in special cases. 
Moreover, since there is no reason why the rate of technical progress in 
the consumption sector should not exceed that in the investment 
sector, embodied technical regress (b—a<0) is perfectly possible, on 
this definition. 

But whether we call it the rate of embodied technical progress, or the 
excess of the rate of technical progress in the investment sector over 
that in the consumption sector, is it true that (b— a) » 0? If we had price 
indices of capital goods and consumption goods which made proper 
allowance for quality changes, the question could be easily settled. 
Moreover, deflation of investment by the capital-goods price index 
would yield an estimate of the stock of capital in efficiency units, and 
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the value of a could then be estimated by the method of Solow’s 1957 
article [12]. ; 

Published price indices for the United States [3] show the prices of 
capital goods rising faster than those of consumption goods at tbe rate 
of about 1 per cent per annum. If these indices were acceptable, they 
would of course imply that a b. It is widely believed that the capital- 
goods price indices underestimate quality improvements. But presum- 
ably price indices of consumption goods err in the same direction—and 
this error, while it would not in itself affect estimates of the stock of 
capital measured in efficiency units, would certainly lead to underesti- 
mates of the rate of growth of real income and of the value of a. Until 
it is possible to determine the sign of (b— 2a), we do not know whether to 
second Solow’s endorsement of the view [11, p. 62] that our children's 
saving will be more fruitful than our own. 


III. Savings, Growth, and the Rate of Return 


The aggregate production function and the concept of embodied 
technical progress have been used in discussions of the effect of a change 
in the investment ratio on the rate of growth, and of the rate of return 
on investment. It will be shown in this section that the two sectoral 
rates of technical progress a and b are crucial in these discussions, and 
that, in so far as the rate of embodied progress is relevant, it is only 
when it is interpreted as (b— a). 

Let us specialize the production function (12) to the Cobb-Douglas 
form: 


(14) YS eee, 
J is measured in efficiency units. Let us write K for capital measured by 
its replacement cost in terms of consumption goods, i.e., the cost of 


replacing it by J efficiency units of capital of the latest model, produced 
by the latest methods. Then, as was seen in the last section: 


(15) J = eontK, 
Let us assume that L grows at the constant rate s, so that L(t) = Loe. 
Then, writing G for rates of growth: | 

16) Gr —2a--(1-—oe)n-daG;-a-d(1-—2o)n-ae(b—2)- aGr. 


Of the many assumptions we could make about savings, we shall 
select two. One is Phelps's [8, p. 553], that gross savings and gross invest- 
ment are a constant fraction of gross income, Y. To obtain net invest- 


1 Matthews [6] has argued that some of the substantive results of this section will not hold 
if the production function has some other form, but this does not affect the point we seek to 
make. 
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ment from gross investment, or net income from gross income, when all 
are measured in terms of consumption goods as numéraire, we deduct 
physical depreciation at the rate 6, and subtract capital losses at the rate 
(b— a) if b» a, or add capital gains at the rate (a— 5) if a b, because of 
the changing price of an efficiency unit of capital in terms of consump- 
tion goods. Thus: 


dK 
(17a) = s¥ — +5 - ok. 


Alternatively we may assume that net investment is a constant frac- 
tion of net income, so that: 


(17b) E = s[Y — (8 +b — a)K]. 


Since Ge — 1/K(dK/di), we obtain from (16), (17a), and (17b) two ex- 
pressions for Gy: 


18 G 1— E 
(18a) y=a+( -ajn +a (s= 3) 


(18b) Gr o ü-dnte[ sc 90-90-29]. 
K 


In either case, if a, b, ô, s, o, and # are all constant, a constant rate of 
growth requires that Y / K be constant, so that Gy — Gy. Then (16) gives: 


a9 T | &-Fa(b—a)-F(i—o)s (1—2)a-d ab-- (1— ajn 
: uU UU T UNE 


This rate of growth, as is well known, is independent of s. 

The “total” rate of technical progress (equal to the constant rate of 
growth of output per efficiency unit of labor) may be expressed as 
1/(1—2) times: either (i) a+a(b—a), the rate of unembodied technical 
progress plus œ times the rate of embodied technical progress; or 
(ii) (1—a)a+ab, the weighted mean of the rates of technical progress 
in the consumption sector and the investment sector, the weights being 
the elasticities of output with respect to labor and capital respectively. 

We follow Phelps [8, pp. 561 ff.] in working out the speed of adjust- 
ment to & given equilibrium rate of growth after, say, a change in the 
savings ratio. The first equation of each pair is Phelps's result based on 
tbe gross savings assumption (17a); the second is based on the net 
savings assumption (17b). Multiplying (18a) and (18b) by Y, we obtain 


? What is here called (b— a) corresponds to A in Solow [10], but to \/a in Phelps [8]. 
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the differential equations: 


dY as Y? 
ee SER Tos Ya 
(20a) [a — að + (1 — ajn] Y + x 


(20b) A [a als + (1 — a)n + alt = 90 — D] Y =, 


Replacing K by J by means of (15), and solving for J in terms of Y by 
means of (14), we have: 


y? 
(21) L = yta) pletalb—o)tH(—a)s]t. 


The speeds of adjustment which emerge from the solutions to these 
equations are (cf. [8, p» 561]): 


(22a)  p'— b+ (8-F f)(1 — a) 
(22b) p'—b-4-(84-5)01 — e) — (1 — e)(1 — S)(8 +5 — a). 


By means of (19) we may conveniently express these results in terms 
of the equilibrium rate of growth Gr, as follows: 


(23a) p = (1 — a)Gry 4-5 +b — a] 
(23b) p" = (1 — a) [Gy + s(8 +b — a)l. 


Consider two economies with the same long-run equilibrium rate of 
growth Gy and the same values of a and ô, but with different values of a 
and 6. Under the gross savings assumption, (23a) shows that if s is 
increased the speed of adjustment to the new and higher growth path 
wil be more rapid in the economy with the higher rate of capital- 
embodied progress in our first sense—that is, in the economy in which 
the rate of technical progress in the investment sector exceeds that in 
the consumption sector by more (or falls short of it by less). On the net 
savings assumption, (23b) also shows that the speed of adjustment will 
be greater, the greater is (b—a). If (6-]-b—a) is positive, however, the 
speed of adjustment will be less than on the gross savings assumption, 
and more rapid, the larger is the new value of s. 

We conclude with a comment on the "rate of return." ‘The thought- 
experiment is to sacrifice one unit of consumption at time £ in favor of 
investment, and then ask what is the largest increment of consumption 
that can be enjoyed at time ‘+1 without impairing consumption possi- 
bilities in any future period" [10, p. 60]. Solow's expression is [10, p. 611: 


ĝ 
- DA I 
oJ 14A 
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where (0Y /dJ), is the gross marginal product of J, 6 is the rate of physi- 
cal depreciation, and À is the rate of embodied technical progress. This 
can be shown to be equivalent to the rate of pete in terms of consump- 
tion goods as nwméraire (cf. [9, p. 40]): 


1 fd 1 dhi 
(25) r= — (=). TE 

pe N9J b: dt 
where p:is the price of an efficiency unit of capital, (0Y/9J), is the net 
marginal product of J, and À is interpreted as the rate of increase per 
period in the number of efficiency units of capital obtained for a unit 
of consumption goods sacrificed.” 

The rate of embodied progress relevant for these calculations is of 
course the (b—a) of our first interpretation. But the À calculated by 
Solow in the empirical part of [10] is the correction of the capital-goods 
price index of our second interpretation. The calculation which would 
have yielded an estimate of (b— a) (or rather, since Solow assumes a — 0, 
of b) would have resulted, as was noted earlier, from a deflation of in- 
vestment by a price index of consumption goods. Since the price index 
of consumption goods rose less rapidly than that of capital goods, defla- 
tion by the former would have given a more rapidly rising series of un- 
corrected investment figures, and a smaller “improvement factor" 
would have had to be applied to yield a given stock of capital in eff- 
ciency units. The difference in the rates of growth of the two price 
indices was roughly 1 per cent per annum, so that Solow's favored esti- 
mate of .05 for À corresponds to a value of about .04 for (b— a). Of the 
components of the rate of return [10, p. 89], the only one significantly 
affected is the deduction for “obsolescence,” A/(1-I-X), which becomes 
roughly .04 rather than .05, yielding a rate of return of .27 rather than 
.26. This is, of course, not the only adjustment which should ideally be 
made in Solow’s calculations—others follow from the desirability of 
allowing a as well as b to be positive, from the possibility of improve- 
ments in men, as well as in methods and models (see the second para- 


8 Solow implicitly assumes that p;=1, so that 
1d ` 
fuitl——.. e 


IFA’ Wd +A 
Since depreciation of capital goods constructed in period ? does not begin until period ¢-+-1, 


= [GP,- tai | = (5 eae 


Thus the equivalence of the two expressions for r, (24) and Ba , is established. 

M See also [8, pp. 565-66]. According to normal usage, the “rate of obsolescence” would cor- 
respond to the rate of model improvement, b”, in our third interpretation of embodied prog- 
ress, This, as was pointed out earlier, is equal to (b—a) only on special assumptions. 
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graph of Section II above), and from the discrepancy between conven- 
tional and theoretical measures of income (see footnote 2). The present 
minor modification is stressed only to illustrate the difference between 
the first and second of our interpretations of embodied technical pro- 


gress. 
IV. Summary 


The usual aggregate production function model can be shown to 
commit its users to the assumption that the relative prices of capital ` 
goods and consumption goods are independent of their outputs, and 
change over time only as a result of a difference between the rates of 
technical progress in the investment sector and the consumption sector. 
For the purpose of this argument the output of the investment sector 
is measured in “efficiency units" of capital, where an efficiency unit of 
capital or labor is that amount which is a perfect substitute for a 
standard unit produced or performed in a given base period. Technical 
progress is assumed to take the form of a Hicks-neutral increase in the 
output of given numbers of efficiency units of capital and labor so de- 
fined. 

The rate of “embodied technical progress" used by Solow and Phelps 
in discussions of the effect on short-run and long-run growth of an in- 
crease in the fraction of income invested, and in calculations of the 
“rate of return," must be interpreted as the excess of the rate of techni- 
cal progress in the investment sector over that in the consumption 
sector. There is no reason in principle why this should be positive. Only 
on special assumptions does this interpretation correspond to the com- 
mon-sense notion of capital-embodied technical progress as the develop- 
ment of new models of capital goods, as contrasted with unembodied 
progress as the development of new methods of producing goods of & 
given type. 
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COMMUNICATIONS 
Steel Imports and Vertical Oligopoly Power: Comment 


In the American Economic Review of September 1964 [1, pp. 626-55], 
Walter Adams and Joel Dirlam criticize the domestic steel industry on a num- 
ber of counts—particularly regarding technology, production, pricing prac- 
tices, vertical integration, and imports. This communication will be limited to 
an examination of the authors’ contentions about steel industry technology. 
Although several other assertions of the authors justify a re-examination, 
space limitations are such that this communication will not be able to examine 
these in the detail necessary. 

The authors contend that U.S. steel producers have lagged behind foreign 
producers in investing in technologically improved facilities and, further, that 
they have invested in obsolete equipment and that improvements have been 
adopted only when the industry has been forced to do so by the increasing 
pressure of foreign competition [1, pp. 626, 646]. To support their charges, 
the authors cite the examples of the oxygen furnace and the continuous-cast- 
ing process. 

Specifically, the authors state that during the 1950's, the U.S. steel industry 
bought 40 million tons of the wrong kind of capacity, namely the open-hearth 
furnace, They state that “Much of the U.S. industry's current investment in 
plant and equipment is calculated not to add to capacity, but to correct the 
embarrassing investment errors of the last decade” [1, p. 627]. 

Increases in open-hearth capacity in the steel industry are shown in Table 
I: 

Although there was a net increase in open-hearth capacity of nearly 40 mil- 
lion tons, only about 1634 million tons were accounted for by the construction 
of new facilities during this period. Further, the steel companies built only 5.6 
million tons of new open hearths—not 40 million tons—during the portion of 
this period following 1953, when information about the oxygen furnace first 
became generally available to the industry. The remainder of the increase in 
capacity represented the results of improved utilization of existing facilities— 
an approach which the steel companies found to be economically more desir- 
able than construction of completely new facilities. 

The authors surely do not mean to imply that a fully integrated steel mill 
has complete control over the fluidity of its capital use. On the contrary, most 
of the capital becomes sunken and fixed once it is brought into being. The best 
that can be done in connection with technological changes is to attempt to 
keep the existing physical plant from becoming uneconomical to operate by 
making steady improvements and modernizations as these become technologi- 
cally and financially feasible. It is only in the construction of new facilities 


! Based on American Iron and Steel Institute data. 
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TABLE 1—INCREASE IN OPEN-HEARTH STEELMAKING CAPACITY BETWEEN 
1950 AND 1960 


Net Tonnage 
Increases Decreases Change in 


Revision of ratings of existing furnaces* 81,569,060 2,561,600 29,007,460 
New furnaces 16,250,760 a 16,250,760 


47,819,820 | 2,561,000 | 45,258,220 


Less: Old furnaces | 
abandoned — 5,621,080 5,621,080 
Net Increase 39,637,140 


T Primarily due to the use e of oxygen in existing furnaces, ponocucnes of labor-saving 
equipment, and better refractories. 


that a firm has the option of using existing technology or new methods, even if 
the latter were operationally suitable at the time.” 

The authors assert that while the U.S. steel industry was emphasizing open 
hearths, the European and Japanese firms were instead installing oxygen fur- 
naces at a “breakneck pace” [1, p. 627]. The record shows, however, that from 
1953 to 1960 the U.S. producers increased their open-hearth capacity by only 
about 23 per cent in contrast with an increase of about 79 per cent for mem- 
bers of the European Coal and Steel Community and of approximately 169 
per cent for Japan. 

The authors criticize the U.S. industry for being slow to adopt the oxygen 
process in spite of its alleged widespread use in Europe more than ten years 
ago [1, p. 647]. The oxygen process was first used commercially in Austria 
in 1952 on two 35-ton furnaces with an annual capacity of about 400,000 
tons. In Europe, another shop was started in 1953, still another in 1955, one 
more in 1956, two more in 1957, four more in 1958, and two more in 1959. 
The total capacity of all these operations approximated 4,000,000 net tons. An 
additional five shops were started up in 1960, bringing the total oxygen-fur- 
nace capacity in Europe by 1960 to about 5.3 million net tons. These data ob- 
viously cannot be interpreted to mean that oxygen-furnace-produced steel was 
widespread in Europe ten years ago. In fact, as late as 1963, only about 6 per 
cent of the steel produced in Europe was made by oxygen furnaces; this com- 
pares with about 775 per cent in the United States by 1963. By this measure- 
ment, U.S. producers were technologically ahead of—not behind—European 
producers. 

To understand the rate of introduction of the oxygen furnace in the United 
States, it is necessary to examine both economic and engineering factors. The 


? Subsequent discussion will indicate why such a choice was not present for much of 
the period. 
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early oxygen furnaces used in Europe had insufficient capacity to meet the re- 
quirements of the large, integrated steel mills of the United States, where 
many of the open hearths were producing heats (i.e., batches") of 300 to 500 
tons. 

Although it would have been possible for large, integrated U.S. mills to 
have constructed a number of small oxygen furnaces, there are two apparent 
reasons why it was not economically desirable for U.S. producers to do this. 
First, large producers undoubtedly determined that their large open-hearth 
furnaces were more efficient in producing large tonnages than a large number 
of small-capacity oxygen furnaces would be. This, of course, would not have 
precluded the very small U.S. producers from constructing small oxygen fur- 
naces, since these producers did not have the same need for volume; generally, 
however, these very small steel producers do not have blast furnaces, which 
are a prerequisite to an oxygen steelmaking operation. A second reason why 
U.S. producers deferred making investments in oxygen furnaces is undoubted- 
ly that they felt they cbuld develop higher-capacity oxygen furnaces in the 
not-too-distant future and that such furnaces would be much more efficient 
than small-capacity furnaces, which: were the only type that could have been 
built during this earlier time period. To make the oxygen furnace feasible for 
widespread use in the United States, a great deal of research and development 
first had to be undertaken; this was to come at a future date. 

At present, some 300-ton oxygen furnaces are already in operation in the 
United States and others are being built, but the average-size oxygen furnace 
now in operation in the United States is about 140 tons. Until the large oxy- 
gen furnaces were developed, a number of companies adapted their large, 
modern open-hearth furnaces with oxygen lances and have operated them as 
efficient production units. In light of these facts, it seems quite apparent that 
there would have been little or no advantage to the major U.S. companies 
from oxygen furnaces, rather than continued use and improvement of the ex- 
isting open hearths, during the years. before the large oxygen furnaces were 
perfected. 

The process of the introduction of the oxygen furnace is neither hit-or-miss 
nor one of massive replacement. Companies tend to replace the oldest and 
highest-cost open hearths first, and only replace those where capital could not 
be utilized more efficiently elsewhere. Now that 150- and 200-ton furnaces 
have been engineered, one company after another is building this type of ca- 
pacity. 

So long as steel produced by conventional methods can compete with that 
produced by newer technology, it would not be a wise economic decision to 
scrap the existing facilities and to destroy vast investments in fixed capital. It 
can be expected that newer technology will become more general as old facili- 
ties wear out and are scrapped. This is why it is unlikely that there will be 
any future purchase of mew open-hearth capacity, but there will continue to be 
modifications, adaptations, and modernizations of such facilities so long as 
they are cost-competitive. Any decision that involves the contemplated scrap- 
ping of open hearths and their replacement by oxygen furnaces is carefully 
weighed against the alternative uses of funds. 
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Another aspect of technology that the authors discuss involves the use of 
continuous casting, a process made economically practical as a result of the ox- 
ygen furnace. Continuous casting at the present time involves an uninter- 
rupted process of steelmaking and steel-forming of in-process shapes for future 
conversion. The authors again claim that the U.S. industry adopted the con- 
tinuous-casting method slowly and only with great reluctance. But, once 
again, it is necessary to point out that the structure of steelmaking operations 
in the United States is very different from that in Europe, and that the size of 
the economical producing unit in the United States is much Jarger. Even in the 
United States, the mills that found it economical to adopt continuous-casting 
techniques at first were the smaller plants. 

Although the authors do indicate that continuous casting abroad “began to 
move into high gear about eight years ago,” they do not add that most of the 
40 machines installed from 1955 to 1962 had very small capacities. Only 10 of 
the 40 had annual capacities in excess of 100,000 tons, and the largest was 
rated at about only 350,000 tons. This contrasts with modern blooming and 
slabbing mills (which they replace) in the United States that have annual ca- 
pacities in excess of 3,000,000 tons. 

Although it would have been possible for large, integrated U.S. producers to 
construct small continuous-casting units at an earlier date, such an approach 
would undoubtedly have resulted in higher unit costs. For the small producer, 
however, who could not produce the volume of steel necessary to make the op- 
eration of large-volume blooming, slabbing, and billet mills feasible, small-ca- 
pacity cntinuous-casting units were economical. Continuous casting was not 
installed by any large producers until a large-scale process was developed 
which would be more efficient than what the producer had at the moment, and 
until the return on such an investment was anticipated to be higher than any 
alternative use of funds. 

In summary, with reference to technological advances, it is imperative to rec- 
ognize that the introduction of new methods is not dictated solely by the 
availability of a new process. The very technological nature of the industry 
itself affects the wide use of newer methods, since early applications may be 
restricted to smaller producing units. It also is important to recognize that a 
basic factor affecting decisions about investments 1s consideration of alterna- 
tive uses of money. There are many ways that a firm can spend funds for in- 
vestment in plant and equipment. The key decision is to spend the monies 
where they will earn the best returns. With different rates of growth in de- 
mand in the United States, Europe, and Japan, the facility decisions necessari- 
ly must be different. With rapidly expanding demand, it is financially possible 
for a firm to install new capacity; without such growing demand, alteration of 
existing facilities frequently is a more economical move. 

REUBEN E. SLESINGER* 


* The author is professor of economics at the University of Pittsburgh. 
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Steel Imports and Vertical Oligopoly Power: Comment 


Walter Adams and Joel Dirlam in their recent article set out to examine 
“the comparative showing of the U.S. steel industry in an increasingly com- 
petitive world economy” [1, p. 626]. They feel that the increase in steel im- 
ports from 1.2 per cent to 5.6 per cent of total domestic consumption from 
1955 to 1962 is symptomatic of a failure on the part of the steel industry. 
Five substantial causes are then produced to explain the supposedly poor com- 
parative showing. 

Three of the causes, “the recovery from wartime destruction and the dis- 
mantling of the European and Japanese steel industries,” “a substantial in- 
crease of world-wide capacity," and “a generally export-orientated price pol- 
icy by European and Japanese producers” [1, p. 626], were of course beyond 
the direct control of the U.S. steel industry. But, these three causes along with 
the relatively low U.S. steel tariffs would yield a significant tendency in them- 
selves for steel imports to increase. A judgment of the U.S. steel industry such 
as the authors attempt should then start with an assessment of the impact of 
these exogenous causes. Therefore we are surprised that the authors do not at- 
tempt to weigh the effects of the better age structure of foreign capital. Nor 
do they assess the impact that changes in world overcapacity had on the 
strength of export market competition during the period considered.* Further 
they cast doubt on the prevalence of “dumping” in stating that the Japanese 
“could not be convicted of dumping—even in an arithmetic sense— because 
their U.S. prices were identical to their home market prices" [1, p. 649]. Vet, 
what was absorption by Japanese exporters of the transport costs between 
Yokohama and Pittsburgh must be termed either charity or dumping. 

Although an evaluation of the impact of these causes, along with low steel 
tariffs, is absolutely basic to a sensible discussion of other factors which might 
contribute to increased steel imports, almost the whole article is devoted to an 
analysis of "vertical oligopoly power." The authors accordingly assign as a 
fourth cause of higher steel imports “a generally insensitive, utility-like, ad- 
ministered price policy by domestic producers" [1, p. 626].* The authors at- 


*The question of whether older capital in general puts a competitor at a disadvantage 
is & controversial problem which has received much attention [3] [4]. The great im- 
portance of an integrated plant in efficient steel production, it could be argued, is a classic 
case of Marvin Frankel's "interrelatedness" putting the older industry at a disadvantage 
[3]. The authors! presentation leaves one unsure as to the importance which they attach 
to the older age structure of the U.S. industry as a cause, in itself, of increased steel im- 
ports. An estimation of the decisiveness of this cause would seem to be logically prior to 
the rest of their arguments. 

3 There was a chronic shortage of steel capacity Guide the United States which ended 
only in the middle and late 'fifties, 

*The authors state: "this is not to gainsay the fact that transaction prices occasionally 
deviate from quoted prices, that there is some off-list selling, and that there are some 
temporary (though short-lived) dips in the steel index. The trend of the steel price 
structure, however, is unmistakably and unidirectionally upward" [1, p. 628, n.]. Facing 
increased competition, one would expect U.S. steel firms to become more willing to em- 
ploy off-list selling, quantity discounts, and other competitive devices not included in 
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tempt to prove that it was the vertically integrated structure of the steel in- 
dustry which produced what they feel was lack of price response to foreign 
competition. The authors base their proof on the experience in the wire-rod 
market. They present three explanatory hypotheses of “the lack of price re- 
sponse” to wire-rod imports in ascending order of likelihood: 


1, ... the vertically integrated firms were simply inept. 

2. ... the squeeze—particulary the delicate but excruciating additional 
twist of the maintenance of rod prices between 1959 and 1962— was 
deliberate, and designed to rid the fabricating end of the industry of 
price competition by independents. 

3. Given the tapered integration and dual distribution in the wire seg- 
ment of the industry, the majors had to compete with their noninte- 
grated customers [in finished steel products made from wire rod]. As 
long as the independent fabricators continued to buy domestic rod—and 
most of them used a 50/50 mix of imported and domestic rods in order 
not to cut themselves off from domestic supply sdurces—the majors felt 
that price cutting in the products market would not get out of hand. On 
the other hand, if the majors had matched the lower prices of im- 
ported rods, this would have lowered costs for the nonintegrated fab- 
ricators and served as a carte blanche invitation to cut product prices 
further than they had already been cut [1, pp. 645-46]. 


These hypotheses are not altogether implausible explanations of the lack of a 
price response in wire rod, yet even in this limited context doubts arise. For 
instance, why did independent fabricators continue to buy 50 per cent of their 
Wire-rod imports at a supposedly higher price from domestic producers “in 
order not to cut themselves off from domestic supply sources" [1, p. 645] 
when overcapacity in the world wire-rod sector is evidently a problem which 
will continue far into the future? 

The problem with these hypotheses relating vertical integration to increased 
steel imports is that they are logically inapplicable to imported steel products 
in general. Wire rod is a wholly atypical product of which only 20 per cent of 
the output is sold by majors, the rest being retained for in-plant fabrication 
into finished steel products [1, p. 640]. Perhaps because of its vertically inte- 
grated market, its price rose substantially more quickly in the period consid- 
ered than finished and semifinished steel products in general [1, p. 634]. 
These hypotheses are relevant only to product markets where the majors are 
suppliers to and competitors of independent fabricators, i.e., wire rod. In such 
a vertically integrated market, the majors must consider the impact of a price 
reduction of a product upon the markets for goods fabricated from that product 
by both the majors themselves and their competitor-customers. Among the 
great bulk of steel products which are imported, the majors did not have to 
worry about price competition in other markets from their customers because 


the index over the period. If the increased use of these techniques was substantial, the 
effective price of most steel products, including wire rod, may well have declined slightly 
after 1959. 
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the majors did not retain any significant quantity for further fabrication. 
Therefore, the vertical integration explanation simply lacks generality. 

The authors envisage the steel industry as one where “if vertical integration 
were irrelevant to price behavior,” the major firms would respond to the influx 
of low price imports by “meeting it frontally, in the form of price reduc- 
tions" [1, p. 653]. Yet there are many reasons why the U.S. industry might 
not have met competition with price reductions aside from vertical integration. 
One motivation may have been a belief that it was not worth risking a full- 
scale price war in order to save a small part of the market. For instance, the 
industry was confronted with competition from Japan where there was “gov- 
ernment pressure upon the industry to export at least enough to cover the cost 
of their substantial raw material imports...” [11, pp. 344-45]. In such a situ- 
ation, it is likely that a price reduction by the domestic industry would bring 
a further price reduction by foreign competitors and eventually lead to a rapid 
downward price spiral.* 

Another possible reasbn for not wishing to cut prices was the diversified na- 
ture of the U.S. steel industry. Most large U.S. producers make many finished 
products from steel ingots. One feature of the U.S. industry is that most firms 
have much more finishing capacity than ingot capacity. As the steel industry 
was faced with foreign competition in only some of its finished products, it 
may have been more rational for it to continue to sell as much of the product 
facing foreign competition as possible near the usual price and concentrate on 
the more profitable items. These and many other possible reasons for the lack 
of price response are not discussed by the authors. 

The authors’ fifth cause is “the installation of ultramodern capacity, 
reflecting the latest technology outside the United States" [1, p. 626]. By “‘ul- 
tramodern" the authors mean the utilization of such new processes as the oxy- 
gen converter and continuous casting. Adams and Dirlam attempt to attribute 
supposedly disadvantageous changes in relative production costs to the al- 
legedly slower adoption of these technical innovations in the United States. 
Let us see what impact the relative speed of adoption of these new techniques 
had on domestic and foreign prices. The authors quote Business Week as an 
authoritative source: “During the 1950's . . . ‘the industry bought 40 million 
tons of the wrong kind of capacity—the open hearth furnace,’ while the Euro- 
peans and Japanese were installing the cheaper and more productive oxygen 
converters at a breakneck pace" [1, p. 627]. In reality, the oxygen converter 
was first put into production in Austria in the early 1950's, but in a form 
suited for that country's particular requirements and not the requirements of 
the U.S. [2, p. 167]. The oxygen converter was later modified and did make 
headway in world steel production but hardly at a breakneck pace. In the Eu- 
ropean Iron and Steel Community, only $210,000 was spent on oxygen con- 
verters in 1955 and this rose to $33 million only in 1960 [6, p. 65]. Even in 
1960, the European Community steel industry was spending $50 million on 
that “wrong kind of capacity," the open hearth, 50 per cent more than on ox- 
ygen converters. Japan was installing the oxygen converter at only a slightly 


“For instance, one major Belgium firm was forced to reduce its wire-rod price from 
about $112 per ton in 1960 to $75 per ton in September, 1963 [11, p. 354]. 
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faster pace than Europe and then mainly after 1958 [10]. The authors argue 
that “despite these apparent advantages of the oxygen techniques and despite 
its widespread use in Europe more than ten years ago, the U.S. steel industry 
was slow to adopt it" [1, p. 647]. Yet, even by 1960, only 2.6 per cent of the 
European Iron and Steel Community’s installed capacity was in oxygen con- 
verters and only by 1963 had it reached 10 per cent [7, p. 36]. Yet, by then 
the United States capacity in oxygen converters was the same as the Commu- 
nity's at 10 per cent of capacity [7, p. 36] [5. p. 2]. Adams and Dirlam are 
misled in their view that oxygen conversion was adopted sufficiently more 
quickly by competing foreign steel firms so as to give them a significant price 
advantage. 

The authors believe that the adoption of “continuous casting" represents an- 
other U.S, failure. They are credulous enough to use & continuous-casting- 
equipment manufacturer as a source of estimates of the "remarkable cost 
savings for continuous casting" [1, p. 647]. It is true that continous casting 
has great cost-savings potential, but even an equipment manufacturer would 
not deny the great technical difficulties involved and the many major 
modifications since the original design [9].5 Putting their faith in Iron Age, 
the authors note that continuous casting “ ‘began moving in high gear abroad 
about eight years ago' " [1, p. 647]. However, High Authority publications 
consider continuous-casting investment expenditures negligible until 1962 and 
then they totalled only $2.3 million [6, p. 23]. Yet, the authors state that in 
the United States "the first commercial continuous-casting unit went into op- 
eration in 1962" [1, p. 647].* Japanese expenditure on continuous casting was 
only slightly higher than the Community's while England's was even lower [8, 
pp. 43-44]. - 

The reliable technical literature reveals that the United States was not 
significantly slower than Europe and Japan in adopting this new equipment 
and in no case was the percentage of capacity in these new techniques high 
enough in the period under consideration to have an appreciable impact on 
relative costs. 

It may well be that the increase in steel imports to the United States was 
the fault of the U.S. steel industry and it is possible that vertical integration 
was a contributory factor. Yet Adams and Dirlam have done little to prove 
their point, 

G. A. Hone AND D. S. ScHOENBROD* 

* The authors were graduate students of Nuffield College, Oxford, when this comment 
was written. Mr. Schoenbrod is now a student at the Yale Law School. They wish to 
thank Professor Lance Davis, Professor Wiliam Gorman, Sir Roy Harrod, Paul Rock, 


Robert Skidelsky, and, above all, Philip Andrews for valuable help. Ány mistakes this 
comment may contain, however, are the responsibility of the authors. 


*One outstanding documentation of the engineering complexities of continuous casting 
is K. P. Korotker, et al, The Continuous Casting of Steel in Commercial Use, Oxford 
(1960). 

“There was at least one continuous-casting plant in operation in the U.S. in 1957. 
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Steel Imports and Vertical Oligopoly Power: Reply 


The riposte from Pittsburgh was predictable. Not so the attack from the . 
birthplace of full-cost pricing. Avoiding repetition, we shall deal with each 
separately. 


I 


Professor Slesinger offers four principal contentions to justify the laggard 
innovation rate of the U.S. steel industry with respect to the oxygen converter 
and continuous casting. 

1. He claims that only 16.25 million tons of “new” open-hearth capacity 
were constructed between 1950 and 1960. This is based on unpublished (and 
hence not readily verifiable) data of the American Iron & Steel Institute. In 
response to our own inquiries, the Institute placed the met increase in steel ca- 
pacity (of all varieties) at 49 million tons during the period,’ while most of 
the major steel companies refused to disclose the extent, nature, or cost of 
their capacity “revisions” with any degree of particularity. A sample compari- 
son of the 1951 and 1960 AISI Directories, however, reveals that during this 
period U.S. Steel added a met of 9 new open-hearth furnaces at Fairless, 2 at 
Fairfield, and 1 at Geneva; Bethlehem, 7 at Sparrows Point, 5 at Lackawana, 
and 1 at Steelton; Republic, 6 at Cleveland; Jones & Laughlin, 6 at Pitts- 
burgh and 2 at Cleveland; Inland, 7 at Indiana Harbor; National, 2 at Weir- 
ton; Armco, 3 at Middletown; Youngstown, 8 at Indiana Harbor; Colorado 
Fuel, 1 at Pueblo; and Kaiser, 2 at Fontana. These net additions alone were 
accompanied by an increase of 21.96 million tons of capacity. That they oc- 
curred during a period when the total number of open-hearth furnaces for the 


*Letter to authors, June 4, 1964. Since early 1964, the AISI Library in New York bars 
access to the general public, including professors of economics. 
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industry actually decreased (from 947 to 906), and in the face of admittedly 
numerous abandonments, indicates that the gross installation of such furnaces 
far exceeded the AISI estimate reported by Slesinger.? 

Aside from the fact that capacity "revisions" are not costless,® this numbers 
game is quite irrelevant. Whether the construction of mew open hearths 
amounted to 16.25 million tons (Slesinger) rather than 40 million (Business 
Week),* 49 million (Forbes),* or 48.6 million (Department of Commerce)? 
the central question remains, as we shall show infra, why the U.S. steel giants 
constructed a single ton of new, or "revised" a single ton of old, open-hearth 
capacity, rather than scrapping their entire investment in an obsolescent, non- 
competitive process. | 

2. Slesinger argues that the failure of the U.S. steel giants to install oxygen 
converters between 1950 and 1960 reflected a preference for "large" open 
hearths over "small" converters and & desire to await the upscaling of an em- 
bryonic innovation. This unsubstantiated ex post rationalization of steel in- 
dustry behavior is contradicted by persuasive circumstantial evidence. 

First, the alleged dichotomy between “‘large” open hearths and “small” con- 
verters is purely mythological. In 1954, the U.S. Steel Corporation had 263 
basic open-hearth furnaces, and only 18 of these (6.84 per cent) had an an- 
nual capacity greater than that of the “small” (35-ton heat) Austrian con- 
verters [3]. In 1957, some 88 per cent of U.S. Steel’s basic open-hearth fur- 
naces still had a smaller annual capacity than the “small” 1953-vintage 
Austrian converters [4]. Also in 1957, when Jones & Laughlin began oper- 
ating its 85-ton oxygen vessel (with an annual capacity of 475,000 tons), not 
even the largest open hearths of the largest steel companies could match its 
capacity. (See Tables 1 and 2.) Indeed, while Slesinger talks about “large” 
300- to 500-ton open hearths, the number of such furnaces—as late as 1960— 
accounted for only 5 to 10 per cent of the industry’s total [5]. 

Second, Slesinger seems to confuse the influence of firm size with the tech- 
nological imperatives flowing from plant size. The optimum-sized oxygen con- 


>The degree of understatement in our sample is illustrated by the case of Detroit Steel, 
a small producer. Between 1951 and 1960, according to the AISI Directories, the number 
of open hearths at the company’s Portsmouth plant decreased from ten to five, while 
annual open-hearth capacity increased from 650,000 to 1,000,000 tons. This capacity in- 
crease was achieved by scrapping ten old 100-ton furnaces and replacing them with four 
250-ton and one 275-ton furnaces during the period. Thus a 1,000,000 ton gross addition of 
new capacity was “concealed” by a net capacity increase of only 350,000 tons and an 
actual decline in the number of open hearths operated at the Portsmouth plant. (Cases of 
this sort would not, of course, show up in our sample.) 

"Thus, one company modernized (ie. "revised") its open-hearth capacity during th 
1950's at a cost of $19 per ton of added annual capacity. The same company during the 
early 1960's installed new oxygen converters at a cost of only $13 per annual ton. Letter 
to authors, May 19, 1964. 

* Nov. 16, 1963, pp. 144-46. 

? Jan. 1, 1963, p. 31. 


‘US. Congress, Joint Economic Committee, Steel Prices, Unit Costs, Profits, and For- 
cign Competition, Hearings, 88th Cong., 1st sess, Washington 1963, p. 186. This figure 
includes Increases not only of open-hearth capacity, but other types of ingot capacity as 
well, and is comparable to the AISI figure cited in note 1. 
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TABLE 1—CaAPACITY oF LARGEST STATIONARY OPEN-HEARTH FURNACES OF THÉ 
Srx LanGEST U.S. STEEL COMPANIES, JANUARY 1, 1957 


Rated Capacity; Numberof {Annual Capacity 





Plant per Heat Furnaces in per Furnace 

(N.T.) Category (N.T.) 
U.S. Steel Fairless 290* 244,444 
Bethlehem Sparrows Pt. 380 261 , 600 
Republic Cleveland 375 250 , 000 
J&L Pittsburgh 275 209,545 
Youngstown Indiana Harbor 307 222,000 
National Weirton 600 303,960 





* The largest iing open hearths of U.S. Steel (at McKeesport) have a rated capacity of 
191.8 N.T. per heat and an annual capacity of 442,000 N.T. per furnace. 
Source: [4, pp. 57, 170, 215, 263, 322, 353, 394]. 
TABLE 2—CaPAcrrY or LD OXYGEN CONVERTERS OY OESTERREICHISCHE ALPINE 
MONTANGESELLSCHAET (O.A.M.). 1953, AND JONES & LAUGHLIN, 1957 





Company Plant 
O.A.M. Donawitz 
J&L Aliquippa 

Source: [7, p. 3]. 


verter, even in a giant firm, is related to the complementary facilities of the 
plant in which it is installed, and there is a wide range of size feasibility—35 
to 300 tons per heat—for efficient converter operation.’ Thus, the nation’s 
largest steel firm (U.S. Steel) installed a 150-ton converter in 1964, whereas 
the fifth-largest producer (National) had been operating a 300-ton converter 
since 1961, Firms of such disparate size as Inland and Wheeling both use ca. 
225-ton converters, and U.S. Steel and Pittsburgh both use 150-ton vessels. 
Certainly, if a “large” firm like Jones & Laughlin found it profitable to use a 
“small” 85-ton oxygen converter in 1957, can it reasonably be argued that 
other steel giants—i.e., U.S. Steel and Bethlehem—had to wait an additional 
seven years before making a similar cost-saving move? 

The “scale” argument is simply no defense for innovative lethargy. As early 
as 1954, 10 “small” 35-ton Austrian converters, if installed at U.S. Steel’s 
giant Fairless Works, could have matched the capacity (2,200,000 tons) of 
the plant’s 9 “large” 290-ton open hearths. Even if this was thought inade- 
quate, however, the converter’s adaptation to the “large-scale” needs of the 


‘It is noteworthy that the 30-ton-per-heat Bessemer converters operated by U.S. Steel 
at its Lorain Works in 1960 each had an annual capacity of 300,000 net tons, Le, a 
larger capacity than most of the Corporation’s open hearths [5, p. 355]. In 1964, US. 
Steel still found it profitable to operate bottom-blown Bessemer converters no larger than 
35 tons per heat [6, pp. 269-308]. How, then, can it be argued that the Corporation would 
have been unwise to install £op-blown converters of the same "small size ten years earlier, 
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U.S. industry would hardly have taken 10 years—had the steel executives 
invested less in their public relations effort to denigrate this technological 
breakthrough and more in their research, development, and innovative 
imitation.? 

3. Both Slesinger and the Oxford Group defend the U.S. steel industry 
against our charge of technological backwardness, asserting that European 
and Japanese producers did not adopt the oxygen converter and continuous- 
casting innovations at a significantly more rapid rate. 

While it was somewhat extravagant of us (and the trade press) to charac- 
terze the foreign installation rate of the new processes as proceeding at a 
"breakneck pace," we were quite correct in concluding that “both continuous 
casting and the oxygen process began to be introduced in U.S. steel mills at a 
significant rate only after the import threat became serious. They were adopted 
by major mills in the United States at least five years after European mills 
had recognized them as major cost-saving techniques" 11, p. 647 |. 

The comparative installation rate of the oxygen converter in the United 
States and abroad speaks for itself. By September 1963, the United States 
still! had only 10.04 million tons of LD capacity in place—compared to 
46.21 million tons for the world as a whole [7, pp. 3, 6]. If more than 
2.5 million tons of other types of oxygen capacity (Kaldo process and rotary 
converter) were added to the world total, the U.S. share would have been 
even smaller. Moreover, the lag of the United States behind foreign steel 
producers was all the more remarkable, because the LD process developed by 
the Austrians was immediately applicable to conversion of the low-phosphorus 
ores found in North America. Germany, England, France, Sweden, Belgium, 
and Luxembourg, by contrast, had to wait until 1957 before the LD process 
was modified sufficiently (by the addition of lime powders in the LD-AC, OLP 
and LD-Pompey processes) to be suitable for processing the high-phosphorus 
ores used in their steel industries. Once this adaptation was made, these coun- 
tries began to install the latest technology. So did Japan. 

The case of Japan puts the issue in focus. By the end of 1960, the Japanese 
steel industry—which was one-fifth the size of its U.S. counterpart and small- 
er than the U.S. Steel Corporation alone—had installed some 5.45 million net 
"fons of oxygen converter capacity, compared to 4.84 million for the United 
States and zero for its largest steel producer [7, pp. 3, 5]. Moreover, in the 


* Ás late as November 1957, U.S. Steel informed the Kefauver Committee that “further 
development” was necessary before new processes like oxygen steelmaking “conceivably 
could be substituted for, or displace existing practices.” Their “growth potential,” the 
Corporation felt, “cannot be forecast [sic]." U.S. Senate, Antitrust and Monopoly Sub- 
committee, Administered Prices: Steel, Hearings, Part 3, 85th Cong, Ist sess, Wash- 
ington 1958, pp. 1057, 1058. In the same month, however, Jones & Laughlin had already 
begun operating its “small” 85-ton oxygen converter—with unambiguous success. Ac- 
cording to Avery C. Adams, its president and board chairman, “the basic oxygen process 
represents the only major technological breakthrough at the ingot level in the steel in- 
dustry since before the turn of the century. With the exception of what we in the in- 
dustry call trick heats, ie. one heat made under ideal conditions, the best open hearth 
practice today results in a production rate of 39 to 40 tons per hour. Our basic oxygen 
furnaces have produced at the rate of 106 tons per hour to date this month. On a trick 
heat basis, we have hit 160 tons per hour.” Letter to the Stockholders, April 1959, 
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same year, some 17 per cent of Japanese ingot capacity was in oxygen con- 
verters (as compared to roughly 3 per cent in the U.S.) and only 54 per cent 
in open hearths (as compared to 85 per cent in the United States).? One 
scarcely need editorialize on these data. 

With respect to continuous casting, nowhere are our critics able to rebut the 
Iron Age report that “close to 40 machines were installed [abroad] in the pe- 
riod from 1955 through 1962”; that the U.S. steel industry did not take a 
“second look" at the process until 1961; and that, except for a pilot plant at 
U.S. Steel's Chicago Works, the first commercial machine went into operation 
in the United States in 1962—at the plant of diminutive Roanoke Electric 
Steel Corporation.!^ As late as September 1965, Fortune still reported that 
“continuous casting of steel was pioneered in Europe but long resisted by U.S. 
steel makers. Now the resistance is ending.”™ Similarly, in August 1965, the 
Cleveland Federal Reserve Bank stated that “the steel industry in this coun- 
try has begun to invest in the continuous casting process but it still lags be- 
hind Europe where the process has had widespread use for several years"? 
To suggest that the innovation had to be upscaled before it could be used by 
the U.S. steel giants is, for reasons cited supra, another example of the plant- 
versus-firm-size fallacy. 

The most significant question, of course, is not kow much the U.S. steel 
giants lagged technologically but why, despite their immense superiority in 
financial and technical resources, they lagged at ali—either in invention or in- 
novation, and against far smaller rivals both here and abroad.!* 


* [5, p. 449], Japan Iron & Steel Federation, Statistical Yearbook for 1961, p. 25, and 
Jean Bienfait, La Sidérurgie Japonaise, Lausanne: Centre de Recherches Européenne, 
1965, p. 89. Incidentally, the Oxford Group's own reference on Japan [10] reinforces 
our findings: “One of the most impressive features of the Japanese iron and steel indus- 
try is the rapid application of the LD process and its development to an exceptionally 
high standard of operating efficiency" [p. 55]. Oxygen converters, according to the re- 
port, accounted for only 3.4 per cent of Japanese steel production (as distinct from 
capacity) in 1957, but for 11.5 per cent m 1960 and 30.7 per cent in 1962 [p. 56]. Com- 
paring the switch from open hearths to converters in Japan and the United Kingdom, 
the report concludes that “the pace of development in Japan is very much more rapid 
and has taken place much earlier" [p. 56]. (Emphasis added throughout.) l 

*G. J. McManus and R. Shah, “Continuous Casting," The Iron Age, Sept. 12, 1963, 
pp. 159-66. 


u The Latest Big Wrinkle in Steel,” Fortune, Sept. 1965, p. 160. (Emphasis added.) 

"Plant and Equipment Expenditures,” Economic Review, Aug. 1965, p. 7. (Empha- 
sis added.) For a brief history of invention and innovation of continuous casting, see - 
Jewkes, Sawers, and Stillerman, The Sources of Invention, London 1958, pp. 276-80. Note 
also that the Korotkov study cited by the Oxford Group dealt only with the first year's 
operation (1955-56) of the continuous-casting plant at the Krasnoye Sormovo Works in 
the U.S.S.R. On the basis of that (favorable) experience Korotkov predicted that by 
1960 “this method of steel casting will augment the output of rolled products [in the 
U.S.S.R] by one million tons" and that “two milliard roubles should be saved by using 
this process" (p. ix). 

“The position of the U.S. industry is reminiscent of the lady, interviewed on TV 
shortly after the Russians launched their sputnik. Asked for her evaluation of the U.S. 
role in intercontinental and extraplanetary rocketry, she said that “the United States 
has always been, and always will be, first in everything." When reminded that the 
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4. All of Slesinger’s contentions ultimately rest on his central argument that 
“so long as steel produced by conventional methods [could] compete with 
that produced by newer technology, it would not [have been] a wise economic 
decision to scrap the existing facilities and to destroy vast investments in fixed 
capital.” 

Given direct operating savings of about $5 per ton of oxygen converter over 
the open hearth; given the investment cost of roughly $15 per ton of converter 
capacity (as compared to about $35-40 per ton of open-hearth capacity), the 
wisdom of retaining open-hearth facilities should have been questioned in the 
early 1950’s.4* The precepts of sound replacement economics!5 should have 
dictated the use of oxygen converters not only for expansion purposes, but 
also for the wholesale replacement of existing (and presumably serviceable) 
open-hearth capacity. 

But Big Steel chose to ignore these precepts. During the 1950’s, it was ap- 
parently prepared to live with obsolescent capacity apd indulge in its “ration- 
al” oligopolistic dislike of any innovation that introduces uncertainty into the 
pricing process. It was content to let McLouth and Kaiser innovate a revolu- 
tionary technology as long as there was no danger that this might precipitate 
an outbreak of price competition. Relying on its insulation from domestic and 
foreign competition, Big Steel decided to wait until its technically obsolescent 
facilities were fully depreciated. Unlike firms in a competitive industry, it was 
not compelled to regard investment, once made, as truly sunk cost and to take 
into account only the operating expenses of existing equipment. Instead, it 
afforded itself the luxury of protécting “vast investments in fixed capital.” 

Ironically, this protectionism which is the key to the industry’s investment 
decisions during the 1950’s and which Slesinger still defends, is currently 
being subjected to revision, if not reversal, by the industry itself. Its compre- 
hensive modernization program was launched in a period of substantial ‘“un- 
used” (i.e., economically "unusable") capacity. Thus, in 1964 (a banner year 
for steel), the industry was installing oxygen converters at a brisk pace while 
using only 75 per cent of existing facilities. Obviously, as the Wall Street 
Journal observed, the increase in ingot capacity came “because of mill efforts 
to lower costs and not from any lack of raw steel.” Indeed, the industry was 
reportedly mothballing some 7 million tons of open-hearth capacity, reclassify- 
ing it as “standby capacity” with the intention of dismantling much of it “‘be- 


Russian satellite and had just beaten us into space, she exclaimed, “Give us time; give 
us time.” In this connection, see our forthcoming article, “Big Steel, Invention, and 
Innovation,” Quart. Jour. Econ., 1966. 


^ Steel, Apr. 27, 1959, p. 61; and The Iron Age, Dec. 12, 1957, p. 87, and Sept. 24, 
1959 pp. 67-68. As early as 1952, a leading trade journal devoted almost an entire issue 
to a steel conference at Leoben, Austria, where some 360 engineers and scientists (60 of 
them from 7 countries outside of Austria) met to discuss the oxygen revolution in steel- 
making and to receive first-hand reports on the experience of the Linz-Donawitz 
pioneers. These reports dealt with the metallurgical characteristics of oxygen steel, the 
engineering aspects of operating an LD converter, the economic feasibility of the new 
process, and a rather detailed statement on operating and investment costs. See Stahl 
und Eisen, Aug. 14, 1952, 72, 989-1024, but esp. 997-1004. 


7 Cf. M. A. Copeland, Our Free Enterprise Economy, pp. 181-209. 
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fore long."!* According to the Iron and Steel Engineer, much of the projected 
new oxygen capacity will “be used to replace existing workable capacity. 
Companies are being forced to the process in order to compete. . . . The low 
capital cost and the savings in operating costs more than overbalance any con- 
siderations to continue operating existing equipment." In brief, even the 
major steel companies now seem to reject the rationalizations of the 1950’s as 
a guide to sound investment decisions in the 1960’s. 


H 


Since there is no main thrust to the diverse criticisms by the Oxford Group, 
we shall answer them in the order in which they are raised. 

1. We are criticized for not assessing the “impact of exogenous causes” on 
the level of steel imports. But these “exogenous causes” were all reflected in 
the very existence of an import problem, and it was our purpose to explain the 
U.S. steel industry’s insensitive price behavior in responding to that problem. 

2.’ We are chastised for our lack of concern with the comparative age struc- 
ture of U.S. and foreign steel plants. Again, this criticism is hardly relevant. 
Our article dealt with the apparent indifference of the U.S. steel industry to a 
massive erosion of its home market, and the prevalence of an import-induced 
two-price system. Indeed, to the extent that the age structure of U.S. steel 
plants was a significant variable, it should have militated in favor of a prompt- 
er counterattack against the import beachheads. Instead, the industry's ad- 
diction to target-rate-of-return pricing and cost-plus protectionism of existing 
investment contributed to its lack of response to steel imports from newer, 
more efficient foreign plants [1, pp. 652- 33, esp. note 19, and our comments 
on sunk costs, supra.]. 

3. We are challenged on our definition of dumping. Under the Anti-Dump- 
ing Act of 1921—the context in which we used the term—an “arithmetic”. vio- 
lation occurs whenever the f.o.b. price in the exporter’s home market is higher 
. than his export price (minus transportation costs, customs duties, etc.). The 
Japanese did not run afoul of the statute, because they met this “arithmetic” 
requirement. They did not absorb freight between Yokohama and Pittsburgh. 
They practiced neither dumping nor charity—in a legal or economic sense— 
but they were guilty of waging competition against an exploitative oligopoly. 

4. Our critics fail to understand why independent fabricators continued to 
buy 50 per cent of their wire rod from domestic producers at prices higher 
than those charged by importers. The reason (given by the fabricators) is 
simple, viz. “in order not to cut themselves off from domestic supply sources" 
[1, p. 645]. And this is not as irrational as the Nuffield College economists 
imply. Maintaining good will is important in an industry that suffers from 
periodic shortages of domestic supply and where such political vagaries as 
tariff manipulation make a total reliance on foreign sources risky, if not fool- 
hardy. 

5. The Oxford Group questions the value of our analysis because it rests on 


= Jan. 4, 1965, p. 4. 
* Jan. 1963, p. 171. (Emphasis supplied.) 


COMMUNICATIONS 167 


“a wholly atypical product” like wire rod. This statement borders on the pre- 
posterous. Between 1957 and 1962, wire rod was one of the industry’s largest 
tonnage imports, and increased faster than the imports of any other steel 
product. It was the keystone for an entire segment (wire and wire products) 
of the steel industry. It captured a sizable share of the noncaptive U.S. market 
—17.1 per cent as early as 1958, 39.2 per cent in 1962, and more than 40 per 
cent since 1963 [1, p. 631]. Finally, the PEP pamphlet on Steel Pricing Pol- 
icies, which the Oxford Group cites with approval, itself singles out wire rod 
to illustrate typical price fluctuations in world markets.'* 

6. Our vertical integration hypothesis is said to lack generality because 
*among the great bulk of steel products which are imported, the majors did 
not have to worry about price competition in other markets from their cus- 
tomers." Aside from the lack of substantiation for this claim, our critics sim- 
ply reiterate and support—while seeming to refute—our explanation for price 
behavior in the “wire rod-wire-wire products" segment of the steel industry. 
Yet they insist, with inexplicable fervor, that our vertical integration hypothe- 
sis does not apply to those segments of the industry where there is no vertical 
integration or dual distribution, They seem unwilling to take cognizance of 
. the subject matter dealt with in our article, and rather accurately described in 
its title, "Steel Imports and Vertical Oligopoly Power." (Emphasis added.) 

7. Our critics suggest that “there are many reasons why the U.S. industry 
might not have met [import] competition with price reductions aside from 
vertical integration." But here they seem to ignore the differences between ra- 
tional behavior in a horizontal and vertical context. If the steel industry were 
organized in the form of successive horizontal oligopolies, the import phenom- 
enon would clearly have had a different impact. At each stage, the horizontal 
oligopolists would have greeted substantial imports in the same manner as 
they would the appearance of a nonconformist price cutter [1, p. 653]. They 
would have been compelled to regard the market for each product as a separate 
(ie., the only relevant) market in order to make rational pricing decisions. 

8. Our critics tell us that the U.S. steel industry is a multi-product indus- 
try, and hence enjoys production flexibility—i.e., the possibility of shifting 
from “unprofitable” items facing import competition to "profitable" items, 
presumably insulated from such competitive threats. But they offer no evi- 
dence whatsoever that the steel industry during this period availed itself of 
this production flexibility, and that it in fact compensated for the loss of im- 
port markets by shifting to more profitable items. Throughout this period, 
there was substantial and persistent overcapacity in all segments of the indus- 
try, and especially in basic steel. 

9. We are said to be misled in our “view that oxygen conversion was 
adopted sufficiently more quickly by competing foreign steel firms to give 
them a significant cost advantage." Nowhere did we make such a statement, 
nor was our vertical integration hypothesis dependent on such a cost-anchored 
comparison. Nevertheless, the technological backwardness of the U.S. steel in- 


=P, 345. See also Council of Economic Advisers, Report to the President on Steel 
Prices, Washington, April 1965, pp. 14-15. 
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dustry could not be ignored in view of the industry's addiction to target-rate- 
of-return pricing, its refusal to regard capital costs as sunk costs, and its insis- 
tence on recouping investment—come what may, and coute que coute. In this 
context, technological backwardness meant that the industry was imprisoned 
by its higher book costs associated with past investment, and hence unwilling to 
meet the import threat with aggressive price competition. It thus reinforced 
the insensitive price behavior that was an outgrowth of vertical integration.!? 


IH 


After careful evaluation of the criticisms from Pittsburgh and Oxford, we 
are still not persuaded that the U.S. steel industry is technologically progres- 
sive, or that vertical integration cum dual distribution is an unimportant de- 
terminant of steel pricing policy. 

WALTER ADAMS AND JoEL B. DigLAM* 


“The cost implications of'technological backwardness are also noteworthy, of course, 
in view of the traditional assumption that superior technology enabled U.S. steel firms — 
despite the handicap of higher wages—to compete successfully in world markets. Per- 
haps, as one cynic remarked, the failure of the industry to be au courant of the latest 
technology is attributable to the consistently moderate demands of the United Steel . 
Workers of America. 


* The authors are professors of economics at Michigan State University and the Uni- 
versity of Rhode Island, respectively. 
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Manufacturing Investment, Excess Capacity, and the 
Rate of Growth of Output: Comment 


In a recent article in this Review [1, p. 607] Professor Alice Bourneuf 
states, “This paper tests the accelerator in a period during most of which 
there was little or no pressure on capacity." And also that ‘‘accelerator- 
type forces may be more important in periods of pressure on capacity." 
The purpose of this comment is to attempt to clarify the extent to which 
these propositions have in fact been tested. 

Consider the relationships between capacity (Cj), desired output (Y), 
and desired capital stock (K), where capacity is defined in an accounting 


COMMUNICATIONS 169 


sense and is the maximum output which could be produced given the 
capital stock. Typically desired output is less than capacity: 


Y,-—rC, where 0 <r <1. 


Then we may define (1) the capital-output ratio or conventional accelerator 
as o= K,/ Y, and (2) a capital-capacity ratio as e= K./C;. It follows that 
ro=o, so that in general the conventional accelerator is larger than the 
capacity accelerator. 

Now, given the form of Miss Bourneuf’s investment equation [1, p. 609], 


(1) I, aCe — Vou) + 6Cu + cAY« +h 


and considering only the first term, if we let a = —foc;, then substituting 
we get 


(Cii — Yeu) = — Bo(Crr — Yrs) 
(2) l = — Kmi + Boe Fii 
= B(c.Yia— Ke), 


which is a more recognizable form of the acceleration principle with adjust- 
ments for capacity considered where 8 is the reaction coefficient. However, 
the accelerator is not the conventional capital-output ratio but rather the 
smaller ee 

Miss Bourneuf's coefficient e embodies both 8 and e. Indeed, this is clear 
since after a is estimated in the study it is divided through by an assumed 
capital-output ratio (c), so that the reaction coefficient 8 may be deter- 
mined. Similarly, one might have estimated the accelerator by dividing a 
by an assumed f. The estimates of 8, then, are reasonable only to the extent 
that the assumed accelerator is reasonable. The difficulty here is obvious. 
Separate estimation of B and c is desirable, and their joint determination, 
as in this case, makes it difficult to infer the magnitude of either. In addi- 
tion, dividing through by e rather than c, will result in underestimating £. 
Finally, the need to divide through by a capital-output ratio removes much 
of the apparent empirical advantage of using capacity figures rather than 
capital stock estimates. 

When measuring the accelerator using capacity data the distinction be- 
tween capacity in the accounting sense (maximum output) and capacity in 
the economic sense (minimum cost) must be kept in mind. A logically con- 
sistent accelerator formulation using accounting capacity as & variable 1s 
either 
I: = B(erCy a — Kin) 
or 

l= Bo(rCy3 P Fia) T (1 ES B) a. 


These are equivalent [2, p. 187], and the second form which is based on a 
distributed lag assumption would enable simultaneous estimation of 8 and c. 

The second term of equation (1) is straightforward. If p is the rate of 
depreciation, then b= pc, and the true depreciation rate is determined by 
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dividing b by e.. Since b was actually divided by e, p may be underestimated. 
The coefficient c in the third term is more difficult to interpret. Alone it 
would be a simple accelerator coefficient. However, since the accelerator is 
part of coefficient a in the first term, this cannot be the case. It is not, then, 
'surprising that the value of c is so small. (It is not significant at the .05 
level in six of the 13 equations, and in two of these it has the wrong sign.) 
One might suspect that AY; was added rather as an afterthought to soak up 
residual variance. In any case, a reasonable theoretical interpretation is not 
obvious. Empirically, one can say that, other variables having been consid- 
ered, a $1 increase in Y leads to $.15 more I. However, when the coefficient 
is divided by c, the very limited interpretation becomes quite apparent, 
e.g., if the capital stock is increased by $1, investment rises by $.09. Obvi- 
ously the coefficient does not mean what it says. If c were an accelerator 
coefficient, then dividing it by ¢ would yield a value of approximately 1. 
In fact it is rather a kind of residual accelerator picking up the variation 
after the first term (C, ;— Y, 3) has been considered. The statement in the 
text, “manufacturers plan to expand capacity up to only 9 per cent of the 
addition to output" [1, p. 621], is certainly misleading if not incorrect. Miss 
Bourneuf goes on to state: 
Direct effects of output changes are small, but it must be remembered 
that additions to output decrease excess capacity, and therefore in- 
crease investment, and that higher investment increases total capacity, 
and therefore in turn leads to more replacement investment, but also 
more excess capacity [1, p. 621]. 


"This quotation highlights the difficulty of interpreting the coefficients. The 
accelerator, while only part of coefficient a, is more than coefficient c. The 
presence of c may actually bias a downwards since at least some of the 
accelerator impact is contained in c. If this is the case, then the estimates of 
£, the reaction coefficient, may similarly be biased downwards. Thus it does 
not seem that there has been a test of the acceleration theory of investment 
or that there is evidence presented on the varying importance of the accel- 
erator depending on capacity. To show that excess capacity is an important 
determinant of investment is not necessarily to test the acceleration prin- 
ciple. 
Davip B. HousToN* 


* The author is associate professor of economics at Pennsylvania State University. He is 
grateful to the referee for his perceptive and helpful comments. 
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Manufacturing Investment, Excess Capacity, and the 
Rate of Growth of Output: Reply 


Professor Houston raises a basic question on the reasonableness of my 
equations and also some relatively minor technical points. 

I agree that my equations test a capital-capacity accelerator rather than a 
capital-output accelerator; since induced investment is for the purpose of ad- 
justing capacity, this seems to me to be a reasonable accelerator concept. 

Houston also suggests that in strict logic the adjustment of the coefficients 
of the capacity terms in my equation to a capital stock basis should have been 
by a capital-capacity ratio rather than a capital-output ratio, since “desired 
output” is smaller than capacity. He defines capacity “in an accounting sense 
... as the maximum output which could be produced given the capital stock.” 
The capacity indexes I used probably reflect maximum output under normal 
operating standards, usually referred to as an engineering concept of capacity. 
"Houston's “desired output" is determined by cost factors; this concept may be 
roughly reflected in the preferred operating rates reported at times to 
McGraw-Hill, which have ranged from 90 to 98 per cent of capacity. The cap- 
ital-output ratios I used were based on data for years of very high operating 
rates in many industries, and the use of capital-capacity estimates would have 
raised the coefficients, as adjusted, at most by roughly 10 per cent. This might 
have been a preferable procedure, Using estimates of capital-output ratios to 
adjust the coefficients of both the output and capacity terms was a very rough 
procedure, perhaps not too bad in view of the uncertainties on the absolute 
levels of the capital stock and capacity estimates. 

Houston’s basic criticism is that my equations do not fit conventional forms 
of the acceleration principle; in particular a capacity form, which is equiva- 
lent to a distributed-lag form, assuming expected output to be some constant 
times output in £-n, or a weighted average of past periods’ outputs, a lag of 
some sort in the investment process of n periods, and geometrically declining 
weight for past changes in output in the distributed lag form. I agree that my 
equations are not consistent with these precise models, but I believe they are 
reasonable. 

My equations assume that this year’s change in output affects the expected 
future level of output, and, therefore, investment, and that the lagged excess 
capacity term exerts an independent dampening influence on investment. Past 
changes in output affect investment through their effects on the excess capaci- 
ty term; they clearly affect last year’s total output, and they also affect last 
year’s total capacity via their effects on investment in previous years. They 
also affect investment through the capacity.term designed to catch replace- 
ment, 

My investment and capacity equations together can be solved to make in- 
vestment a function of all past changes in output, weighted in some complex 


+The current period change in output term seems to me to be much more important 
in an annual model than it would be in a quarterly model I also suspect that certain 
simple distributed-lag schemes are more suitable for explaining quarterly investment be- 
cause they can be interpreted as reflecting gestation-period effects. 
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fashion. It is this fact that I was trying to express in the sentence Houston 
quotes as misleading or mistaken. The iteration examples I worked out ac- 
tually trace this process over time. Together my equations can be made equiv- 
alent to some sort of distributed-lag principle. But the behavior of investment 
is not. believed to be explained by a series of lagged reactions to changes in ex- 
pected output based on past changes in output. ' 

Since the excess capacity term in my equation does not by itself represent 
the difference between desired and actual capacity, Houston’s suggestion that 
the speed of reaction coefficient be estimated from the data on the basis of a 
simple distributed-lag function, with weights of past output changes declining 
geometrically, cannot be accepted. 

My equations imply that the effects of the excess capacity and current 
change in output terms are additive. The c coefficient of the change in output 
term probably is related functionally in some fashion to the a coefficient of the 
excess capacity term; the results for various industries suggest this is the case. 
The precise nature of this relationship is not clear, however, and separate esti- 
mation of the coefficients seems to be a legitimate procedure. | 

Houston does not think I have tested the acceleration principle. Perhaps 
this is & matter of definition. I think of the acceleration principle as stating 
that investment is positively related to output and negatively related to capital 
stock or capacity. My equations are a test of the acceleration principle in this 
sense. 

ALICE BoURNEUF* 


* The author is professor of economics at Boston College. 


A Note on Progression and Leisure: Comment 


In a recent communication, Robin Barlow and Gordon Sparks [1] attempt 
to overthrow one of the oldest and most respectable conclusions in public 
finance theory, namely that an individual will choose to work fewer hours if a 
proportional income tax is replaced by a progressive income tax of equal 
yield.* On the basis of a brief reappraisal of the familiar geometrical analysis 
made by Kenneth Boulding [2, pp. 773-75] and set out in rather more detail 
in Richard Musgrave's treatise [4, pp. 241-43], the authors suggest that there 
is nothing in the conventional diminishing marginal utility assumptions which 
logically excludes the possibility that a mildly progressive tax will induce a 
greater supply of effort than an equal-revenue proportional tax. The condi- 
tions under which this "neglected outcome" is possible are then deduced by 
means of a mathematical analysis of the orthodox model. As a result of this 


*The authors concede that if “equal yield" is defined in the way suggested by Otto 
von Mering [5, pp. 454-55], the traditional conclusion holds without modification. Under 
this definition a progressive tax is said to be of equal yield if, with the individual work- 
ing the same number of hours as under the proportional tax, the revenue raised would be 
the same, Barlow and Sparks refer to this as an ex ante definition of equal yield. Why 
the government should be so naive or eccentric in its conception of equal yield is, how- 
ever, unclear. It seems better to recognize that the comparison suggested by von Mering is 
for most purposes arbitrary and irrelevant, 
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analysis they conclude that the traditional result requires qualification to the 
extent that “when the marginal utilities decline slowly, a mildly progressive 
tax with rates substantially lower than that of the proportional tax may pro- 
duce an equal yield as a result of inducing more work effort’ [1, p. 377]. Al- 
though they do not mention it, their analysis would also overthrow the closely 
related and equally well-known welfare conclusion that the “excess burden” 
imposed on an individual by a progressive income tax is necessarily greater 
than that imposed by an equal-revenue proportional tax.? Regarding the prac- 
tical importance of their dramatic modification of the traditional view the au- 
thors are, however, extremely cautious, and suggest that “The circumstances 
which give rise to this neglected result are of doubtful realism. . . . For all 
practical purposes the theorem remains valid...” [1, p. 377]. Few of their 
readers can have felt so sanguine. Is it really so unlikely that “marginal utili- 
ties decline slowly"? 

It is the purpose of this note to show, by means of a careful re-examination 
of the conventional geometrical analysis, that the Barlow and Sparks result, 
though technically correct, is of negligible practical interest for reasons com- 
pletely unrelated to the rate of decline of the marginal utilities. Thus we shall 
find that their proportional-progressive tax comparisons are in general irrele- 
vant. When appropriate alternatives are compared, the familiar result holds 
without qualification. The single-individual case considered in the convention- 
al analysis (and by Barlow and Sparks) is, however, extremely unrealistic; 
for practical purposes we are interested in the group. Again comparing rele- 
vant alternatives, we find that the familiar result for the single-individual case 
need not hold for the group. 


L The Single-Individual Case 


The conventional analysis considers the case of a single individual free 
to choose between leisure and income, both assumed to be subject to 
diminishing marginal utility. In Figure 1, pre-tax opportunities are repre- 
sented by A,B» with the individual in equilibrium at X., where indifference 
curve f is tangent to A,B. The effect of a lump-sum tax of amount 4,4, 
is to establish a new equilibrium at X, on the new opportunity line A,B, 
parallel to ApBo. 

If the government attempts to raise the same revenue A,A, by means of a 
proportional income tax, the net wage rate to the individual is reduced. In 
the familiar geometrical exposition it seems to have been assumed that the 


*Indeed their analysis suggests the need for a similar revision of accepted views re- 
garding the positive and welfare effects of more and less progressive income taxes, not 
only on the supply of effort, but also on the supply of savings and risk-taking. The 
results of our re-examination of their findings with respect to effort can be applied 
mutatis mutandis to the other cases also. 

In these simple cases it is of course assumed that supply is perfectly inelastic for all 
factors except the one under consideration. Where more than one factor is elastically 
supplied, the analysis becomes more complicated, and the results we shall obtain for the 
single-individual case need no longer hold. The reasons for our agnosticism in the case 
of the group are also correspondingly reinforced. 
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rate of proportional tax, and hence the position of the proportional tax oppor- 
tunity line, is uniquely determined by the requirement that the post-tax line 
should be tangential to an indifference curve on the equal-revenue locus 
A,B,. In general, however, this is obviously not the case. The diminishing 
marginal utility assumptions in no way exclude the possibility that there may 
be several different proportional tax rates (and opportunity lines) all pro- 
ducing the same revenue A,A;.° Thus, when very conventional Hicksian 
assumptions regarding the shape of the "price-consumption" curve XoX 24 Bo 
generated by continuous variation of the proportional tax rate are made, it is 
apparent that the required revenue 4,4, can be raised by either of the two 
proportional taxes represented by opportunity lines A,By and 4,B,.* 

The price-consumption line X,X,X,B, divides the equal-revenue locus 
into three segments, 4,X;,, X,X;, and X,B,. At points between A, and Xa 
it follows from the diminishing marginal utility assumptions and the shape 
of the price-consumption line that indifference-curve slopes are everywhere 


* Essentially the same point, however, has been quite widely recognized in the analysis 
of excise taxes. In fact, of course, the "income" tax, as conventionally interpreted and 
applied, is precisely an excise tax on effort. If income is interpreted more broadly to 
include an imputed value for leisure, the price effects we are considering disappear. 

“It is interesting to notice that Musgrave’s diagram [4, p. 242] includes a price- 
consumption line of precisely this sort. However, he overlooks or ignores the propor- 
tional tax alternative corresponding to our ABe. 
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less than the slopes of the corresponding proportional tax lines. Let us now 
consider the possibility suggested or at least implied by Barlow and Sparks 
that a progressive tax opportunity line with slope less than that of 45B; may 
produce equilibrium at some point X, below X, (though presumably above 
Xıl) on A,B,; in other words, that there may be a mildly progressive tax 
more stimulating to effort than the proportional tax represented by A2Bo, 
and yielding the same revenue A,A;. Following the simple mathematical 
model of Barlow and Sparks, we shall assume that the progressive tax takes 
the form of a proportional rate applied to income in excess of an exemption; 
this in no way restricts the generality of the argument. Let us suppose then 
that the progressive tax opportunity line is 4,X,C4B,, where the slope of 
A,C, is less than that of 4,B,. Is progressive tax equilibrium possible at X,? 
To see that it is not, consider the proportional tax line A,B, passing through 
X,. From our particular assumptions regarding the indifference map (and 
reflected in the shape of the price-consumption curve X$X,X4,B,), propor- 
tional tax equilibrium at X, is impossible because the slope of the propor- 
tional tax line 4,B, exceeds that of the corresponding indifference curve at 
X,. However, the slope of the progressive tax line A,C,B, is necessarily 
greater than that of A,B,, and equilibrium in the progressive tax case is 
therefore a fortiori impossible. 

Consider next the possibility of progressive tax equilibrium in the range 
X;5X;. At points between X, and X,, indifference-curve slopes are everywhere 
greater than the slopes of the corresponding proportional tax lines. Is it pos- 
sible that a progressive tax opportunity line such as A,C,B, with slope less 
than that of 4,B, may produce equilibrium at some point X, below X, (but 
above X,) on A,B,; in other words, that there may be a mildly progressive 
tax more stimulating to effort than the proportional tax represented by 
A;B,? Consider the proportional tax line A,B, passing through X,. From 
the price-consumption curve XoX,X,B, and the diminishing marginal utility 
assumptions, it is clear that at X, the slope of the indifference curve is greater 
than that of A-B». The slope of the progressive tax line 4,C,B, necessarily 
exceeds that of A,B), and progressive tax equilibrium is therefore possible 
at X45 For taxes with the right degree of progression, it is clear that progres- 
sive tax equilibria can be established at all points between X; and X,. In 
general there will therefore be an infinite number of progressive tax schedules 
more stimulating to effort than the proportional tax represented by A3Bp. 


"Tt is interesting to notice that Musgrave's progressive tax opportunity Jine is drawn to 
produce equilibrium in a range corresponding to our X:Xs. He does not, however, demon- 
strate that such an equilibrium is in fact possible, nor does he remark upon its signifi- 
cance for the theorem he is attempting to prove. Even more important, he fails to show 
that progressive tax equilibrium could not equally well be established in a range corre- 
sponding to A:Xx. His “proof” [4, p. 241, n. 1] serves only to establish the possibility of 
progressive tax equilibrium somewhere in the range X,B,. Boulding [2], and Alan Wil- 
liams [8, pp. 65-68] who follows his treatment very closely, offer no formal proof what- 
ever. In a note published shortly after the rigorous analysis by Barlow and Sparks, Mal- 
colm Levitt [3] provides & clear statement but no formal proof of the Barlow-Sparks 
result, and similarly implies, but does not prove, the impossibility of progressive tax 
equilibrium in our range A:X>. He apparently fails to see the significance of the latter 
result. 
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Indeed, considering the segment XB, it is easy to see that there is no 
progressive tax as depressing to effort as the proportional tax represented 
by AzBo. 

In the above argument we have made only the simplest Hicksian assump- 
tion regarding the shape of the price-consumption curve. In general there is 
no reason why the number of intersections with the equal-revenue locus, and 
hence the number of proportional tax alternatives, necessarily need be re- 
stricted to two. Thus, for certain levels of revenue, the price-consumption 
curve may divide the equal-revenue locus into a number of additional seg- 
ments having similar characteristics to A,X, and X,X,. Progressive tax 
equilibrium will then be impossible in segments corresponding to AiX_ where 
indifference-curve slopes are less than proportional-tax slopes, and possible 
in segments corresponding to XX, where indifference-curve slopes are greater 
than proportional-tax slopes. 

As a result of this analysis we can conclude that, in the conventional 
framework, there will in general be many progressive income tax schedules 
more stimulating to effort (and imposing a smaller excess burden) than at 
least one proportional tax of equal yield. It is certainly true, as Barlow and 
Sparks suggest, that this result has been widely overlooked or ignored in the 
public finance literature; and, contrary to Barlow and Sparks, there seems 
no reason whatever to suppose that the circumstances which give rise to it 
are in any sense unrealistic. 

More important, however, is our finding that in the case of the single 
individual there is no progressive tax schedule capable of producing as much 
work effort (or imposing as small an excess burden’) as the “best” (or 
least burdensome) proportional tax yielding the same revenue. In their 
analysis Barlow and Sparks completely overlook the crucial possibility that 
the revenue produced by their proportional tax CB/OB might alternatively 
have been produced by a lower-rate proportional tax more stimulating to 
effort. In fact, however, it is only where such a lower-rate alternative actually 
exists that their argument [1, Sec. III] regarding the existence of a more 
stimulating progressive tax can possibly be valid.* Similarly in their mathe- 
matical model it can readily be shown that ds/de < 0 (for e = 0) only where 
ds/dt > 0, viz., where ny < t (s being leisure, e the exemption level, ¢ the 
rate of proportional tax, and —ny the elasticity of the marginal utility of 


*In particular cases there may of course be only one, or even none, depending upon 
the amount of revenue to be raised. In the former case the price-consumption curve will 
be tangential to 4,24 at a single point, and the revenue raised will be a maximum for 
the family of proportional taxes. Here there will be no progressive tax capable of raising 
the given revenue ÁA: It is also conceivable that there may be several proportional 
taxes capable of raising the maximum revenue for the proportional tax family. For this 
level of yield there will again be no equal-revenue progressive tax for purposes of com- 
parison. See Pigou [7, Pt. II, Ch. 5]. 

"Even in the case of a single individual, the conclusion regarding excess burden fs gen- 
erally valid only if there are no other taxes already in existence. 

*In this case, however, their argument [1, Sec. II] regarding the possibility of a less 
stimulating progressive tax is necessarily invalid if we assume a conventional Hicksian 
price-consumption curve. 
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income schedule); in other words, that an equal-revenue progressive tax can 
stimulate more effort than a given proportional tax only where there are 
other equal-revenue proportional taxes (at lower rates) more stimulating to 
effort than the one under consideration. For the best proportional tax, 
ds/di > 0 is ruled out, and ds/de <0 is therefore impossible. It could 
reasonably be argued, however, that for relevant comparisons, only the best 
proportional tax should be considered.? Why should the government consider 
imposing a high and extremely burdensome rate of proportional tax if the 
same (or even a greater) revenue can be raised less painfully by imposing a 
lower rate? If this argument is conceded, it is clear that the traditional result, 
properly formulated, holds without qualification. 

Regarding the more general question as to the relative effects of more 
and less progressive (or regressive) income taxes, of which the problem we 
have been considering is merely a special (and very simple) case, we can 
show, using a similar geometrical approach, that if the degree of progression 
of a tax family remains constant over all ranges of income, the best member 
of a more progressive family necessarily reduces effort more and imposes a 
greater excess burden than the best member of a less progressive family. 
If the degree of progression varies over different income ranges, only the con- 
clusion for the special case we have been considering necessarily still holds.?° 


II. The Group Case 


For practical purposes, however, we are interested in effects on the commu- 
nity rather than the single individual. As it stands, the conventional analysis 
of the single-individual case tells us nothing about this more Important ques- 
tion. It might, however, be suggested that if the substitution of the best pro- 
gressive income tax for the best proportional tax of given revenue necessarily 
reduces effort in the case of a single individual, the effect of making this same 
substitution for each and every individual must surely be to reduce work 
effort (and welfare) of all individuals and hence total work effort (and wel- 
fare) for the community. 

This generalization to the group which follows naturally from the form of 
the traditional analysis, though formally unobjectionable, is, however, notori- 
ously misleading. In general, the only way in which such a substitution could 
be made in the income tax field would be by applying different progressive 
rate schedules to all individuals, these schedules being so designed as to im- 
pose the same total liability on each individual as under the given proportion- 
al tax. Such a procedure is obviously administratively impossible and polit- 
ically unacceptable. Moreover, the main reason for considering the progressive 

"At the other end of the spectrum of relevance, the fact that there is no progressive 
tax so burdensome and depressing to effort as the "worst" proportional tax is clearly of 


no conceivable practical interest if, as seems reasonable in this context, we can abstract 
from "merit wants" or sumptuary considerations. 


9 For purposes of this more general analysis the degree of progression can be defined 
in & number of ways, all yielding the same results. Pigou [7, Pt. IT, Ch. 2] distinguished 
two possible measures, the rate of change in the average tax rate and the rate of change 
in the marginal tax rate. These and other possible definitions are discussed by Musgrave 
and Tun Thin [6]. 
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tax alternative in practice is of course that it provides the obvious means of 
imposing relatively higher average rates of tax on the higher-income groups. 
The progressive tax substitution envisaged above could not, however, perform 
this function, but simply represents a diabolically complex method of impos- 
ing the constant average rate of the proportional tax.!! In general, and with 
relatively minor modifications, it therefore seems necessary, for comparisons 
of even the slightest practical relevance, to consider substantially the same 
rate schedule applied to all individuals. 

However, if the same rate schedule must be applied to all individuals, it is 
only if leisure-income tastes and opportunities are identical that the familiar 
results will still hold? In the more relevant and realistic case where tastes 
and opportunities may vary widely, no sweeping generalization is possible. 
The substitution of the best progressive tax for the best proportional tax will 
raise marginal and average rates of tax to high-income individuals, and lower 
them to low-income individuals, whilst some middle-income recipients will pay 
higher marginal and lower average rates. Given only the conventional dimin- 
ishing marginal utility assumptions, the net effect on the supply of effort, both 
for the higher and lower income groups and for the community as a whole, is 
obviously impossible to predict. A similar agnostic conclusion holds also for 
welfare effects on the community. 


“Tf the reason for considering the progressive tax alternative is (say) built-in flexi- 
bility, this particular objection does not hold. The equal-revenue requirement must then 
of course be interpreted as applying “over the cycle.” : 

P As emphasized in the pioneering contributions of Earl Rolph and George Break 
[5, pp. 110-22], and Yan Little [5, pp. 123-31], the simple geometrical analysis of the 
effects of taxation on a single individual, which we have applied to the leisure-income 
choice in Section I above, cannot be used to derive results applicable to the group. For 
the latter purpose the opportunity lines of the single-individual analysis must be re- 
placed by the corresponding transformation curves, and the “given revenue" must be 
interpreted in terms of a given resource transfer to the public sector. Rolph and Break 
went on to show that the familiar Hicks-Joseph proposition regarding the “excess 
burden" of an excise as compared with an income tax, previously "demonstrated" with 
the aid of the single-individual diagram, necessarily holds for the group only if perfect 
pre-tax allocation is assumed. Little then demonstrated that, even if perfect pre-tax allo- 
cation is assumed, the proposition is still not generally valid unless factor supplies are 
perfectly inelastic. 

Applying this general equilibrium methodology to our present comparison of the ef- 
fects of proportional and progressive income taxes on leisure-income choice (with fixed 
quantities of other factors), the simple diagram of Figure 1 can readily be modified 
along Rolph-Break lines to incorporate a leisure-commodity transformation schedule of 
the familiar convex variety. Then, assuming perfect pre-tax allocation and a “world of 
equals,” the proposition that the best proportional tax produces more effort and imposes 
g smaller excess burden than the best progressive tax securing the same resource transfer 
to the public sector can still be illustrated geometrically even ín the case of a group. 
However, in this world of equals the main practical reason for considering not only the 
progressive tax alternative but any form of income taxation would have disappeared. A 
nondistorting lump-sum tax such as the poll tax becomes distributionally unobjectlonable! 

This point has been clearly recognized and developed in some detail by Musgrave 
[4, pp. 243-46]. 

* The reason is, however, rather different, since the differential income effects of the 
progressive tax, which may be of great importance in the positive analysis, are irrelevant 
from the point of vlew of efficlency. 
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Ill. Conclusions 


On the basis of the above discussion, it appears that the Barlow and Sparks 
analysis requires modification or clarification in a number of important re- 
spects. (1) In the conventional case of a single individual, there will in gener- 
al be many progressive income taxes more stimulating to work effort and im- 
posing a smaller excess burden than at least one proportional tax yielding the 
same revenue to the government. The circumstances giving rise to this result 
are in no way unusual or unrealistic. (2) As a rule, however, there seems no 
reason to suppose that the government will include these inferior (and higher- 
rate) proportional taxes in its comparisons. Concentrating on relevant alterna- 
tives, we find for a single individual that the best proportional income tax nec- 
essarily produces more work effort and imposes a smaller excess burden than 
the best progressive income tax. This is in fact precisely the formulation of the 
traditional result to be found in Pigou’s classic study [7, Pt. IT, Ch. 5]. (3) 
The single-individual case considered in the conventional analysis is, however, 
of negligible interest in itself, and extremely misleading in its apparent im- 
plications for the group. In the general case of a community of individuals 
with varying tastes and leisure-Income opportunities, the effects, both on the 
supply of effort and on excess burden, of substituting the best single progres- 
sive rate schedule for the best single proportional rate schedule are impossible 
to predict. Thus for reasons very different from those implied by the Barlow 
and Sparks analysis, the simple theory we have been examining suggests no 
weighty objections to progressive income taxation from the point of view of 
announcement effects on the supply of effort. Here again it is salutary to no- 
tice that the classic formulation of Pigou remains unexceptionable [7, Pt. II, 
Ch. 6]. 

J. G. Heap* 


* The author is senior lecturer in economics at the Australian National University, 
Canberra, Australia. This paper was written while he was visiting lecturer in economics 
at Princeton University, spring semester, 1964-65. He is indebted to Richard Musgrave 
and Carl Shoup for stimulating and helpful comments. 
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A Note on Progression and Leisure: Reply 


As far as the technical aspects of Head’s contention are concerned, we are 
in agreement that our condition for an increase in work effort as a result of 
replacing a proportional tax by an equal-yield progressive tax can hold only 
if there exists a lower rate proportional tax with the same yield. This is 
clearly demonstrated by his geometrical exposition, although his interpreta- 
tion of our mathematical model is not clear. The question at issue is whether, 
given an initial proportional tax rate which satisfies the equilibrium condi- 
tions stated in our equations (2), (3), and (4) for a given yield and a zero 
exemption level, there exist other values of £ which also satisfy these equa- 
tions. This question cannot be answered simply from the sign of the deriva- 
tive ds/di. A rigorous condition can be derived by observing from Head's 
diagram that a lower rate equal-yield proportional tax will exist if, and only 
if, the falling price-consumption curve cuts the equal-yield line from above at 
the initial equilibrium point; that is, if, and only if, the slope of the price- 
consumption curve is greater (in absolute value) than the slope of the 
equal-yield line at the initial equilibrium point. This condition can be 
shown to hold precisely under the circumstances specified by our inequality 
(12).? 

As for the practical importance of our result, we feel that Head over- 
states his case. His contention that a comparison between a progressive tax 
and the “best” proportional tax is “appropriate,” “valid,” and “relevant,” 
whereas other comparisons are "irrelevant," is essentially arbitrary if one 
is concerned with predicting the effect of tax changes on the supply of 
effort rather than the welfare implications of different taxes. In a real situa- 
tion, it is not self-evident that the tax which is to be replaced will be the 
"best" of its family. 

Head is correct in saying that the case of the group, as analyzed by Mus- 
grave, is of more practical interest than the case of the individual. Never- 
theless our concentration on the individual was deliberate, since after Mus- 
grave's treatment of the group, the case of the individual remained as the 
only theoretical case which allegedly “proved” that progression necessarily 
reduces work effort. 

Rosin BARLOW AND GORDON R. Sparxs* 


1 See Robin Barlow and Gordon R. Sparks, “A Note on Progression and Leisure," American 
Economic Review, June 1964, 54, p. 376. We would like to take this opportunity to correct two 
minor typographical errors in our origingl communication. Equation (2) should be 


yc(1—20)0x-ce 
&nd Equation (5) should be 
dy ds di 
FE (1— juz qe = į, 
* Loc. cù., p. 377. 


* The authors are assistant professors of economics at the University of Michigan and 
Massachusetts Institute of Technology, respectively. 
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Diminishing Returns and Linear Homogeneity: Further Comment 


It is with considerable interest that we read the different communications 
on “Diminishing Returns and Linear Homogeneity” that appeared in this Re- 
view (September 1964). Those of Dr. D. Schneider and Professor G. Warren 
Nutter retained our special attention. Unfortunately both the communica- 
tions, otherwise ably written, contain serious mistakes when they treat the 
cases of the so-called Law of Diminishing Returns in the history of economic 
analysis. Of the two, Dr. Schneider's note is much more explicit on this point. 


I 


Dr. Schneider speaks of the "traditional law of diminishing returns" with- 
out, however, explaining clearly what he means thereby. If he means thereby 
the law “promulgated” by Serra and Turgot to which Knut Wicksell later 
subscribed, as he seems to imply (and in which Nutter seems to concur), he is 
guilty of half-truths. In the first place, Serra [4, pp. 23 ff.] is much more ex- 
plicit on the so-called increasing returns from industries than on diminishing 
returns from agriculture, on which a clear and unambiguous statement from 
him is not easy to come by. Turgot's statement on the law of returns is, on the 
other hand, a marvel of rigour and precision. 

As a matter of fact, if we are to speak at all of the “traditional law of di- 
minishing returns" we must begin with its first explicit formulations by Tur- 
got and West. 'Their formulations are, however, quite different. As we shall try 
to show presently, in modern economic analysis F. Y. Edgeworth and Wicksell 
are respective continuators of Turgot and West. 


IT 


West [7, p. 12], unlike Turgot, constantly confuses between diminishing 
average returns and diminishing marginal returns and, unlike Turgot again, 
supposes diminishing returns to operate from the very beginning of the in- 
cremental application of the variable input. If we compare this with Wicksell’s 
position [8] we find a close similarity between the two. In one place Wicksell 
speaks of the "decline in the average yield of labour when the number of la- 
bourers is increased" and he qualifies this as the “law of diminishing returns” 
[8, p. 122]. Elsewhere he speaks of the “law of variation of the total product 
of a given area, when the number of labourers and the intensity of agricultural 
work increases or decreases," and the numerical example he gives shows the 
case of diminishing marginal returns [8, p. 114]. Moreover, he maintains that 
“the law presumably operates from the beginning" [8, p. 123]. In all this 
Turgot’s position [6] is quite different. Indeed his performance in this respect 
is of such high order that it remained for Edgeworth [1] only to give finishing 
touches to it and thereby render it technically more perfect. In fact, contrary 
to what Schneider and Nutter think, it is not Wicksell but Edgeworth who 
should be more justly bracketed with Turgot in this respect. 

First, in the two input-one output case Turgot [6, p. 645] states what in 
effect is the law of variability of marginal and not of average returns to the 
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successive increments of the variable input, the other input remaining con- 
stant. This is exactly what Edgeworth [1, p. 67] calls the "primary concept" | 
of diminishing returns. Secondly, with Turgot [6, p. 644] again, as it is later 
with Edgeworth [1, p. 70], the diminishing returns are a criterion of a maxi- 
mum. Finally, Turgot [6, p. 645] holds that there is first a phase of increas- 
ing marginal returns before diminishing marginal returns set in. Edgeworth's 
position [1, p. 68] again is basically similar. In other words, in the Turgot- 
Edgeworth case the graph of the (supposedly) differentiable output function 
(with respect to the variable input) is at first convex and then concave from 
below, whereas in the West-Wicksell case it is concave from the beginning. 
Moreover, Schneider’s assertion that “there is a positive output even when no 
variable input is used" may be true for Wicksell but it is hardly true for Tur- 
got [6, p. 645], who explicitly holds that “seed thrown on a soil naturally fer- 
tile but without any preparation would be an advance almost entirely lost” ;? 
which means that land is what Karl Menger [3, p. 37] calls in his now classic 
article a “dependent input" (Unselbstdndiges Gut), i.e., with 1 as land-input 
and / > 0, we have f(}, 0) = 0. Thus, unlike Schneider, we do not see any 
contradiction between the Turgot-Edgeworth case and the Knightian case [2, 
p. 99]. 
PARESH CHATTOPADHYAY* 


* The author is lecturer in economics at the Institut d'Etude du Développement Eco- 
nomique et Social of the University of Paris, He expresses his gratefulness to Professor 
E. Malinvaud, who kindly went through an earlier draft and suggested & number of 
improvements, 


"Thus G. Stigler [5, p. 112] is misleading when he asserts that the average and marginal 
returns “had been used as synonymous since the very discovery of the law of diminishing 
returns," 

* Our italics. 
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Diminishing Returns and Linear Homogeneity: Further Comment 


The interesting exchange between Liebhafsky, Sato, Rowe, Schneider, de 
Fontenay, and Nutter in the September 1964 issue of this journal leaves 
one loose end which proves both embarrassing and challenging. If they are 
correct, as undoubtedly they are, in their assertions as to the compatibility 
of both short-run inflection points and linear homogeneity in certain produc- 
tion functions, then the Stonier and Hague [3, p. 226] demonstration of their 
absolute incompatibility leaves something to be desired. Ás one who in 
microeconomics classes agreed with the Stonier-Hague position, citing their 
geometrical proof in evidence, the embarrassment generates the challenge 
of detecting where it is these gentlemen went wrong. 

Consider their argument: In their Figure 89 [3, p. 226], presented here! 
as Figure 1, linear homogeneity makes RP = PQ, and the isoquants vertical 
displacements of one another. Since the iso-cost curves are parallel, LP 
— PM. Also, since EP<LP=PM, PF» PM» EP, Q.E.D. “This proof 
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Sourca; [3, Fig. 89, p. 226]. 


holds with any equal product map representing a homogeneous production 
(function) of the first degree. On any such equal product map the marginal 
physical productivity of a variable factor always falls as more of it is added 
to a fixed factor" [3, pp. 226-27]. 

! Our Figures 1, 2a, and 2b are taken from Figures 89, 90A, and 90B, page 226, A. W- 


Stonier and D. C. Hague, A Textbook of Economic Theory, 3rd ed. (New York, John Wiley & 
Sons, 1964), with the permission of the publishera. 
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They go on to present another case (their Figures 90A and 90B, pre- 
sented here as Figures 2a and 2b), in which the marginal physical product on 
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FIGURE 2a 
Source: [3, Fig. 90A, p. 226]. 


one factor may rise before falling, but they make it abundantly clear that 
this could not represent the short run in a linearly homogeneous production 
function. . 

Therefore, the moral of the debate previously cited is, in effect, that 
Stonier and Hague have committed a Type 2 error in Figure 1, i.e., they 
accepted the false hypothesis that all linearly homogeneous production 
functions exhibit universal decreasing marginal products, and made a Type 
1 error in Figure 2, i.e., they reject the true hypothesis that decreasing mar- 
ginal products can be generated by a linearly homogeneous production 
function. How did this happen? 

First, Nutter’s production function [1, p. 743] 


(1) O = 22y!4y8/4 — 201tg2/8 
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Marginal Physical Product 
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Source: [3, Fig. 90B, p. 226]. 


shows, for y fixed at 1, first rising marginal product of x in the range 0.01 
«2x«2.50 and then falling marginal product in the range 2.50« x« 100. 
Similarly, Rowe's production function [2, p. 746] 


yix? 
Q = ————— 
1555 + Sat 


shows a range of increasing marginal product for x (y fixed at 1) when 
0«x«.5265. 

This indicates that in Figure 1, had more isoquants been drawn, say, for 
40 units and 50 units of output, the demonstration of monotonically declin- 
ing marginal product for x could prove difficult indeed. The persuasiveness 
of Stonier and Hague's proof seemingly lies in the fortuitous choice of the 
fixed value for input y. For at OV, point P is located such that it is simul- 
taneously a non-end-point of line segment LF and on the scale line OQ. This 
means that the crucial theorem of the whole equalling the sum of its parts 
can be used, i.e., when EP is unambiguously < LP and PM is unambigu- 
ously « PF, the points are “placed correctly." But, imagine the line seg- 
ment PF extended to cut a 40-unit isoquant. This would be equivalent to 


(2) 
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having originally fixed y at height R. The interior of the line segment R, 
... (the intersection with the 20-unit isoquant) is now "badly placed," 
for there are distances belween the iso-cost curves and isoquants whose 
lengths are, in general, geometrically unknowable. This makes the parallel- 
line theorem used by Stonier and Hague useless for it now cannot be paired 
with the whole-parts theorem. 

An amusing production function nevertheless can be inferred from Figure 
1 if we assume that Stonier and Hague’s linearly homogeneous function ex- 
hibits first diminishing returns then increasing returns to input x. Take 
the function 


(3  O(x, y) = yla + (s/x) + 9], (a2 05 <0,a+ b> 0), 
and fix y at y* to get | 


(4) -O(s, y*) = »*|a + (s/»* + 95]. 
The marginal product of x will always be positive, i.e., 
(5) O' (a) = 3(x/y* + b) > 0 


and the marginal product of « will first fall and then rise, for 
P «0 ifs < — dy* 

(6) O” (x) = — (x/y* + b)i-0 if x = — byt 
y >0 ifa> — dy*. 


Thus, if line segment LF were extended far enough, we would see increasing 
marginal product of input v, a result opposite to that portrayed in micro- 
economics texts (including Figure 2), and the reverse of the kinds of func- 
tions which were the subject of the Nutter-Liebhafsky controversy. 

Algebraic specification of production functions, then, seems to be the 
necessary starting point for any study of "laws" of returns, for Figure 2 
could well represent a picture of the Nutter or Rowe functions, a result 
which the inherent shortcomings of plane geometrical proof convinced 
Stonier and Hague was “impossible.” 

ROBERT Piron” 
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Notes on Marxian Economics in the United States: Comment 


Martin Bronfenbrenner, in the December 1964 issue of this Review, de- 
plored the absence of professors of economics adhering to and teaching ac- 
cording to the viewpoint of Marxism on American campuses. In particular, he 
expressed the opinion that, given a choice between an off-campus conservative 
economist like Henry Hazlitt and an off-campus Marxist economist like my- 
self, two-thirds of the present campus economists would choose Perlo as a vis- 
iting professor for a year. Bronfenbrenner included a provision that this would 
be at no cost to the college or university. However, I presume that this provi- 
sion would not affect the choice of the professors. l 

To test Bronfenbrenner’s observations, in January and February of 1965 I 
wrote the heads of economics departments of 18 U.S. universities, most of 
them major institutions, referring to the AER communication and indicating 
my availability as a visiting professor for the 1965-66 academic year. I noted, 
however, that I would require a normal salary. I included a listing of courses 
I thought I could teach most effectively and a vita. 

Of the 18, 14 replied. Three stated that they or their departments were 
definitely interested and would investigate to find out what could be done. By 
now it is evident that none of these three will offer me a visiting professorship 
for the 1965-66 academic year. However, from further correspondence and 
conversations I conclude that the subject is still alive in all three, either for a 
semester during the academic year, for the succeeding summer session, or for 
the following academic year. 

From correspondence and conversations with two of the departments con- 
cerned, it appears that administrative authorities (Board of Trustees, Dean of 
Faculty) may well prove decisive obstacles, although they have not yet been 
tested. 

Ten heads of departments stated that there were no appropriate openings 
for the 1965-66 academic year, either because of lack of funds or because all 
suitable positions were already filled, or both. Of these, four stated that they 
liked the idea and would attempt to carry it out for a later academic year. A 
fifth stated agreement with Bronfenbrenner but made no mention of the fu- 
ture. He expressed hope that some other university would be able to arrange a 
visiting professorship for me, as did several others. The remaining five in this 
general category made no mention of later years. 

The final respondent was “intrigued” by my suggestion and said he would 
give it thought. While preferring me to Hazlitt, he was wary of “doctrinaire 
Marxists.” 

One respondent in writing, and a number of professors in conversation, 
noted that state universities “have more problems in employing an avowed 
Marxist” than privately endowed institutions because Trustees must consider 
possible legislative repercussions as well as their own inclinations. 

Most responses were friendly in tone, although some were merely courteous, 
and some were enthusiastic. M 

Concerning the four heads of departments who did not reply, I do not as- 
sume that this designates hostility or indifference. I identified heads of depart- 
ments from the 7964 Handbook of the AEA. In a number of cases the head 
of department had changed by this year, as I discovered when my letters were 
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answered by different persons, sometimes after several months delay. It is pos- 
sible that similar accidents accounted for some or all of the four unanswered 


letters. 
k k X 


On another subject: this Review has accepted and published the two con- 
tributions I offered, and it has a reasonably good record of reviewing my 
books and, I believe, books of other Marxists. But no Marxist has appeared 
on an annual meeting program of the American Economic Association since 
Paul Baran was a discussant in December 1959. I, for one, have never been 
invited to participate in an AEA program, although I have been in those of 
some other professional associations. 

It seems to me that Marxist views should be solicited for all annual meet- 
ings of the American Economic Association. At least five of the major subjects . 
of the 1964 annual meeting really required presentation of a Marxist view- 
point to give a rounded picture of economic thought and research results: 


1. Economic Growth: International Comparisons; 

2. Comparative Economic Systems: Nationalized Industry; 

3. Economic History: Its Contribution to Economic Education, Research, 
and Policy; 

4, The New National Econometric Model: Its Application; 

5. The Economics of Poverty. 


This is not to decry the many good papers that were presented, nor to as- 
sert that it would be easy to find in the United States Marxist economists 
available to present papers on all of these subjects. I assume that program in- 
vitations are decentralized, with a given professor in charge of each subject. 
Thus a certain amount of advance coordinating may be necessary to insure 
the invitation of Marxists to participate in the programs. But I daresay such 
difficulties could be overcome and the Association could markedly improve 
over its past record in this respect. 

Victor PerLo* 


* The author is an economic consultant, Croton-on-Hudson, New York. 


The Burden of the Debt: A Mathematical Proof 


A familiar proposition is that we owe the national debt to ourselves. How- 
ever, this proposition has still not been rigorously proved. My intention is 
to provide such a proof. 

The proposition that the national debt as a liability must just equal the 
total of the associated assets can be stated as follows: 


(1) >, IOU's = 3 UOMe’s. 

If we divide both sides of the equation by OU, we have: 

(2) $ I's = } Mes. 
Q.E.D. 


Joan M. KUHLMAN* 
* The author is professor of economics at the University of Missouri. 
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On Economic Knowledge—Toward a Sctence of Political Economics. By 
ADOLPH Lower. New York and Evanston: Harper & Row, 1965. Pp. 
xxi, 329. $6.95. 


This volume presents Adolph Lowe’s distillation of “forty years of 
reflections about the subject matter and the method of a science of Econom- 
ics.” He explains that “the reconstruction of economic science is the ultimate 
aim of this inquiry” (p. 159). Lowe’s reconstruction includes not only (1) a 
broadening of the scope of economics, but also (2) the construction of a theo- 
ry of controlled economic systems, and (3) the application of new method- 
ological procedures. 

With regard to the nature and scope of economics it is Lowe’s position that, 
while the body of universal or general economic theory developed by econ- 
omists from Smith to Keynes is very useful and cannot be dispensed with, nev- 
ertheless this general theory is incomplete since it has little connection with 
the sociopolitical environment in which the market system is lodged. Lowe as- 
serts that economics should be extended beyond the body of “traditional” eco- 
nomics to include an analysis of the factors and forces in the institutional en- 
vironment that have a large impact on the operations of the market system. 
He combines the study of “man-to-matter” relationships (nonsocial) in the 
area of pure economics with the study of “man-to-man” relationships (social) 
in the sociopolitical environment of the private market system in order to 
create a Political Economics. This economics "'tries to relate the economic core 
process [the market system] to the dominant factors of the sociopolitical en- 
vironment" which have much to do with determining the structure and func- 
tioning of the market system (p. 249). Political Economics then becomes the 
study of "controlled economic systems." 

The controlled economic system that is Lowe's primary concern is the “or- 
ganized capitalism" of Western Europe and the United States. In organized 
capitalism, market behavior has been greatly altered as the result of the in- 
creasing immobility of industrial capital, the growing uncertainty of business 
expectations, and the very long-term financial commitments required of corpo- 
rate enterprises. In this new era of capitalist development the public authori- 
ties endeavor to provide a better working of the private market system with 
the aid of manipulative and command controls. The public control of market 
activity is designed to reduce economic uncertainty and to provide an econom- 
ic climate favorable to the good functioning of private enterprise. Lowe sees 
Western economic systems moving toward some kind of capitalist planning, 
such as is found today in France, in which decentralized private economic de- 
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cision-making is combined with manipulative controls and a minimum of 
“command” control. 

Having broadened the scope of economics to include the analysis of the in- 
stitutional environment of the market system, Lowe then raises the question 
as to whether or not his Political Economics, like pure economics, is a science 
that ascertains “empirically relevant theorems” or “repeatable patterns” of 
behavioral interdependence. He explains that the studies of the sociopolitical 
process made by Karl Marx and other investigators of capitalism have not re- 
vealed any “regularities of motion sufficiently strict to be formulated in laws 
of coexistence and succession.” Lowe proposes to remedy this deficiency of 
broad-gauged economic analysis by using a new methodological approach in 
which observation and analysis are combined with “participation” or “actual 
intervention in the course of events.” 

Lowe’s new methodological procedure, described as “instrumental infer- 
ence,” reverses the traditional procedure in which the economist moves from a 
postulated initial state in which known behavior and motivations lead to a ter- 
minal state of market equilibrium. Lowe explains that in organized capitalism 
the government sets up certain macro-goals relating to such matters as eco- 
nomic growth and consumption and investment levels. Once these goals have 
been established, it is then possible to infer or demonstrate what economic ar- 
rangements and business behavior are necessary to assure goal attainment. 
The postulated terminal state at the end of the control or plan period indi- 
cates what economic policies must be adopted in the initial state (at the be- 
ginning of the control or plan period) in order to achieve the projected nation- 
al economic goals. According to Lowe’s interpretation, public control bestows 
on the economic processes of the real world that degree of orderliness that is a 
precondition for theoretical generalization. It is then possible to ascertain em- 
pirically relevant theorems and to predict the course of economic behavior to- 
wards goal attainment. The motion of the whole economic system becomes de- 
terminate and one can then speak of a science of Political Economics. 

Lowe’s views on the nature, scope, and methodology of economics are not 
likely to find much acceptance among a large section of the economics profes- 
sion. Many economists will not accept his interpretation of the evolution of 
the capitalist system towards a controlled economic system. Others are not 
likely to follow his suggestion that they should move beyond the limited 
confines of general or pure economic theory to take account of the impact of 
factors in the sociopolitical environment on the operations of the market sys- 
tem. Lowe’s reflections on economics should have a special appeal to econo- 
mists like Gerhard Colm, Clarence Ayres, Gunnar Myrdal, and others who 
have already been working along the lines suggested by him. These heterodox 
economists will in general find themselves in agreement with Lowe’s views on 
the nature, scope, and methodology of economics. More than this, Lowe’s 
reflections on economics should provide a much-needed scientific underpinning 
for the work of economists who do not fit into either the “free enterprise” or 
the Keynesian mold. 

ALLAN G. GRUCHY 

University of Maryland 
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Patterns of Market Behavior. Edited by MICHAEL J. BRENNAN. Providence: 
Brown University Press, 1965, Pp. vii, 258. $8.50. 


The collection of thirteen excellent essays in Patterns of Market Behavior is 
published as a tribute to Philip Taft on the occasion of his sixty-third birth- 
day. The essayists are present and former colleagues, and former students. 
The general high quality of the essays in the volume allows one to conclude 
that Professor Taft’s associates have delivered their tribute to him in commend- 
able fashion. 

Although Taft's primary interests and contributions are in the field of labor 
economics, each contributor to the volume has developed an essay in a subject 
area of his own interest and speciality. In keeping with the present state of 
methodology in economics, seven of the essays are cast in highly mathematical 
terms. To these the reader must bring some degree of sophistication in mathe- 
matics to gain a full understanding of the author's thesis and objectives. 

The editor has arranged the essays in the volume tinder four major market 
categories: Commodity Markets: “On the Determination of Prices in Futures 
Markets,” “Optimal Programs for Sequential Investments,” “Some Economic 
Aspects of Outdoor Recreations”; Resource Markets: “A More General The- 
ory of Resource Migration,” “Improved Allocation of Labor as a Source of 
Higher European Growth Rates,” “Time, Work, and Welfare,” “Changes in 
Occupational Structure"; Money Markets: “A Commentary on Some Current 
Issues in the Theory of Monetary Policy,” “The Bills Only Doctrine in Retro- 
spect,” “The Integration of Simple Growth and Cycle Models”; International 
Markets: “The Effects of Devaluation in a Growing Economy,” “Differential 
Growth Rates Among Open Economies: Theory and Fact," “Economic De- 
velopment and Comparative Advantage.” A complete bibliography of Taft’s 
writings is also included. . 

Some flavor of the substance of the essays can be gained from a brief review 
of several of them. James N. Morgan's article, “Time, Work, and Welfare,” is 
especially timely in view of the current emphasis on the poverty problem. He 
uses original empirical data to examine the factors conditioning the annual 
hours of work an individual is willing to offer; other data shed light on the 
factors coincident with wives in the labor force; he develops an excellent expo- 
sition on the socioeconomic factors which accompany poverty in the United 

States. 

Mark B. Schupack, in his essay, proposes a workable means of measuring 
changes in the age-structure of diíferent occupations. Hyman P. Minsky in 
“The Integration of Simple Growth and Cycle Models" develops a framework 
within which to analyze growth and cyclical forces in an intermediate time- 
horizon of from ten to fifteen years. Minsky incorporates both aggregate 
supply and demand factors into his model, suggesting that the traditional 
short-run and long-run models have been concerned with only one or the other 
of these variables. His thesis should evoke some interesting discussions. Final- 
ly, by way of illustrating the scope of coverage, Jerome L. Stein takes Myr- 
dal's thesis that the free play of market forces aggravates interregional in- 
equalities in income per capita and demonstrates that the thesis is not tenable 
in a free capital movement area such as the United States. This article is wor- 
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thy of study by theorists of regional economic development. Because of the 
diversity of subject matter covered, and in view of the good quality of the ma- 
terial, we recommend that the profession become acquainted with this excel- 
lent volume. 
GERHARD N. RosTVOLD 
Pomona College 


The Economics of Competitive Coexistence—Convergence Through Growth. 
By CYRIL A. Zesot. New York: Frederick A. Praeger, 1964. Pp. ix, 
262. $6.50. 


This at times lucid and broad-gauged essay attempts an ambitious analysis 
of growth prospects of the three great divisions of the sociopolitical world: the 
Western, the Eastern, and the Developing Peoples. Communist strategy cen- 
ters on overtaking the West by a resolute growth effort (pp. 3f.). The richer 
Western peoples also need further growth to satisfy their developing needs for 
a more comfortable and fuller life (p. 56). These needs are not checked by a 
Galbraithian tendency toward diminishing marginal utility of income growth 
nor are they produced by an emulative drive or by advertising effort (pp. 51, 
57). 

The developing societies can only realize their growth aspirations by educa- 
tional programs which foster cultural skills and aptitudes required for in- 
dustrialization. This human development allegedly overshadows in importance 
the coercive role of the state (pp. 18f.) which can, however, play a construc- 
tive role in providing education and in arranging for international or regional 
economic cooperation (pp. 21f.) including formal aid programs of advanced 
Western countries (p. 22). 

The root problem of all three peoples—Western, Eastern, and Developing— 
is inflation. In the West the drive to inflation springs from the pressure of 
unmet wants for higher living standards noted above, by an institutionalized 
form of unionism which aggressively pushes up money wage levels (pp. 86f.), 
and by business power to administer prices according to standards which 
avoids downward price adjustments when unit costs fall and which otherwise 
strives for stable profit margins and maximization of sales rather than profits 
(p. 94). The drive to raise wage rates faster than productivity stimulates auto- 
mation which thus represents “a very intensive substitution of mechanization 
for labor" (p. 88). This generates unemployment, on the one hand, and excess 
credit expansion on the other to finance the larger volume of output produced 
with augmented payroll charges and sold at somewhat higher price levels. 

Communist and underdeveloped economies also experience the drive to 
inflation but in other forms. In underdeveloped countries it arises out of a ten- 
dency to introduce an advanced industrial technology ahead of the corre- 
sponding growth of technical skills, thus producing unemployment, high pro- 
duction costs, and inflation (p. 123). In the Soviet Union inflation arises out 
of the totalitarian character of the communist political economy and its ruling 
class, This political economy centers on manipulation of physical controls 


BOOK REVIEWS 193 


with a corresponding neglect of the market-clearing and allocative functions of 
prices which fail to correspond to costs in any uniform way (pp. 125-27). 
Shortages and planning deficiencies are borne by the consumer who suffers 
from a chronic shortage of goods which undermines efforts at economic man- 
agement or service of the people in their daily lives. In the Soviet economy 
inflationary pressures are thus directly related to the "gap that separates the 
totalitarian dictatorship of the Soviet government from the supposed socialist 
character of the Soviet economy” (p. 129). 

The remedies for inflation, though taking different forms in Western, East- 
ern, or developing societies, works out to a “grand convergence through 
growth" (the subtitle of the book and the theme of the final chapter, “Conflict 
or Convergence”). In the Western world these remedies must involve regula- 
tion through fiscal policy and tax reductions of aggregate demand, “geared to 
a realistic level of full employment,” and supported by credit policy which 
plays an adaptive, not an initiatory, role (pp. 96-107). Organized labor must 
agree to limit wage increases to productivity increases supplemented by premi- 
um payments in areas of labor shortage. Industrial management must permit 
final product prices to fall as well as rise. Procedurally, wage negotiations be- 
tween management and labor need to be facilitated only by institution of a 
public chairman who will preside over the negotiations (p. 110). 

The Eastern world is advised to meet the inflation problem by leavening the 
communist economy with socialist principles of politics. These would widen 
the role of the consumer interest and give increased emphasis to the price sys- 
tem, thus leading to a wide-ranging decentralization of "authority and institu- 
tions" (pp. 139-42). The underdeveloped societies will doubtless develop a 
political economy with a huge public sector, but which in most essential re- 
spects would fit into the decentralized, market-oriented political economy of 
the West. 

This is merely the bare frame of argument which is expounded in appen- 
dices half again as large as the book. Inevitably so wide-ranging an argument 
is vulnerable. Only in this decade could the basic problems of so many peoples 
be reduced to that of inflation, which thus takes on the role of a universal sin. 
Did not Keynes but yesterday expound on the value of inflation as stimu- 
lating enterprise and loosening the hold of the dead hand of the past? Did not 
Schumpeter ascribe all development to innovation financed in a burst of 
inflation? Did not Wesley Clair Mitchell show us clearly why cyclical expan- 
sions would generate price rises? 

_ And even if inflation is totally evil and sinful, still it hardly ranks as the 
predominant problem of our times. The Communist world desperately needs 
constitutionalism or limited government under law which is more difficult to 
achieve than a price system toward which clever Eastern technocrats aspire or 
devices of inflation control which Communist bosses can devise. I find myself 
resenting the notion that all underdeveloped peoples have the same root prob- 
lems. Some may need family planning devices. Others may need to overthrow 
parasitic landed aristocracies. Other societies may need to disestablish a stand- 
ing army and conquer militarism or to develop an orderly form of democratic 
government. 
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In the Western world too, problems are more varied than Cyril Zebot indi- 
cates. At least we in the United States are plagued with evils more deadly 
than creeping inflation: our inability to revamp the inherited chaos of munici- 
pal government which is turning our great metropolitan communities into 
shambles; the emergence of the handout as the supreme political principle of a 
welfare state and the ordering device for the distribution of a rising share of 
our national income; the domination of our public life by the public relations 
manipulators and bureaucracies of the mass media. And I don’t like to see 
credit policy assigned merely an adaptive role. 

MANUEL GOTTLIEB 

University of Wisconsin-Milwaukee 


Our Depleted Society. By SEYMOUR MELMAN. New York: Holt, Rinehart 
and Winston, Inc.; 1965. Pp. x, 366. $4.95. 


This book is an analysis of the economic consequences of the large-scale di- 
version of resources to military purposes. The author, a professor of industrial 
engineering at Columbia University, attempts to demonstrate that the nation’s 
capacity for generating economic growth has seriously declined as a result of 
the high level of defense preparation. 

In the 15 chapters of the book, the reasoning underlying the author’s con- 
clusion appears to consist of three propositions: 

1. U.S. national defense policy has relied largely upon a concept of deter- 
rence—the prospective losses with which the U.S. military forces confront an 
opponent have been structured so as to far exceed whatever gains the oppo- 
nent may foresee; hence, the present amount of deterrence is either excessive 
or self-defeating. . 

2. National defense has absorbed scarce resources from their peacetime em- 
ployment. 

3. Defense preparations use a very large quantity of a comparatively small 
and fixed supply of technically skilled personnel. 

To what extent can the methods of economic analysis be used to substan- 
tiate the three propositions? Taking the first proposition, the author advances 
two types of proof. The first is the over-kill line of reasoning: we possess 
sufficient redundancy of nuclear weaponry and their delivery systems to ac- 
complish many times over any conceivable set of missions. The second type of 
substantiation, which is meant to explain why over-kill exists, consists of in- 
voking the old merchants-of-death argument— the conspiracy of the military- 
industrial complex. A proof of a poorly performing military-industrial complex 
requires more than an invocation of former President Eisenhower’s good 
name, which is the only evidence offered. One has a right to expect some dis- 
cussion of the distinctive attributes of the defense industry’s structure which 
might produce such an outcome. Unfortunately, the administrative pricing 
system which conditions industrial contractors’ behavior has not been ana- 
lyzed. Similarly, the intra-military reward-disbursement-behavior relationship 
is another empty analytical box. But it is simply not legitimate to assume the 
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worst possible case without any qualification or caution offered to the reader. 

The second proposition requires the reader to believe that, if defense expen- 
ditures were substantially reduced, a large number of unsatisfied demands 
could be met, such as education, housing, and health care. No mention is 
made that these demands might remain unfulfilled even if there were no de- 
fense expenditures. The concepts of effective demand or the older distinction 
between needs and wants would have been appropriate in the context. Either 
one would have served to qualify what can only be called very excessive over- 
simplification. 

The third proposition is in a sense a restriction on the previous one. It is 
argued that certain kinds of skills, especially those of engineers and scientists, 
are used in the production of defense preparedness in excessively large 
amounts. Thus, the author imputes the supposed technological retardation of 
the railroad industry to short supply of system engineering design talent. But 
the technological status of the railroad industry can be explained readily in 
terms of the economics of automobile and truck transportation and a distinc- 
tive administrative pricing system imposed upon railroads that insists upon a 
physical maximization of tons per train mile. In order to maintain that an ab- 
solute shortage of engineers and scientists exists, it is necessary to argue that 
the available supply of suitably endowed individuals is fixed. But the distribu- 
tion of capabilities and capacity for learning in the population is usually 
shown to be quite widespread. Determination of the specific industries and oc- 
cupations that suffer the greatest diminution of labor supply as a result of in- 
creased defense efforts must be assessed after the entire redistribution of labor 
occurs. It is very doubtful that the availability of skilled individuals for 
peacetime occupations has declined by the number who have shifted to de- 
fense employment. 

2 P. M. CARRICK 

General Electric-TEM PO, Santa Barbara, California 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Probability and Profit: A Study of Economic Behavior Along Bayesian Lines. 
By WiLLIAM FELLNER. Homewood, Il: Richard D. Irwin, Inc., 1965. 
Pp. x, 239. $7.50. 


“A good many reasonable decision-makers—though by no means all—seem 
to act differently depending on whether they act under the influence of shaky 
degrees of belief, i.e., of probabilities the numerical values of which are high- 
ly unstable in their minds, or act under the guidance of firm and stable de- 
grees of belief." Thus on page 4 William Fellner asserts the empirical rele- 
vance of the theory that forms the cornerstone of this monograph. 

Fellner’s primary objective is to broaden the scope of the Bayesian ap- 
proach to decision-making under uncertainty. First, he rejects the limitations 
imposed by the strict frequentist approach (represented by Richard von 
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Mises), according to which probability reasoning applies only to the limited 
class of decisions involving events with objective probabilities. Second, he re- 
jects the pure subjective probability approach (represented by L. J. Savage), 
according to which strict probability reasoning can handle a very wide range 
of decisions where probabilities are represented by degrees of belief. In place 
of these extreme positions, Fellner offers his own “semiprobabilistic” ap- 
proach, according to which decision-makers may slant (usually downward) 
probabilities pertaining to events not encompassed by the frequentist ap- 
proach. These probabilities may require special treatment either because they 
are interpersonally controversial or are unstable in the mind of the decision- 
maker, or both. 

- Thus, for example, we might observe that a person will bet on either heads 
or tails on the flip of a fair coin at a 2.1 to 1 pay-off ratio, but will not bet 
on either the proposition that the United States will put a man on the moon by 
the end of 1970 or the proposition that the United States will not put a man 
on the moon by the end of 1970, at the same payoff ratio. According to the 
subjectivists, the propositions about the coin toss and those about the moon 
landing all fall into the same general class. This implies that a rational person 
who is willing to bet on the coin toss at a 2.1 to 1 pay-off ratio must also be 
willing to bet on at least one of the propositions about the moon landing at 
the same ratio, since at least one of the propositions must have a subjective 
probability of .5 or more. According to the frequentists, the propositions 
about a moon landing are not comparable to the propositions about the coin 
toss and cannot be explained on the same or similar bases. 

Fellner would contend that degrees of belief about the moon landing are 
likely to be shaky, and may therefore be slanted or discounted. For proposi- 
tions about which degrees of belief are shaky, the decision-maker’s decision 
weights, which are slanted probabilities, need not sum to one for all possible 
mutually exclusive events. Thus, a rational investor may refuse to accept ei- 
ther bet about the moon landing even though he will bet on the coin toss. In 
most other respects, however, the treatment of slanted probabilities parallels 
the procedures applicable to strict probability reasoning. Consistency require- 
ments for semiprobabilistic behavior are set forth by the author, and the rela- 
tion of these to the requirements of strict probability theory is discussed. 

Fellner outlines a theory of profit that encompasses the semiprobabilistic 
behavior he envisages. He first describes a purely probabilistic model, in 
which the investor carries his commitment up to the point where the expected 
marginal utility of potential gains is equal to the expected marginal utility of 
potential losses—that is, where expected total utility is maximized. Fellner 
then incorporates semiprobabilistic behavior into the profit model. The revised 
model can explain behavior that cannot be interpreted by a pure probability 
approach. Fellner argues, furthermore, that his version is superior to such 
rule-of-thumb approaches as maximin of gain, maximax of gain, and minimax 
of regret. 

Of greatest interest to those who wish to assess the usefulness of Fellner's 
contribution for economic analysis is Chapter 7. Here the author presents il- 
lustrations of his own approach, applying it to three problems in economic 
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theory. In the first illustration, it is shown that profit maximization leads the 
semiprobabilistic (slanting) investor to undertake a lower level of investment 
and output than purely probabilistic considerations would dictate. Fellner in- 
dicates that his approach may be used to rationalize observable tendencies to- 
ward average cost pricing. 

The second example is related to “Cournotesque” behavior. Fellner shows 
how the introduction of uncertainty may explain why oligopolists pursue 
strategies that, compared with the ideal strategy of joint maximization, work 
to their mutual disadvantage. However it appears that Fellner’s conclusion de- 
pends only on the introduction of uncertainty into the model and has no nec- 
essary connection with semiprobabilistic behavior. 

The third illustration concerns investor preferences for liquid assets. James 
Tobin’s model, which explains liquidity preference as behavior towards risk, is 
presented in slightly modified form, so as to take semiprobabilistic behavior 
into account. Downward-slanting individuals will play it safer (hold more 
cash, less securities) than pure probability reasoning would suggest. However 
—and this Fellner considers more important—the Tobin model assumes that 
the time of liquidation of noncash assets is known with certainty. But, asks 
Fellner, 


.. what if... we take account of the fact that the individual assigns 
various probabilities to the prospect that he may have to sell at various 
dates, and to the prospect that he may be able to wait for a convenient 
date of liquidation without a sacrifice of other important objectives? In 
such a modified model a downward-slanting tendency expresses itself 
also in an inclination to overweight the probability that the security 
will have to be sold at a time when its price is low. I believe that, in 
the real world, this may well be the most important manifestation of the 
downward-slanting tendency. 


The observable conservatism of financial managers can be explained, how- 
ever, on strict probability grounds. Reduction of cash holdings increases the 
probability of having to liquidate on unfavorable terms; as a result, the mar- 
ginal contribution of cash to the expected value of a portfolio increases as less 
cash is held. . 

Thus it would seem that, among the three illustrations provided by Fellner, 
the first argues most strongly for injecting semiprobabilistic behavior into the 
model. Nonetheless, the “slanting” notion has great intuitive appeal, especially 
as it applies to decisions of managers who must account to others, such as 
boards of directors, for decisions based on shaky judgments. 

In addition to Fellner's own theory, the book contains discussions of the 
historical development of the theory of decision-making under uncertainty, 
and a valuable bibliography of 52 items with extensive commentaries. An ap- 
pendix presents some not-very-compelling results of betting experiments with 
Yale students. Probability and Profit should interest all economists concerned 
with decision theory and should be a useful addition to reading lists of courses 
dealing with this subject. 

SAMUEL B. CHASE, Jr. 

The Brookings Institution 
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Microstatics. By Witiiam S. Vickrey. New York and Burlingame: Har- 
court, Brace and World, Inc., 1964. Pp. x, 406. $7.95. 

Metastatics and Macroeconomics. By WILLIAM S. Vickrey. New York and 
Burlingame: Harcourt, Brace and World, Inc., 1964, Pp. x, 314. $7.50. 


We have here, apparently, Professor Vickrey’s course in economic theory, as 
conveyed to us in a highly evolved set of lecture notes. All in all, it is an excel- 
lent course. It has its ups and downs, however, and more so than most courses. 
Both great triumphs and virtual disasters of pedagogy may be found in 
these two volumes. The proportion of triumphs is a good deal higher in the 
micro volume, where the author’s heart presumably lies. 

The unevenness in quality is related to a rather remarkable variability in 
the level and analytical style of the discussion. From page to page, Vickrey 
alternates among the roles of rigorous theorist, casual empiricist, philosopher 
of science, summarizer of uncited empirical investigations, critic of economic 
policy, worker of complicated numerical examples, popularizer of mathemati- 
cal economics, and others as well. At one point, the reader will be led by the 
hand at a pace appropriate to an intermediate theory course, then there will 
be a section that will provide a good review for a doctoral candidate studying 
for his comprehensives, then a particularly novel perspective or insight likely 
- to be helpful to the author's academic colleagues, then an example of extraor- 
dinary precision with theoretical fine points, and finally, there are sections 
which seem to be hasty summaries of analyses that Vickrey has done on the 
back of an envelope somewhere. The general effect is fairly lively and inter- 
esting. One great virtue is that the real world does not get hidden behind the 
analytical apparatus for very long periods at a time. On the other hand, the 
transitions in level and mode can be disconcertingly abrupt. The reader may 
get confused as to whether the world under discussion at a given point is the 
real world or some abstract theoretical world, and if the latter, whether the 
assumptions characterizing this world have been fully spelled out. Also, the 
instructor who uses these volumes as textbooks will have to do some careful 
planning if he is to provide the variations where Vickrey supplies only the 
themes, and the themes where Vickrey supplies only the variations. The latter 
situation occurs more frequently than most instructors would probably desire. 

The first chapter of the micro book is, inevitably, the “What Is Economics? 
—What Is Economic Theory?” chapter, and it is a model of its kind, both so- 
phisticated and concise. The next three chapters provide the analytical core of 
microeconomics, under the headings consumption, competitive exchange, and 
production. On the whole, these chapters are excellent. They are the best in 
the two books from the point of view of careful and insightful presentation of 
basic theoretical material; given the decision to eschew calculus or more pow- 
erful techniques, it would be difficult to surpass the precision and clarity of 
Vickrey’s development of most of the central propositions. 

Still, one can quibble here and there. For example, considering the general 
level of precision in these chapters, one might expect something better by way 
of introduction to the utility concept than the following: “Whether the eco- 
nomic unit is a single individual or a more or less cohesive group, our econom- 
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ic theory will assume for the time being at least that there is some valid and 
worthwhile objective which the behavior of the unit is intended to secure and 
in terms of which this behavior can be rationalized... . We will call the de- 
gree to which a unit achieves its objectives the satisfaction or ‘utility’ of this 
unit” (pp. 20-21). The ensuing discussion provides only a hint of the line of 
development in which the utility function appears as an implication of more 
fundamental assumptions about rational behavior, and it completely obscures 
the distinction between the use of rationality assumptions as an approach to 
positive economics and the combination of rationality assumptions and indivi- 
dualistic value judgments that lies behind welfare economics. 

Also, both the consumption and production chapters suffer from the absence 
of any explicit use of the concept of a function. This concept is enormously 
easier to understand than some of the more arcane and arachnoid diagrams 
on which this “elementary” exposition of microeconomics is based. And in 
Chapter 6, Vickrey has an extensive discussion of a “spcial-welfare function of 
the individual rank orders”; as functions go, this is not an easy one to under- 
stand. Nevertheless, the treatments of many goods and many factors of pro- 
duction never refer to demand functions and cost functions, and thus they 
leave the uninitiated reader with very little information about the n-variable 
generalizations of the diagrammatic analyses. One does not need to use calcu- 
lus to make the point that the general outcome of an optimization process can 
be summarized by the functional dependence of certain quantities on certain 
other quantities. 

Chapter 5, entitled “The General Competitive Equilibrium," deals in a per- 
functory and inexact manner with the optimality properties of competitive 
equilibrium. There is a sketchy argument that would not convince a skeptical 
reader that competitive equilibrium is Pareto optimal, followed by a section 
entitled “The Assumptions of the Theorem that Competition Is Optimal." In 
this discussion there is a complete muddling of conditions that are defining of 
competitive equilibrium, conditions that are necessary for its existence, condi- 
tions that are necessary for its Pareto optimality, and conditions that are nec- 
essary if every Pareto-optimal position is to be achievable as a competitive 
equilibrium. In direct violation of the intentions expressed in the preface and 
the viewpoint put forward in the introduction, the distinction between theoret- 
ical validity on given assumptions and empirical relevance is abandoned. Ac- 
tually, almost three-fourths of this “general equilibrium” chapter is given over 
to variations on the theme of determining optimal resource allocation by max- 
imizing the net social “surplus,” measured by the appropriate areas on a de- 
mand and supply curve diagram. Some of this is very instructive and some of 
it is very tedious; the necessary caveats for the Whole business are somewhat 
underemphasized. 

The next chapter deals briefly with compensation criteria and their prob- 
lems, but is devoted mainly to a very nice summary exposition of the Arrow 
impossibility theorem, single peakedness, and so forth. As suggested above, 
the implicit assumption about the reader’s ability to pick up abstract concepts 
is drastically different here from what it is in the earlier chapters. The same 
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comment applies to the exposition of game theory in Chapter 9. The seventh 
and eighth chapters contain a workmanlike development of familiar results on 
monopoly, oligopoly, and monopolistic competition, distinguished by a good 
deal of attention to product differentiation and spatial competition. 

The term ‘‘metastatics” in the title of the second volume refers to intertem- 
poral analysis in the absence of uncertainty. Under this general heading Vick- 
rey presents the elements of capital theory and Fisherian analysis, and dis- 
cusses the classification of inventions, anticipated seasonal fluctuations when 
storage is possible, acceleration effects, and von Neumann-Morgenstern utility 
theory. Some of these topics are treated with less thoroughness and less em- 
phasis on analytical methods than their importance would seem to justify, but 
the discussion is free of theoretical error and confusion, and has only minor 
faults of exposition. l 

Chapter 5 is a good introduction to money, the demand for money, and the 
behavior of banks. The. following chapter, in “Macroeconomic Variables and 
Concepts,” is not at all satisfactory as an introduction to this subject. The 
emphasis on the conceptual difficulties involved and the arbitrary nature of 
many of the definitions in any practicable system of national income accounts 
is overwhelming, and the reader does not learn how these problems have been 
handled in the Department of Commerce or any other system of accounts. 

Chapter 7 covers the traditional topics of macroeconomic statics. The dis- 
cussion begins with classical views on the mechanisms that should produce full 
employment, proceeds from a critique of these views to the development of a 
Keynesian model, and finally to an integrated model that may be rendered as 
S(f, y) = I(i, y) and L(t) * y = M. The latter is presented diagrammatically 
and briefly put through its paces with schedule shifts and monetary and fiscal 
policy. The particular form chosen for the demand for money relation gives 
the integrated model a more classical flavor than when transactions and spec- 
ulative demands are treated as additive, but the substantive difference is small. 
There is the barest mention of real balance effects. In contrast to most of the 
: material in these volumes, this chapter is neither particularly good nor par- 
ticularly bad. 

The last three chapters of the second volume are grouped together under 
the heading "The Dynamics of Changing Expectations." Topics covered in- 
clude cobweb phenomena, Hicksian trade cycles, the elasticity of expectations, 
Harrod-Domar growth theory, and the problems of accurate public forecasting 
and open public policy. Particularly noteworthy are the attention given to a 
fairly elaborate Hicksian cycle model (with specific quantitative relations sup- 
plied and worked out for 131 periods), the interesting discussion of the prob- 
lem of open public policy, and the utter absence of any reference to neoclassi- 
cal growth theory à la Solow, Swan, Tobin, et al. 

Five chapters of the micro volume have mathematical appendices. These do 
not attempt a complete development of the main elements of price and alloca- 
tion theory, and are probably somewhat too concise to be of much value to the 
individual encountering this sort of material for the first time. In the appendix 
to the third chapter the utility maximization problem of the consumer is incor- 
rectly formulated as a maximization problem both in quantities consumed and 
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in the multiplier associated with the budget constraint. This will not do, espe- 
cially since the budget constraint is treated as an inequality and the possibili- 
ty of satiation admitted. In the correct formulation, the Lagrangean expression 
is minimized with respect to the multiplier. 

Several of the chapters in both volumes have exercises appended for the 
reader. These appear likely to yield large gross returns, but the return over 
cost will probably appear small to the students. It is interesting that no exer- 
cises are included that involve manipulation of a statical macroeconomic 
model, but exercises are provided in which the student is expected to carry 
through the numerical calculations for the elaborate Hicksian cycle model! 
Both volumes have indexes in which errors of omission have been effectively 
minimized. (Sample selection from the macro volume: “Brick, as money 
base,” “Brouwer’s fixed-point theorem,” “Rabbits in Australia,” “Shoplifting 
in the national income.”) There is a lengthy list of readings and references, 
arranged by topics within chapters, at the end of each volume. The arrange- 
ment by topics is not an adequate compensation for the absence of footnotes 
in the text proper; there are a great many points at which the reader deserves 
more direct guidance to alternative or supplementary discussions. Apart from 
sections that treat numerical examples or explain complicated diagrams, the 
writing is fluid and enjoyable to read. 

It is a rare course in economic theory that cannot be improved by incorpo- 
rating portions of these books on the reading list. They are highly recom- 
mended for highly selective use. 

SIDNEY G. WINTER, Jr. 

University of California, Berkeley | 


The Sources of Increased Efficiency—A Study of DuPont Rayon Plants. By 
SAMUEL HOLLANDER. Cambridge: M. I. T. Press, 1965. Pp. xii, 228. 
$10.00. 


This book is concerned with technical change: what it is, how it comes 
about, what its characteristics are, and how important it is. In the first chap- 
ter, Professor Hollander reviews the literature that treats technical change as 
a shift in the aggregate production function, and notes some of the shortcom- 
ings of this approach. He agrees with Domar that this concept of technical 
change is a catchall, or residual. The remainder of the book consists of a de- 
tailed examination of this residual in a single industry: rayon manufacture. 

Technical change is defined as “the introduction or the spread of cost-re- 
ducing changes in technique” (p. 4). The author then asks, “To what extent 
can changes in the productivity of the firm’s inputs be ascribed to ‘technical 
change’ in the narrow sense?” (p. 21). As the problem is defined, changes in 
input productivity must be due to technical change, economies of scale, or 
changes in the quality of inputs. As the author gives little attention to input 
quality, much of the book is concerned with apportioning increases in produc- 
tivity between technical change and economies of scale. 

Hollander does not use the usual reversibility criterion for distinguishing 
between the two. Rather, he confines economies of scale to a plant-expansion 
effect: the spreading of overhead costs over a larger level of output. The use 
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of more efficient methods of production at larger levels of output is regarded 
as technical change, although most economists would term this economies of 
scale, On this basis, Hollander finds that technical change explained between 
35 and 100 per cent of the reductions in unit cost in the plants in his sample. 

Technical change is subdivided into indirect (innovations intended to in- 
crease volume) and direct (innovations designed to lower the cost of produc- 
ing a given volume). His results show indirect technical change to be more im- 
portant than direct. This probably reflects the fact that output was expanding 
rapidly in the period under consideration. It is difficult to see what other 
significance attaches to this finding. 

A further distinction is made between major and minor changes in technol- 
ogy. A major change is one considered “difficult” prior to its introduction. On 
this basis, minor changes were found to predominate, But the reader is not 
told why major technical changes that have little effect on unit costs are intro- 
duced, despite their difficulty. Why isn’t R and D effort channeled into the de- 
velopment of further minór changes in technology, some of which have an ap- 
preciable effect on cost? The author provides a partial answer by explaining 
that the rate of introduction of major innovations limits the rate of minor 
technical change. But in this case, of what interest is the distinction? 

Hollander examines also the relative importance of embodied and disembo- 
died technical change, and finds that 80-90 per cent of technical change was 
embodied. He argues also that replacement investment was more important 
than expansionary investment in leading to improvements in technology. This 
might suggest that plant managers are more likely to introduce new techniques 
when they are replacing obsolescent equipment than when they are adding to 
their capital stock. Alternatively, however, the result could simply mean that 
the timing of replacement investment is related to the availability of new tech- 
nologies. In the latter case, the author’s distinction has little meaning. More- 
over, even if the former interpretation is correct, then the observed importance 
of replacement investment is no doubt simply a reflection of the importance of 
output-increasing technical change. 

Finally, the author considers the sources of innovation, and finds that minor 
innovations tended to be developed internally, whereas major innovations 
tended to be developed in the research laboratory. One wonders whether this 
last point might in part reflect circular reasoning, considering the way in 
which major and minor innovations are defined. Is it not more likely that an 
innovation arising out of the work of a formal research unit would be regarded 
as “difficult” while an innovation developed on the spot would be regarded as 
t easy”? 

This book is important as a case study of technical change at the micro 
level. However, it is a bit heavy on detail. Two-thirds of the book consists of a 
blow-by-blow account of changes in technology over time in each of five 
plants; one wishes that this material were presented in summary form. At the 
same time, the study could usefully have included a great deal more economic 
analysis, as well as further discussion of the policy implications of the author’s 
findings. 

B. F. MASSELL 

Institute for Development Studies 
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A History of Marginal Utility Theory. By E. Kauperr. Princeton: Prince- 
ton University Press, 1965. Pp. xxii, 247. $6.50. 


This is a strange book. For one thing, it merely sketches the early history of 
utility theory and gives a somewhat disjointed account of recent develop- 
ments, concentrating almost exclusively on the Austrian marginalists in the 
conviction that *the members of the Viennese group have probed deeper into 
the value problem than other economists." For another thing, while dealing 
solely with the logic and structure of marginal utility theory, it is full of 
expressions of alarm about the decline of marginal utility doctrine in our own 
times, insisting that “the neglect of marginal.utility would deprive the theorist 
of an essential tool needed for economic analysis." And yet the entire argu- 
ment of the book is conducted without any reference to the actual economic 
content of marginal utility theory: “the price theory based on marginalism 
has been intentionally neglected." The author claims that “the essential 
achievements" of the theory are “a thorough analysis of consumer behavior 
and some valuable insights into the demand-structure.” But this claim is hard- 
ly substantiated by his account of the interminable Austrian discussions over 
the fine points of household planning. In the final paragraph of his book, the 
author concedes in a magnificent understatement that “during the whole histo- 
ry of marginal utility, the theorists have not always checked their findings 
against observed cases and statistical evidence. In natural science every dis- 
covery is tested. Why have we done so little?” If this rhetorical question had 
appeared at the beginning of the study, instead of at the end, a different and, 
I cannot help feeling, a more useful history would have emerged. 

Marginal utility theory up to the introduction of the problem of choice 
under uncertainty by von Neumann and Morgenstern was fundamentally con- 
cerned with the rationale for downward-sloping demand curves, and it cannot 
be understood except in relation to the demand behavior that it attempted to 
explain. All along there were theorists, such as Cournot and Cassel, who em- 
ployed demand functions without worrying about a utility substructure. Most 
economists rejected this positivist approach that seemed tantamount to throw- 
ing away information derivable from introspection. Since demand curves can- 
not be simply observed, it was hoped that the specification of behavioral as- 
sumption—and that is all that utility theory is—would add information on 
the nature of demand functions. And yet the long and tortuous history of util- 
ity theory presents a disheartening picture. Few of the sponsors of utility the- 
ory were interested in testing the behavioral implications of the theory and, 
indeed, on the whole utility theory was not a fruitful source of hypotheses 
about demand. The work before us confirms Stigler’s conclusion in his brilliant 
paper “The Development of Utility Theory” (Journal of Political Economy, 
August and October 1950) that the practical upshot of fifty years of utility 
theorizing was nothing more than the proposition that “if consumers do not 
buy less of a commodity when their incomes rise, they will surely buy less 
when the price of the commodity rises.” 

The book opens with a chapter on the delayed acceptance of marginal utili- 
ty theory in the eighteenth and nineteenth century, developing the thesis that 
Catholic-Thomistic culture favored, while Protestant-Puritan cultures resisted, 
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its development. The argument does not go beyond the author’s earlier state- 
ment (Quarterly Journal of Economics, November 1953) and J.P. Hender- 
son's cogent criticism of the thesis (#b#d., November 1955) is not answered or 
even mentioned. Bernoulli, Bentham, and Gossen receive generous treatment 
as pioneers of marginal utility theory, but of the three founders of modern 
utility theory, Menger alone is examined in detail. Indeed, the chief contribu- 
tion of this book to the history of economic thought is the light which it 
throws on Menger's intellectual development: the author examined Menger's 
personal library deposited at Hitotsubashi University and discovered a large 
number of valuable annotations and notes in Menger's own hand. 
The last half of the book is devoted to the development of marginal utility 
theory between 1880 and 1947, organized around certain central topics that 
appeared again and again in debates, such as the definition of rationality, 
the relation between costs and utility, the validity of a law of diminishing 
marginal utility of income, the measurability of utility, and the like. The au- : 
thor's exposition of these issues lacks analytical clarity and at times is down- 
right confusing. For example, the discussion over the imputation problem is 
presented without a single reference to the fact that the Austrian writers dealt 
exclusively with the case of fixed input-coefficients and, hence, could not resort 
to marginal productivity considerations. And to put game theory in the same 
chapter as Wieser's theory of imputation, on the grounds that both theories 
are concerned with the division of a fixed sum among a number of partici- 
pating agents, is hardly calculated to illuminate the theoretical issues in- 
volved. 
| M. Braue 
University of London 
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The Conquest of the Material World—Essays on the Coming of Industrialism. 
By Joun U. Ner. Chicago and London: Chicago University Press, 1964. 
Pp. xii, 408. $8.95. 


It is a pleasure to be able to reread consecutively the series of beautiful es- 
says Professor Nef has published over the last thirty years. They contain solid 
and purposeful research, original ideas, and stimulating polemics. Since the 
individual essays first appeared as self-contained pieces, the volume is in some 
measure repetitious; but this should not bother the reader, as the restatements 
help to emphasize the unifying thesis which runs through the book: the 
significance of the industrial upsurge in England during the hundred years be- 
tween 1540 and 1640, which the author describes, somewhat waveringly, ei- 
ther as the “major rehearsal” for the “elder Toynbee’s industrial revolution” 
which began in the last decades of the 18th century or as the “real” start, of 
which the later development was but a natural and not more impressive con- 
tinuation. 

The collection is introduced by an essay on “Mining and Metallurgy in Me- 
dieval Society" which is an illuminating and far-ranging piece, even though in 
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his eagerness to stress the rising dominance of the Continental Renaissance 
governments over the extraction of metals Nef tends to play down—unjustifi- 
ably and unnecessarily—the immense contribution made by South-German 
capital, not just to the financing, but to the technological progress in mining 
and metal-making. In the concluding part of the volume, the essay on “Genesis 
of Industrialism and Modern Science” makes some interesting, though perhaps 
somewhat superficially treated, points on the different position of science in 
England and in France, and particularly on the differences in orientation of 
French and English mathematicians in the 16th and 17th centuries; however, 
not much more emerges than the appearance of mere simultaneity, rather than 
of any intimate connection, between progress in industry and science of the 
period. Not everybody will be able to appreciate the alternatives of the epi- 
logue with its assertion that religious faith is more important than the fruits 
of scholarship for “the things that are closest to our hearts" and that the dan- 
ger of pseudoscientific beliefs is greater than that of dogmatic perversions of 
true religion. These pages will be read with respect as an expression of deeply 
felt personal views and of the urgent need for simple absolute truths in a 
world of relativism where any one of the very uncivilized “civilizations” and 
very uncultured “cultures” is readily regarded as a civilization or a culture. 
But the relation of those things to the essays is tenuous, save perhaps for 
Nef’s sense of loss of spiritual and aesthetic values that occurred in the pro- 
cess of “conquering the material world.” 

The heart of the book lies in the comparison between English and French 
industrial growth from 1540 to 1640. The main fact of a rapid spurt in Eng- 
land, centering upon mining and “heavy industries," is very convincingly es- 
tablished. The attempt to assess the quantitative differences in the rates of 
growth and volumes of per capita industrial output is somewhat less success- 
ful. Although a good deal of factual material is adduced, it is on the whole im- 
pressionistic (especially for France), so that very precise questions receive 
rather tentative and imprecise answers. The clearest case for England's advan- 
tage over France is that of coal output, an area that no one is better qualified 
to treat than Nef, the author of a classic monograph on the subject. With re- 
gard to other branches of English industrial endeavor, modern research has 
arrived at less impressive results. On the whole, it appears very likely indeed 
that, during the period, England's industry grew at a faster clip than that of 
France. Whether, as Nef believes, English industrial output by 1640 came to 
equal that of France is much less certain. 

In interpreting his results, Nef is rather skeptical about attributing much 
importance to the spiritual effect of Protestant doctrines. He sees the main 
effect of the Reformation upon growth in the dissolution of monasteries, which 
transferred lands, rich in coal and iron ore, into private hands that were eager 
to exploit the resources, as well as in a basic change in the nature of demand. 
The demise of the Roman Catholic Church reduced the demand for “things of 
beauty" and created a "vacuum" filled by the new demand for utilitarian 
goods. This change in general economic orientation from "beauty to utility," 
from "quality to quantity" Nef regards as crucial for the emergence of mod- 
ern industrialism and considers it more revealing than any measurable dimen- 
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sions of industrial progress. Incidentally, while Nef the scholar continues 
pounding on the significance of the change, Nef the individual keeps deploring 
it, and at one point even raises the remarkably inappropriate question as to 
whether the beauty of a modern automobile can stand comparison with a me- 
dieval cathedral, a painting of Botticelli’s, or a play of Shakespeare’s. 

Nef’s well-known attack on the Hamilton-Keynes thesis, “Prices and In- 
dustrial Capitalism in France and England,” has been included in the present 
volume, and rightly so since it, too, deals with the origins of “industrialism” 
and has an important bearing upon the comparisons of industrial growth in 
the two countries. The thesis claimed that the influx of precious metals and 
the resulting price revolution with its lag of wages (the “profit inflation") 
were largely responsible for the economic upswing of the period. Nef questions 
the validity of this monetary explanation, just as earlier in the book he was 
much too reluctant to attribute the depression of the 14th century to the ex- 
haustion of easily accessible silver mines on the Continent. Nef certainly suc- 
ceeds in showing that the picture was much more complex than Keynes pres- 
ented it in his Treatise on Money. As Nef argues, the indices used by Keynes 
tended to exaggerate the fall in real wages. Some portion of the laborer’s wage 
was paid in kind; some of the laborer’s foodstuffs came from his own plots of 
land; the soaring timber prices may have raised the cost of production above 
the general level of prices; bread prices did not rise as much as grain prices; 
and, above all, France, which showed roughly the same degree of profit 
inflation, did not experience an upswing comparable to that of England. It 
would seem that Nef has been indeed able to cast some doubt on the thesis, 
but has hardly succeeded in refuting it. Some of his points are telling, others 
are obviously weak. If prices of bread—and beer—rose somewhat less because 
(as Nef claims) of cost-reducing technological improvements, this would mean 
that the wage earners’ levels of consumption fell less than Keynes's figures in- 
dicated, but it would also mean that it had become possible to sustain a larger 
number of industrial workers on a given quantity of staple foodstuffs. And it 
still remains to explore to what extent the new technology in milling and 
brewing, as indeed in industry at large, was not the result of investments first 
induced and then increasingly rendered possible by the “profit inflation.” 

Moreover, only the extent of the fall of real wages is in dispute. The fact 
itself is generally accepted. The available information shows that prices oí 
cereals rose more than those of converted products, a natural enough effect in 
conditions of falling real wages. Nef comments on this circumstance by say- 
ing, “As the price of bread apparently increased more than that of other 
foods, it is possible that the poor replaced bread, cakes, and porridge to some 
extent by other kinds of nourishments, such as herrings, beef, mutton, eggs, 
cheese, and small beer" (p.253). This statement, which gratuitously disturbs 
the ghost of Marie Antoinette, almost certainly reverses the causal nexus. 
During the period, inferior goods showed higher price rises not only within the 
whole group of foodstuffs, but also within the group of bread grains (rye ver- 
sus wheat, which incidentally may explain the plantings of rye on less suitable 
soils under the late Tudors); and elements of this pattern can be observed all 
over Europe from the shores of the Atlantic to the plains of Russia. In fact, it 
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is extremely rare that an economic historian can travel so far and so safely on 
so simple a hypothesis. 

As far as the comparison with France goes, Nef does tend to shift the argu- 
ment when he claims that the lower rates of growth in France despite a similar 
degree of “profit inflation” prove that the price revolution did not inevitably 
lead to a commensurate spurt of industrial development. Inevitability is not 
an operational concept in historical research and the thesis was not argued in 
these terms. There are, however, excellent reasons why England could utilize 
the opportunities afforded by the price revolution more effectively than 
France. There is the absence of the religious wars that continued in France 
until the last decade of the 16th century. More important, however, is the 
basic fact of England’s relative economic backwardness at the start of the pe- 
riod. As Nef himself points out, England’s “concentration of capital in mining 
and metallurgy from 1540 to 1640 was stimulated by the application of tech- 
nological processes introduced with the help of skilled foreign artisans” 
(p.132); the blast furnace probably came to England from France (p.177). 
And the area of productive borrowings from abroad was not confined to min- 
ing and metal making. France, much more advanced, had no comparable pos- 
sibilities at her disposal. Similarly, the English stress on “utilitarian” goods, 
of which Nef rightly makes so much, is in general a characteristic of modern 
industrializations in conditions of backwardness. At any rate, such differences 
in the rate of growth as existed between England and France are unlikely in 
themselves to detract from the Hamilton-Keynes thesis. As far as the latter is 
concerned, we now have some studies dealing with the problems involved, and 
a great deal more research is necessary which will have to utilize very thor- 
oughly for a larger number of countries the mass of price information which 
has been collected since the publication of Nef’s paper nearly 30 years ago. 
But whatever the final judgments, there is no doubt that all such research will 
greatly benefit from the probing questions raised by our author. 

ALEXANDER GERSCHENKRON 

Harvard University 


Postwar Economic Growth: Four Lectures. By Simon Kuznets. Cambridge, 
Mass.: The Belknap Press of the Harvard University Press, 1964. Pp. 
148, $4.25. 


This little book contains Simon Kuznets’ Haynes Foundation Lectures of 
1964, It is a book about postwar economic growth viewed in the very broadest 
perspective. It is concerned, of course, with the pace of postwar growth and its 
more narrowly economic causes. It is still more concerned, however, with the 
wider conditions and concomitants of the growth process. It therefore reaches 
into the political and institutional arrangements under which contemporary 
growth is taking place and considers the consequences which probably flow 
from the arrangements which have been either necessarily or fortuitously 
adopted. In developing his very wide themes, Kuznets brings to bear some- 
thing like the full range of experience relevant to modern growth, that is, the 
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historical record of the developed countries going back into the nineteenth 
century and the international diversity present today in the developed non- 
communist countries and the developed communist countries as well as in the 
numerous underdeveloped countries still trying to launch themselves into the 
growth. process under a variety of institutional forms. 

The variety of issues on which Kuznets at least touches matches the range 
of experience he considers, and it would be quite impracticable—as well as un- 
interesting—to try to catalogue them. A recurrent objective, however, runs 
through the book. This is to trace the consequences of heightened interde- 
pendence among people and nations in a world rendered increasingly diverse 
by economic growth and by the forms of organization adopted to achieve it. 
The potentialities of both cooperative interchange and violent conflict have 
been dramatically enlarged by progress in the means of transportation and 
communication. And while the desire for economic growth and the efforts to 
foster it have become more intense and worldwide in range, the incidence of 
growth has been very uneven, and the distribution of people with respect to 
levels of living and productive power has tended to widen rather than to nar- 
row. To this important element of diversity, one must add another. The sys- 
tems of social and political organization through which nations seek growth 
have also become more diverse. The question Kuznets appears to pose, there- 
fore, is this: are there in the growth process, with its concomitant tendencies 
to interdependence and diversity, the potent seeds of domestic and interna- 
tional strain and conflict? Kuznets’ answer is yes. His view of the matter, all 
too briefly and categorically stated, runs somewhat as follows. 

The desire for modern growth and for the material rewards it promises has 
now spread to all peoples. Modern growth, however, involves a familiar, but 
nonetheless radical, transformation in the economic and social structure of 
countries, a transformation which goes on as long as growth takes place. To 
carry through the required transformation on a sustained basis over many 
years demands a government sympathetic to the expansion of economic activi- 
ty and strong enough to sanction, protect, and cushion the many readjustments 
of social relations implied. Such governments have hitherto been national in 
character and nation-states have proven, so far, to be the only practical and 
effective units capable of organizing the necessary apparatus of power and de- 
cision. The spread of the desire for economic growth has, therefore, been 
matched by the proliferation of independent nation-states. 

In principle, it might be that nation-states and their national governments 
could work together in harmonious cooperation. Concomitant influences, how- 
ever, some of them intimately involved in the growth process itself, decree 
otherwise. Modern growth started in one country, was taken up by a few others 
and then spread in widening circles throughout the world. In short, the time of 
entrance of different countries into the process was uneven. Great disparities 
have, therefore, resulted in the pace of economic advance of different countries 
which, sustained over several decades, successively revolutionized the balance 
of economic and military power. The countries that were advancing under- 
standably wished to exploit the advantage offered them by a new balance, 
while others, just as understandably, attempted to resist the change. Wars 
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were, and are, a natural consequence, and the occasions for war are only mul- 
tiplied by the readjustments of political spheres implicit in the break-up of 
colonial empires, a break-up itself required by the need to establish national 
governments as a basis for economic growth. l 

Not only war, but world war of unprecedented destructive power, appears 
to have been a concomitant of modern growth. The great progress in trans- 
portation and communication which intensified the economic ties among coun- 
tries also tended to create large blocs of interdependent countries. Capital 
flows required to promote growth among laggard countries made for relations 
of dependence. The same progress in transportation and communication, com- 
bined with much higher productive power, meant that when war came it could 
involve large numbers of men and great volumes of equipment sustained in 
combat at distant bases for long periods. 

Finally, Kuznets notes that while national governments have hitherto 
proved to be a prerequisite for growth, governments organized on a variety of 
systems and enforcing a variety of forms of political and economic organiza- 
tion appear to be compatible with growth. We, therefore, find national govern- 
ments presiding not only over democratic capitalist systems but also over 
communist dictatorships or party oligarchies, as well as other varieties of or- 
ganization. The conflict of rival systems then enters to complicate and aggra- 
vate the conflicts inherent in adjusting political influence to a changing bal- 
ance of economic power. 

Kuznets does not present his views as baldly and schematically as I have 
done, and my statement may do him an injustice. In any event, it is clear that 
he does not see economic growth as the sole source of domestic and interna- 
tional strain and conflict. There are other sources of divisive nationalism be- 
sides economic growth and other sources of war between national states be- 
sides shifts in the balance of economic power. 

As already said, the recurrent theme sketched above is only the leading mo- 
tive in a score rich in other material. To mention only two: there are sugges-. 
tive discussions of the costs and consequences of World War II in their bear- 
ing on economic growth, and there is a brief, but balanced, presentation of al- 
ternative interpretations of the generally rapid postwar growth rates and of 
the contrasting postwar growth records of different countries. 

These lectures afford economists a chance to become better acquainted with 
Kuznets in a less familiar mood, not in his empirical, but in his interpretive 
aspect. Few economists dare to leave the borders of economics and the securi- 
ty of statistical measures. Few who do can bring to their excursions Kuznets’ 
historical perspective and imaginative reach, and these lectures suggest that 
the man who has given us so many solid statistical monographs is equally at 
home in the speculative essay. 

MosES ABRAMOVITZ 

Stanjord University 


The Economics of the Developing Countries. By Hta Myrnt. New York: 
Praeger, 1965. Pp. 192. $3.00; paper, $1.95. 
The book-length literature in economic development has tended to divide 
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into two very different classes: into compendia of economic analysis, often 
speciously sophisticated, whose purpose is as much to plead the theoretical 
respectability of the field as to tackle the real problems of development; and 
into popularizations, usually empty of analysis, which move monolithically to 
the conclusion that the problems either are practically intractable or really re- 
quire no more than some simple reorientation. Refreshingly, Professor Myint’s 
work avoids both these extremes, and while brief, it is comprehensive, beauti- 
fully written, and analytically sound. 

Its brevity, however, somewhat limits the audience for the book. Its very 
conciseness makes the problems appear too simple and the conclusions too ob- 
vious to permit its use as a primary text, though parts should prove useful sup- 
plements to both graduate and undergraduate reading lists. On the other hand, 
little will be learned by, the development economist who has long since assimi- 
lated Myint’s seminal articles of the 1950’s and has kept up with recent contro- 
versy. The most appreciative reader undoubtedly will be the general economist 
who would like to know what this field called “economic development” is all 
about and where current thinking in it is leading. 

The book consists of two quite distinct parts. In the first half, Myint re- 
views the process by which the African and Asian countries were absorbed 
into the world economy and the reasons why they failed to achieve steady 
growth. These chapters are basically a synopsis of Myint’s three famous 
“backwardness” articles (Oxford Economic Papers, 1954; Review of Econom- 
ic Studtes, 1954-55; and Economic Journal, 1958) and will solve for many a 
teacher the dilemma as to which article to assign his students. Now as before, 
Myint deals chiefly with the ‘“semi-empty,” as opposed to the initially overpop- 
ulated, countries and focuses primarily on the growth of export crops and of 
foreign-dominated mines and plantations. Two welcome extensions of the ear- 
lier writings are the greater concern for the monetary aspects of the process 
and the clearer picture of the time-dimensions. Not so welcome is the greater 
emphasis on the “cheap labor policy” of foreign entrepreneurs on which 
Myint puts most of the blame for the failure of the “opening-up” to lead to 
sustained growth. Certainly he goes too far in suggesting that the vastly 
higher rates of growth in North America and Australasia were caused by their 
“conventional standard of high wages” (p. 57). 

The next four chapters of the book are largely a critical analysis of what 
Myint feels are the false shibboleths of development policies. One by one, he 
attacks the relevance of the disguised unemployment concept, savings-oriented 
growth theories, the adequacy for planning of the aggregate capital-output 
ratio, the critical-minimum-effort thesis, the need for a big-push, balanced 
growth arguments, the “self-destroying” nature of deficit finance, the de- 
clining world demand for primary products, and the desirability of across-the- 
board protection for domestic manufacturing industries. Needless to say, with 
so many targets and only 80 pages for all, but a few lashes can be devoted to 
each. It is inevitable that some of the criticisms are now well known, the more 
so since Myint’s views are closely attuned to recent trends in development lit- 
erature. Nevertheless several of the strokes are remarkably well directed. 
Readers with stomach left for the balanced vs. unbalanced growth controversy 
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will find Myint’s classifications of the different strands of the theory particu- 
larly lucid, and his discussion of trade policies is excellent. 

Although the book is marvelously coherent and instructive throughout, the 
reader will probably feel disappointed at the end on two counts. One, the early 
chapters on the failure of the “opening-up” to bring about sustained develop- 
ment in the African and Asian economies are not well integrated into the sub- 
sequent discussions of development policies. While knowledge of the causes of 
backwardness in no way insures knowledge of its cures, one would have hoped 
that Myint’s unique insights into the historical process would have led him to 
specific policy recommendations, perhaps even have guided his entire thinking 
about development policy. And two, the generally critical tone of the later 
chapters makes it difficult to recognize Myint’s positive contributions. While 
the final chapter is intended to “bring out the implications of my analysis" (p. 
166), it in fact goes on to new material (i.e., the role of markets, educational 
policy, and foreign aid). 

While The Economics of the Developing Countries offers little that is new, 
it is always useful to know where a man of Myint's stature stands. More im- 
portant, the book is so concise, so clear, and so in tune with general thinking 
that it will provide a valuable benchmark of the state of economic develop- 
ment theory at the mid-1960's. 

RICHARD C. PORTER 

University of Michigan 


Principles of Development Economics. By Henry J. Bruton. Englewood 
Cliffs, N.J.: Prentice-Hall, Inc., 1965. Pp. viii, 376. $7.50. 


Textbooks on economic development tend to be full of anecdotes, colorful 
examples, peculiar special cases, and tables listing economic features of remote 
lands. Professor Henry J. Bruton has written a text without a single footnote, 
without a single table giving data on underdeveloped countries, and absolutely 
devoid of references to his travels abroad. What is he trying to accomplish? 

Making some small modifications to the established body of neoclassical as- 
sumptions and analysis, Bruton tries to isolate key economic principles which 
are especially relevant to the "typical" underdeveloped country. Naturally, 
his approach will not please those economists who do not consider neoclassical 
economics and/or economic calculus relevant to underdeveloped countries, 
especially those who abhor the use of the production function, widely em- 
ployed by Bruton throughout his book. 

After a terse definition of the basic problem faced by developing economies 
(raising per capita income), the book proceeds to catalogue the main sources 
and mechanics of growth for any economy. This is done with the aid of the 
production function concept. Bruton’s presentation of the neoclassical theory 
of production takes into account some of the criticisms levied against it. For 
example, he explicitly assumes that capital, once embodied in a machine 
adapted to a given technique, cannot be used in any other technique, and that 
only a few techniques of production are available to any single industry. His 
discussion of technological change also considers the possibility that techno- 
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logical breakthroughs achieved in labor-poor, capital-rich countries may force 
underdeveloped countries to choose between maximizing output or employ- 
ment, i 
The first 80 pages of the book in effect provide the building blocks needed 
for growth models, although Bruton wisely refrains from presenting the prop- 
erties of any specific model. Attention is given to the implications for growth 
of the existence of interdependent sectors, using the input-output table as a 
framework for the discussion. While a chapter is also included in this first part 
of the book discussing demand and pricing problems, the emphasis is on sup- 
ply conditions throughout the volume. 

After examining in general the sources and mechanics of economic growth, 
the author presents in one chapter the main features of a “typical” underde- 
veloped economy which accounts for its slow growth. This heroic attempt to 
summarize in about 30 pages the great variety which exists among backward 
economies is, of course, consistent with the emphasis of his book on economic 
principles instead of facts and figures regarding underdeveloped countries. 
Nevertheless, one wishes Bruton had included some sort of typology of under- 
development, to make the student aware of key differences which exist among 
underdeveloped countries and the influence which such variety may have on 
the analysis. 

Part II of the book is devoted to capital formation. This section starts with 
an explanation of "the optimal saving problem,” and later on analyzes ways in 
which capital formation may be increased. These include the mobilization of 
unemployed labor, more effective use of existing capital, capital inflows and, 
of course, increasing saving. In this part of the book Bruton introduces some 
of his favorite themes and policies: the importance of an effective taxing ma- 
chinery; the need for flexibility and "capacity to transform" in the economy; 
and the high potential pay-off awaiting a better allocation of existing 
resources. The sections dealing with the possibility that an economy may lack 
the transformation capacity to exploit fully its saving propensity are especial- 
ly clear and well written. 

The economics of the accumulation of technical knowledge and labor skills 
receive as much attention as the economics of the accumulation of physical 
capital. Part III of the book discusses these other possible uses of investable 
resources, treating the accumulation and application of knowledge as well as 
the accumulation of labor skills as just another economic process to which pro- 
duction function reasoning can be applied. The author admits that in these 
fields such reasoning becomes harder to quantify and apply, but argues that 
an attempt to use economic rationale is imperative lest decisions in these fields 
be left in the hands of politicians. In spite of one's sympathy for such a posi- 
tion, it must be granted that the "marginal return should be equated with 
marginal costs" advice flowing from the analysis tends to become formalistic 
and empty. In spite of this criticism, the more than 60 pages devoted to the 
two chapters dealing with technical knowledge and the training of labor con- 
tain much that is stimulating and instructive. The presentation in these chap- 
ters is generally straightforward; however, the discussion of the criteria for 
replacement of machines under conditions of technological change (pp. 
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197-200) is rather confused. After pointing out that sunk costs do not affect 
the replacement decision, the author goes on to use fixed costs as an element in 
the determination of when machines should be replaced when there are pros- 
pects of new and more productive machines being available in the future. 

Part III of the book also includes chapters on the social environment of 
economic development and on population. It is argued that no single environ- 
mental feature is either essential or is an insuperable obstacle to the achieve- 
ment of development, and emphasis is again placed on the need for flexibility 
if an economy is to exploit opportunities which are open to it. Bruton’s views 
on population are strong, perhaps due to his experience in Asia: he claims that 
8 conscious policy aimed at reducing the birthrate should be part of the de- 
velopment program. A typology of underdevelopment would have been useful 
in showing that for countries with relatively high resource/labor ratios (such 
as some Latin American and African countries), such a strong statement may 
be misleading. 

Part IV of the book devotes two chapters to examining the criteria for the 
optimal allocation of investable resources. The emphasis is on showing that no 
simple rule of thumb will yield optimal results, and that one should fall back 
on maximizing the social marginal productivity of investments, modified to 
take into account all possible side and indirect effects, which for this purpose 
should be quantified as accurately as possible. The author explicitly asserts 
that no generalization is possible regarding the optimal sequence of invest- 
ment by sectors of the economy (such as first agriculture, then light industry, 
etc.). 

Bruton's approach to the economics of development becomes even clearer in 
the last part of his book, which deals with money and finance and strategies of 
development. Popular catchphrases and issues, such as the take-off, industrial- 
ization vs. agriculture, big push, etc., are criticized as highly simplified views 
of the problem of growth and as harmful to the understanding of the develop- 
ment process. The usual economic calculus, the author feels, is enough to 
tackle development problems without the need of grand generalizations. The 
discussion of the relation between inflation and economic development is lucid 
and well balanced, and avoids getting involved in the sterile debate between 
“monetarists” and “structuralists.” 

Bruton’s approach will train the student to deal in a logical and careful way 
with the many false issues and misleading simplifications found in the field of 
development. In this respect, this text is to be welcomed most enthusiastically. 
However, rigor has a price, and in this case the price is absence of liveliness 
and occasional lapses into rather empty formalism. The book does not read 
easily and lacks the wit and charm of, say, Kindleberger’s book on the same 
subject. At times Bruton seems perversely intent on making the book unneces- 
sarily forbidding. Thus, in discussing input-output, instead of labelling his 
sectors as "Agriculture," “Industry,” etc., he uses general notation which is 
likely to terrify an undergraduate. On page 12 he starts a discussion of the 
meaning and measurement of capital which may satisfy Mrs. Robinson, but 
which will leave the undergraduate a bit baffled. Perhaps a few footnotes with 
quaint anecdotes would not have been so bad after all. 
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Even an author so fully committed to presenting bare theoretical bones as 
Bruton is, cannot, when writing a text on development, wholly put aside his 
favorite policy biases. At several points in the text, statements in support of 
some policies are made without much elaboration as to their rationale. Thus, . 
in the middle of a chapter on demand and pricing problems, it is stated that: 
“The achievement and maintenance of export markets may depend to a very 
great degree upon the ability of the developing country to provide the world 
with new products" (p. 68). In the chapter on “the nongrowing economy? it 
is flatly asserted that: "To parcel out titles to plots of land to individual peas- 
ants who have no access to credit, seeds, fertilizer, or water except from their 
landlord will surely create nothing but chaos" (p. 118). Two more examples of 
obiter dicta: “But control and red tape do not seem to have the economizing 
effect that simply a high price has. Also, controls and red tape are frequently 
best tolerated by persons least concerned with productive investment" (p. 
138). “(Indeed one may go further and assert that improving the tax system 
is the single most important task confronting the government of the underde- 
veloped country)" (p. 155). 

Foreign trade is regarded throughout most of the text as just one more line 
of economic activity of the underdeveloped economy, with no specific peculiar- 
ities. Bruton deems that exhorting the underdeveloped economy to increase 
the transformation capacity of its economy and to set the price of foreign ex- 
change equal to its social opportunity cost is all that needs to be said to a 
country complaining about foreign exchange shortage. The optimal pattern of 
foreign trade can be determined in the same way as allocation within the econ- 
omy, naturally using taxes and subsidies to eliminate divergences between pri- 
vate and social costs and benefits. This handling of foreign trade highlights 
the virtues as well as the limitations of this text. It provides an excellent gen- 
eral framework for the analysis of development problems, but is likely to leave 
the student a bit cold and uninformed about several policy questions and his- 
torical patterns of trade and growth. Besides this skimpy treatment of foreign 
trade, the text discusses only briefly issues related to foreign aid. 

A substantive criticism may be made of one of the themes of the book. In 
several places Bruton points out that in underdeveloped countries it is com- 
mon to find overvalued exchange rates and interest rates which are below the 
equilibrium rate. He asserts that this leads to misallocation of resources by 
encouraging the use of “too many imports” (p. 106) and of capital intensive 
techniques. Yet, the fact that lucky holders of exchange permits and 
beneficiaries of the subsidized loans of state banks can get part of their for- 
eign exchange and credit needs at rates below those which rule in competitive 
markets does not necessarily lead these entrepreneurs to use them as if they 
had unlimited access to the subsidized resources. Indeed, they are likely to be 
fully aware of the true scarcity value of these rationed resources. Thus, while 
controls may create windfalls for the groups favored by the authorities, it is 
doubtful that they will induce the favored entrepreneurs into using “too many 
imports” or “too much capital.” In fact, of course, overvalued exchange rates 
lead to “too few” imports in the long run via their impact on exports; this is 
certainly a misallocation of resources, but not of the type described by Bru- 
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ton. The policy of rationing foreign exchange and credit by using controls 
rather than equilibrium prices could even be partially defended on the 
grounds advanced by Bruton in his discussion of the policies required to in- 
duce the most “suitable” form of technological change in underdeveloped 
countries. As he points out (p. 193), it is well known that if the supply of all 
factors is perfectly elastic to the individual firm, there will not be an incentive 
for these firms to give any bias to their technological change. Rationing of for- 
eign exchange and of credit would thus help to give a bias to technological 
change in favor of capital and foreign exchange saving, presumably the 
“right” type of bias to have in the underdeveloped economy. 

The over-all judgment on this book depends very much on the views of each 
teacher on the best way to introduce the student to the economics of develop- 
ment and on what development economics should be all about. In spite of the 
minor criticisms made above, the reviewer’s biases on these issues are very 
similar to Bruton’s, and thus I would consider his book one of the best avail- 
able texts in the field. The teacher using it will have the additional windfall of 
holding a monopoly on anecdotes and colorful examples. . 

Cartos F. Diaz ALEJANDRO 

University of Minnesota 


The Morphology of Greek Industry—A Study in Industrial Development. 
By GEORGE Coutsoumaris. Research Monograph Series No. 6. Athens, 
Greece: Center of Economic Research, 1963, Pp. viii, 430. 


The Center of Economic Research in Greece was established to provide: 
' (1) basic research on the structure and behavior of the Greek economy, (2) 
scientific programming of resource allocation for economic development, and 
(3) technical-economic training of personnel for key positions in government 
and industry." The Morphology of Greek Indusiry is a policy-oriented, empir- 
ical investigation of the structure of Greek industry, stimulated to a considera- 
ble extent, it appears, by the association of Greece with the European Common 
Market and the policy problems involved in development within that frame- 
work. 

The book is divided into three principal parts, with an appendix of 54 pages 
of statistical tables. None of the main parts is entirely morphological; some 
attention to the performance and functioning of industry as well as some de- 
scription of government policies toward industry are interwoven throughout 
the book. Part I, however, is largely statistically descriptive, with chapters 
dealing with the number of producing units by industry, output and employ- 
ment size distributions, characteristics of industrial demand, locational pat- 
terns of industry, investment and capital-labor factor mixes, cost structures, 
and forms of business and financial organization. Part II deals with economic 
performance as measured by rates and patterns of growth, factor productivity 
and factor returns, and indicia of scale economies. Part III views the develop- 
ment outlook including an assessment of the probable effects of the Common 
Market in Greece, and some policy conclusions. 

The detailed statistical findings cannot be indicated here. Greece, after 
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rapid industrial expansion between 1923 and 1939, has a manufacturing sector 
which accounts for less than 20 per cent of its gross domestic product. The in- 
dustrial structure has in general changed little since 1930 and is characterized 
in most industries by small manufacturing establishments and, especially in 
textile, clothing, and footwear production, by large numbers of home-estab- 
lishments. Only three-tenths of one per cent of the manufacturing establish- 
ments had 100 or more employees in 1958, and multiple establishment firms 
are rare in most industries. It is concluded that manufacturing suffers from 
“considerable diseconomies of scale” and that horizontal mergers would lead 
to greater efficiency. 

Household demand for manufactured goods, measured with cross-section 
data, is found to be generally income-inelastic, though the elasticity between 
manufacturing output and net national income, based on time series, is in- 
come-elastic. The author argues that because of these elasticities, the expan- 
sion of industry will depend on developments in producer inputs and capital 
goods which might reduce costs and prices for “wage goods” and, in turn, re- 
lease demand for the expansion other sectors. 

Industries which are “raw-material oriented” (e.g., food processing) are 
geographically dispersed while those which are “market oriented” concentrate 
in a few urban centers—Athens in particular. George Coutsoumaris is critical 
of government policies favoring decentralization because of their failure to 
take account of optimal location patterns and to coordinate the over-all de- 
velopment planning. 

Capital-output coefficients are typically broker than those for U.S. indus- 
tries, a phenomenon which is said to reflect underutilization of capacity and 
high inventory requirements of an inefficient marketing system. Capital-labor 
ratios and ratios of the wage bill to capital amortization, interest, and profits 
are computed also, but few conclusions are drawn from them, Following a de- 
scription of the asset composition of firms and sources of investment funds, 
Coutsourmaris provides an interesting analysis of capital markets and the ex- 
tent of corporate enterprise, indicating several impediments to the growth of 
larger-scale enterprise and to development generally. That larger enterprises, 
the development of external economies (e.g., power, transportation), and im- 
proved tariff policies are essential is supported by studies of cost structures 
and interindustry relationships. 

Part II, “Economic Performance,” places these findings in historic and in- 
ternational perspective. It is concluded, perhaps too optimistically, that Greece 
is “on her way toward a second stage of industrial development in which man- 
ufacturing output approaches a balance between consumer and producer 
goods.” But changes have been slow because of narrow markets, political and 
economic uncertainties, and inappropriate government policies, Productivity, 
while rising, is low in absolute terms due to scale inefficiencies, the use of infe- 
rior technologies, an inefficient industrial organization, inadequate managerial 
resources, government intervention, and market imperfections. 

In the concluding part, the outlook is presented in terms of projections 
based on recent experience with national product growth rates and the rele- 
vant income-elasticities. It is then noted that entry into the Common Market 
will require growth in areas in which comparative advantage exists, and these 
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are held to be material-oriented industries, labor-intensive, transport-extensive 
industries, regionalized industries, and intermediate-product industries. The 
size of the market for some Greek industries should thus grow; others will ex- 
perience increased foreign competition and probable contraction. Greek labor, 
which has already flowed to European markets, could be joined by Greek cap- 
ital seeking higher returns, and both could have retrogressive effects. Associa- 
tion with the Common Market, that is, makes the demands for economic reor- 
ganization even more pressing. The short section on policy conclusions indi- 
cate steps to speed such reorganization, the nature of which is anticipated by 
the previous discussion of the sources of inefficiency. 

Coutsoumaris has presented an admirable statistical tableau of the econom- 
ic structure of his country, descriptions of its weaknesses and prescriptions for 
their cure. Yet reading it—and the recent news of political events—hardly 
leads to sanguine expectations. 

ALMARIN PHILLIPS 

University of Pennsylvania 


Chile: una economía difícil. By AwtBAL Pinto. Mexico City: Fondo de 
Cultura Economica, 1964. Pp. 184. 16 pesos. 


Anfbal Pinto is a prolific Chilean who has published many books and 
articles on economic matters: e.g., Finanzas públicas, Hacia neustra inde- 
pendencia económica, Chile: un caso de desarrollo frustrado, and Cuestiones 
principales de la economía. He has been a professor of fiscal policy in the 
University of Chile; founder and president of the Chilean Economic Associa- 
tion; founder, director, and editor of the Chilean economic review, Panorama 
económica; director of the journal of the Faculty of Economics of the Uni- 
versity of Chile; and one of the project directors of the Chilean Economic 
Institute. Along with all this, he has taken an active part in the work of the 
Economic Commission for Latin America of the United Nations. 

In the United States, a person with all these accomplishments would, in all 
likelihood, be an economist. In Latin America, things are not that simple. Pinto 
was a law student when he fell ill and, like Ricardo at Bath, read a bit of eco- 
nomics for diversion. The subject interested him; he continued to read it; and 
finally obtained a year's scholarship at the London School of Economics. In 
this way he joined the sizable group of Latin Americans who are considered 
economists “autodidacta.” Since Smith, Ricardo, and Harrod were also largely 
self-taught, the propriety of considering such a person to be an economist 
must rest on the quality of his work. 

In assessing Pinto, the present work may be taken as typical. Tt began as a 
set of notes for some lectures on the Chilean economy from 1950 to 1963. The 
lectures were never given, but the notes became the basis for a broader study 
of the current problems in economic development and Chile's prospects for the 
future. Pinto uses the word “difficult” in order to get away from the semantic 
and ideological overtones of “rich” and “poor,” “developed” and **underdevel- 
oped." He insists (p. 84) that it is more sensible to agree that the Chilean 
economy is difficult than to argue endlessly about its richness or poverty. 
While accepting that-the same can be said of many other economies, he points 


, 
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out that the Chilean economy is small and has reached the end of the “easy 
stage" of import substitution, and that the Chilean social and political struc- 
ture is responsible for all sorts of complications in the process of economic de- 
velopment, many of them unknown. The solution suggested is the discovery of 
a "more complicated model” of economic development which would combine 
“the complete transformation of the economy, a new type of ‘opening’ to the 
outside world, the achievement of greater autonomy in its workings, and—last 
but not least—a distribution of resources and income which would take into 
account and satisfy the aspirations of that sizable part of the population which 
has, up to now, remained at the margin of the development process in the last 
decades” (p. 10). 

The problem posed is respectable enough, but Pinto’s analysis is not quite 
adequate. The argument proceeds on a level of rigorous superficiality. When- 
ever things begin to get interesting, he throws up his hands and moves on to 
another point, either because the data for a proper discussion are lacking or 
because there “is not time” for a longer exposition: 


As the Institute study frankly states, one of the most serious omissions 
in the data is that referring to the changes in income distribution. The 
only reason for that is the refusal of the responsible institution, the De- 
velopment Corporation, to release the official figures covering the years 
after 1954 (p. 40). 

Most of the data concerning industrial production do not lend them- 
selves to a detailed examination of the problem (p. 46). 

With respect to the problem of relative prices, the global figures on 
hand do not help analyze the problem or shed much light on it, either 
(p. 48). 

It is not possible on this occasion to inquire in detail into the causes 
of this phenomenon [weakness of investment], the importance of which 
in the development process must be emphasized (p. 56). 

We cannot analyze the problem [sources of funds] in detail (p. 115). 

The problem [of stability] has been debated urbi et orbi, and we 
cannot consider all of the arguments about it (p. 116). 

It hardly requires excuses to confess that we cannot make any further 
progress in the analysis of these questions [foreign trade] (p. 128). 


Then, when statistics are actually produced, they are presented in tables 
full of careless errors: units are cited when thousands of units are meant 
(p. 108); some columns have no headings at all and are quite meaningless 
(p. 48); while, in other tables, several columns have the same heading but 
contain different figures (p. 51). The text itself appears to have been dictated 
or written at high speed. It abounds in clichés and repetitions. But, once the 
reader understands that the author is not a trained economist or a prose sty- 
list, the book can be read with profit. It presents the same sort of interesting, 
but hardly penetrating, description of a country's economic problems that 
magazines like Vision or Newsweek occasionally publish. They do nicely until 
& proper study can be completed. 

I. H. Orro 

Monterrey Institute of Technology, 

Mexico 
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Economic Systems; Planning and Reform; Cooperation 


Techniques of Economic Forecasting. An Account of the Methods of Skort- 
Term Economic Forecasting Used by the Governments of Canada, 
France, the Netherlands, Sweden, the United Kingdom, and the United 
States (with an introduction by C. W. McMahon). Paris: Organization 
for Economic Co-operation and Development, 1965. Pp. 173. Paper, 
$3.75. 

Quantitative Planning of Economic Policy. A Conference of the Social Sci- 
ence Research Council Committee on Economic Stability. Edited by 
Bert Hickman. Washington: The Brookings Institution, 1965. Pp. xiii, 
279. $7.95. 

Economic planning is a field which is almost as broad as all of economics. 
Since a plan is an expression of the wishes of the policy-makers there arises at 
the very onset the problem of formulation of a preference function. The pref- 
erences must be translated into policy objectives which require the construc- 
tion of a (explicit or implicit) model of the economy. To find out how best to 
achieve the objectives it is necessary to make conditional forecasts of econom- 
ic development; to make the forecasts, a knowledge of quantitative relations 
within the economy is needed. If plans are to be implemented, the economists 
must be aware of the political and administrative processes within the econo- 
my. If successive plans are to improve, an appraisal of past performance and 
an analysis of the causes of failure are essential. 

The complexity of tasks and the multiplicity of talents which are required 
make collective publications particularly welcome. Much can be learned 
through a comparison of experiences of different economists dealing with 
similar problems, as well as from the comparative treatment of various aspects 
of the planning task. The two volumes under review rely, respectively, on the 
two approaches. The OECD concentrates on short-term national forecasting, 
which is an indispensable building block in the formulation of national short- 
term plans and policies. The Brookings Institution collection looks at a whole 
gamut of planning problems, from the formulation of policy-makers' prefer- 
ence functions, through econometric model-building, to a reconciliation of the 
approach of the mathematical economist-planner with that of a pragmatic pol- 
icy-maker. 

Both volumes draw on international experience. The OECD gives an ac- 
count of short-term forecasting methods of the governments of Canada, 
France, the Netherlands, Sweden, the United Kingdom, and the United States. 
Of the eleven chapters of the Brookings volume, five discuss national planning 
experience. Of these two are devoted to the Netherlands, two to Japan, and 
one to France. 

The two collections give the reader a vast menu to select from, and they 
contain some excellent morsels, Unfortunately these morsels do not amount to 
much of a meal. As in most reprints of conference papers, there is a lack of 
common purpose and of a uniform standard which would make the separate 
pieces add up to an integrated whole. The editors of the two volumes fought 
valiantly to forge unity out of confusion and to draw some general conclu- 
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sions (the palm goes to C. W. McMahon who performed a tour de force in 
writing & clear and concise summary of the achievements and problems of 
short-term forecasting incorporating the information given in the various na- 
tional essays) but, short rewriting the component essays, they had to satis- 
fy themselves with a limited success. 

Take the OECD volume. The purpose of putting together the experience of 
Six countries is, presumably, to permit a comparison of the success of the var- 
ious national forecasting techniques. The degree of success of applying method 
X to country A cannot be readily compared with the degree of success of 
applying method B to country Y. Ideally one might want to see the results of 
application of diverse techniques to a single country, or of a single technique 
to diverse countries in order to learn something about forecasting methods as 
well as about the problems of forecasting under diverse institutional systems. 
Since the papers relate national experiences, one could hardly hope that any of 
them would undertake such a formidable research task. However, it would not 
be too much to ask for a uniform exposition of the methodology and at least 
some discussion of the success of forecasts using, if possible, comparable meth- 
ods of measurement of forecast fit. Even this more modest requirement is far 
from being satisfied. 

Of all the papers the one on Sweden comes closest to telling the reader how 
the forecasts are made and how good is the fit. The exposition is lucid and in- 
formative, though it would gain from a comparison between the results of the 
final forecast and of the econometric forecast which is run as a sort of a check 
on the more informal procedure used by the government. The Dutch who have 
spent years on model-building and on rigorous testing on forecasts have con- 
tributed a very skinny paper. The reader would learn much more by turning 
to C. A. Van den Beld's admirable essay in the Brookings volume. 

The Canadian essay shows how and why things are done in that country, 
but some crucial questions are left unanswered. For instance we are told 
(pp. 47-50) that the forecasts utilize the results of a periodic capital invest- 
ment intentions survey. À chart on page 49 shows that the survey has a sys- 
tematic bias, but it is never revealed whether the forecasters try to correct for 
the bias or whether they accept its presence with fatalism. No attempt is made 
to discuss the fit of the forecasts. 

'The other essays are much less informative, with the prize going to the five- 
page piece on French forecasting. It ‘may be noted in passing that Mr. Cazes's 
piece in the Brookings volume which deals with long-term features of the 
French plans is equally unrewarding. What the French planners say in fact is: 
“we are giving to our patient an excellent patent medicine called ‘active plan- 
ning. It contains input-output tables, target figures, horizontal and vertical 
commissions and several secret ingredients. As the chief doctor, M. Massé, has 
said in a recent Econometrica article, the question to what extent are French 
plans implemented is ‘ambiguous.’ Moreover, we should not ask whether the 
medicine does good or whether it harms the patient, because the unshaken be- 
lief in its efficacy is an essential condition for the medicine's success." 

The high point of the Brookings volume is reached almost at the start. In 
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Chapter 2, Professor Theil gives a lucid, accessible, yet profound discussion of 
the problem of “Linear Decision Rules for Macrocynamic Policy Problems.” 
The essay manages to show in twenty pages the advantages as well as the 
weaknesses of a quadratic preference function for policy-making purposes, 
and demonstrates how the method applies to short-term planning. 

Two theoretical chapters by Karl A. Fox and Erik Thorbecke and by Jati 
K. Sengupta show that the authors have looked at many short-term forecast- 
ing and policy models and that they are well acquainted with the arcana of 
latest econometric thought. The few readers who are expert econometricians 
will, doubtless, disagree with this or that point, but will find most of the treat- 
ment sound if not very novel. The many whose econometric training is 
deficient will realize how much learning it requires just to understand what 
the authors say, let alone compete with them. For the authors it was doubtless 
useful to write down a concise summary of their knowledge. The readers will 
primarily benefit from the copious footnotes. 

A bridge of sorts is provided between theoretical model-building and practi- 
cal planning policies by E. S. Kirchen and Lucian Morrisens who have pro- 
vided a chapter on “The Objectives and Instruments of Economic Policy" based 
largely on a collective work entitled Economic Policy in Our Time. The chap- 
ter catalogues all the familiar policy goals (full employment, balance-of-pay- 
ments stability, etc.) and all the familiar policy instruments, and does very 
little else. The closing chapter by Charles C. Holt entitled “Quantitative Deci- 
sion Analysis and National Policy: How Can We Bridge the Gap?" is much 
more rewarding. It shows what are the possibilities as well as the limitations 
of quantitative planning in the context of policy-making by the U.S. govern- 
ment. 

If the reader learns anything from the Brookings Institution volume it is 
that the Dutch are at the forefront of the theoretical as well as practical work 
on short-term planning. Theil’s discussion of the formulation of a policy- 
makers' preference function should be read in conjunction with William Hes- 
sel’s “Qualtitative Planning and Economic Policy in the Netherlands” 
(Chapter 7 of the collection) in which it is shown how conditional forecasts 
are used in arriving at a policy consensus. Van den Beld’s chapter on “The 
Short-Term Planning Experience in the Netherlands" tells in detail how the 
conditional forecasts are made, and evaluates the results of policies. This sort 
of unity (which should have permeated the whole book) is marred by some 
minor discrepancies in treatment. For instance in Van den Beld's essay the 
1956 economic situation and the 1957 forecast are presented (on p. 155) in 
1956 prices, and in Hessel's essay (on p. 171) in 1955 prices. Van den Beld 
discusses the tragets of the Central Planning Bureau (which on p. 155 are 
mistakenly labeled as “Effects of the Program on 1957 Outcome"), whereas 
Hessel deals with the targets of the Social and Economic Council which were 
changed before being incorporated in the plan. The relations between the two 
sets of targets are never made clear. The resulting confusion could have been 
eliminated through more careful editing. 

If any reader needs to be convinced that in some countries there is a vast 
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gap between the theory and practice of economic planning, he should turn to 
the two chapters by Shishido and Watanabe, which show how the Japanese 
economy has been steadily running away from the planners, The Japanese 
plans have been overcautious and poorly “balanced,” and they have had very 
little impact on the country’s development. Whether the Japanese economy 
suffered or benefited from the lack of planning is something of a moot point. 

Both the OECD work and the Brookings volume have useful references, 
and the Brookings volume has an index. 

STANISLAW H. WELLIsz 
Columbia University 


Economic Policy in Our Time. By E. S. KIRSCHEN AND AssOCIATES. Vol. I: 
General Theory; Vol. IT: Country Studies: United States [O. Eckstein], 
United Kingdom |F. Blackaby], and Norway [J. Faaland]; Vol. IH: 
Country Studies: Belgium [L. Morissens], Germany [H. Besters], the 
Netherlands |F. Hartog], France [J. Benard], and Italy [E. Tosco]. 
Chicago: Rand McNally & Co.; Amsterdam: North-Holland Pub. Co., 
1964. Pp. 474; 224; 482. $12.50; $6.00; $12.50. 


Volume I attempts to generalize the practice of economic policy in eight 
Western countries between 1949 and 1961. It is accompanied by two volumes 
reporting actual measures taken. Readers will be disappointed if they expect an 
expansion or new explorations along the frontier of the theory of economic 
policy scouted so admirably by Jan Tinbergen nearly a decade ago.! However, 
nothing in economic literature approaches the present authors’ threefold aim: 
(i) to classify the instruments and objectives for a large and representative 
part of Western economic history since World War IT; (ii) “to compare and 
contrast the economic policies actually followed in our countries since 1949”; 
and (iti) “discuss the ways in which policies are in fact formed and difficulties 
of their execution" (Vol. I, p.v). These are admirably accomplished, but alas 
they aren't enough. The names of Professor Kirschen's associates create expec- 
tations which remain unfulfilled. By restricting their investigation to a taxo- 
nomical description of economic policies we are denied, as they acknowledge, 
learning anything new about the efficacy of policies and the economic mecha- 
nisms by which measures achieve aims. Their excuse for having stopped short 
of venturing into what economists generally consider their proper realm is 
they “had enough to do without it" and in doing so “would have had to reach 
agreed views on a number of the more disputed points in present-day econom- 
ics. This would not have been practical" (I, p.vii). In sum, we are told only 
about the decision-making process and decisions actually taken, but virtually 
nothing about the time lapse before the actions achieved or failed to achieve 
the desired objectives, nor about the conflicts, interactions, and feedbacks 
within and between instruments and objectives. 'The book should be judged, of 
course, by how well it accomplishes its aims, but my disappointment is no less. 

Volume I, subtitled General Theory, is the joint product of all nine authors. 
In Part I they use the terminology and framework of analysis developed by 


*Jan Tinbergen, Economic Policy: Principles and Designs, Amsterdam 1956, 
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Jan Tinbergen and the postwar experience of the six Common Market coun- 
tries, together with Norway, the United Kingdom, and the United States, to 
prepare a standardized classification of instruments and objectives “which will 
be suitable for any developed country with a capitalist or mixed economy" (J, 
p.v). Twelve objectives were chosen to describe the aims of countries between 
1949 and 1961 (I, pp.5-6): 
Mainly short-term (conjunctural) 
1. Full employment 
2. Price stability 
3. Improvement in the balance of payments 
Mainly long-term (structural) 
Major 
4. Expansion of production 
5. Improvement in the allocation of factors of 
production 
6. Satisfaction of collective needs 
7. Improvement in the distribution of income and 
wealth 
8. Protection. and priorities to particular regions 
and industries 


9. Improvement in the pattern of private 
consumption 

10. Security of supply 

11. Improvement in the size or structure of 
the population 

12. Reduction in working hours. 


Certainly every economist could question both the list's limitations (why 
are increasing productivity and rising real wages omitted?) and the distinction 
between essentially conjunctural and long-term, e.g., full employment and im- 
provement in the balance of payments for the United States appear to require 
considerable structural change; but each reader would probably agree with 
the authors’ desire to “keep the number of objectives as small as possible" (1, 
p.6). 

'The authors discuss five families of instruments: public finance, money and 
credit, exchange rate, direct controls, and changes in the institutional frame- 
work. All together, 63 instruments are enumerated as having been used be- 
tween 1949 and 1961, serving the authors claim, 303 objectives. 

"Considering the whole field of economic policy," they state, "the public 
finance family of instruments was the most important one" (I, p.148). This 
conclusion is based, like most of the others, not on the results of empirical in- 
vestigations, but rather on the authors’ agreed collective opinions. This is a 
relatively new technique of nonparametric analysis which, I suppose, will be 
used more frequently owing to the increasing costs of statistical studies. The 
method has the obvious advantages of being economical, but the disadvantage 
of being subject to the particular biases of its practitioners. 


224 THE AMERICAN ECONOMIC REVIEW 


In Part IT the authors develop their theory of the decision-making process 
by which objectives and instruments are chosen. The principal policy-makers 
are parliament, political parties, government (politically appointed officials), 
administration (permanent civil service and associated agencies), interest 
groups, foreign and international influence, and courts. The authors state: 
“The role of Parliaments . . . is a declining role in the decision making process 
...? (I, p.159), which they explain by the expansion of public policies (I, 
p.164) and "through the development of parties as disciplined and auton- 
omous bodies. . ." (I, p.193), but this is not supported by any analysis and 
rests, like most of their other statements, on their collective opinions. The au- 
thors propose a law about the distribution of influence between the important. 
policy-makers: “the influence of the Administration is an inverse function of 
that of the interest groups and the political parties" (T, p.236). Again, I re- 
gret that they did not attempt to analyze and illustrate the relationship, nor to 
explain whether the casual relationship is only from interest groups and polit- 
ical parties towards the administration or whether all three are dependent 
upon other factors, too. 

The authors also conclude that short-term objectives take priority over 
long-term ones (due to the priority of the urgent), but this is later weakened 
by their statement that the long-term objective of economic expansion pro- 
vided the chief focus of policy in France, Italy, and Norway throughout the 
entire period, was dominant in Germany during the first half, and rose to the 
first rank by the end of the period in Belgium (I, p.348). Further, they be- 
lieve that there is less disagreement over objectives than over the instruments 
to achieve them, because instruments affect different economic and social 
groups. While global multipurpose instruments are preferred to the more 
efficient instruments because the former have a greater probability of success, 
the authors formulate another law that instruments are preferred “in inverse 
ratio to the degree of intervention that they involve" because intervention car- 
ries a psychological cost (I, p.243). 

A final chapter in this part discusses time lags between the recognition of a 
public policy issue and the taking of. decisions to deal with it. This a useful 
addition to the theory of economic policy, since economists generally empha- 
size the efficiency and time dimensions of instruments after the decisions have 
been made. The authors expect the time lag to increase because society is de- 
veloping better-organized interest groups and international institutions which 
add a new consultative period to the decision-making process. 

Part III concludes Volume I by highlighting the general characteristics of 
economic policies for two short-run objectives (inflation and recession) and 
two long-term objectives (expansion of production and improved income dis- 
tribution). There are also two final chapters on international cooperation and 
European economic integration. This part of the book, unfortunately, makes 
little effort to utilize or illustrate the theories developed in Part II and, for 
those familiar with Maddison's account of postwar European economic 
growth, these chapters will add little.* 


? Angus Maddison, Economic Growth in the West, New York 1964. 
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Volumes II and III contain eight country studies, each from 70 to 150 
pages. While each was prepared by a different economist, there are only minor 
differences in description, analysis, and style. The terminology of objectives 
and instruments developed in Volume I is used uniformly to describe each 
country's economic policy between 1949 and 1961. À brief summary of the 
important political and economic events introduces each study, followed by a 
section on short-term policies and another on long-term ones. The principal 
objective was to present an exhaustive chronology of each policy measure 
taken, and for this reason these volumes will be immensely useful for further 
work, but timetables make painful reading. 'There are few similar studies, but 
anyone who has read, for example, Dow's analysis of postwar economic policy 
in Britain will be disappointed by these colorless accounts.? 

There is very little correspondence between the complex power relationships 
which form the basis of the theory of economic policy presented in Part II of 
Volume I and the play-by-play description of policies actually implemented in 
Volumes II and III. In spite of the introduction's caveat that the method of 
presentation inadequately reflects the interdependencies, one cannot help but 
conclude that the implicit practices of the policy-practitioners confirm Tinber- 
gen's ten-year-old description. He called them “incoherent” because the in- 
strument changes are: 


... more or less arbitrary . . . and if after some time they appear to have 
been insufficient, something more is done. Or, if the first change over- 
shoots the mark, a change is made back in the opposite direction. . . . 
Measures regarding various instruments are taken separately . . . to some 
extent based on the belief that there is & one-to-one correspondence be- 
tween targets and instruments (op. cit. pp. 54-55). 


Tinbergen hoped that the interrelations and simultaneous considerations 
could in the future be considered, but these country descriptions lead one to 
conclude that the practice of economic policy is far removed from contempo- 
rary theory. 

In sum these are not easy volumes to evaluate. The theory of economic pol- 
icy presented in Volume I adds a new dimension to Tinbergen's insofar as it 
defines the power relationships and time lags existing prior to applying an eco- 
nomic instrument, but no attempts were made to measure or evaluate the 
efficiency of the instruments now or to tell when or how objectives were at- 
tained. Explicit models would bave made the volume more useful to econo- 
mists. The two volumes of country studies are clearly not designed for con- 
tinuous reading, but they do provide excellent references for further studies of 
economic policies. 

WavNE W. SNYDER 


Organization for Economic Cooperation and Development 
* jJ. C. R. Dow, The Management of the British Economy, New York 1964. 
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Business Fluctuations 


Gold and the South African Economy—The Influence of the Goldmining 
Industry on Business Cycles and Economic Growth in South Africa 
1886-1961. By Leo Katzen. Cape Town: A. A. Balkema, 1964. Pp. 
115. $3.00. 


Leo Katzen’s book, a revised version of his M.Sc. thesis written in 1954 for 
the London School of Economics, examines the influence of the gold mining 
industry in South Africa on the country’s business cycles. Since the amount of 
gold produced in South Africa has shown a remarkably steady climb, with lit- 
tle trace of cyclical fluctuations, the influence of gold mining on business cy- 
cles has obviously been stabilizing. The notable declines in gold production 
in the early 1920's and mid-1940's follow such exogenous influences as strikes 
and war, while the accelerated increases in the industry’s rate of growth in 
the late 1930’s and 1950’s are the result of devaluation and windfall new dis- 
coveries of gold. 

The stability of the rise of the gold mining industry in South Africa is 
based on the fixed dollar price for gold since 1934. The theory of gold produc- 
tion, in a world anchored to a fixed gold price as a “built-in stabilizer,” is out- 
lined very well by Katzen in the first two chapters (pp. 1-14) of his book. 
These are the two most valuable chapters of the book, since they relate recent 
trade-cycle theory to older studies such as Professor Frankel’s classic Capital 
Investment in Africa. 

The remaining four chapters (100 pages) of the book are less likely to cap- 
ture the attention or confidence of the reader. His conclusion, that gold mining 
has been a stabilizing influence on the South African economy, but not as 
much (particularly in the discovery stages) as a pure theorist might in his 
dreams expect, is pretty obvious and unexciting. - 

Katzen concludes that the future of gold mining as a major sector of the 
South African economy seems assured for some time to come, but it should be 
noted that its continued expansion is not assured. The mining companies are 
increasingly moving into industrial activities, in recognition of the limited 
scope for future growth of gold output. Failing Dr. Busschau’s touted medi- 
cine of an increased price for gold, it is generally expected in South Africa 
that a ceiling on annual gold output will be reached in about seven years at 
the outside. Government planners and private entrepreneurs are looking to 
manufacturing industry to provide the expansion which will maintain the 
country’s rate of growth at an average of 5.5 per cent. 

Katzen’s book has some valuable nuggets buried in it, but one has to dig. 
Trade-cycle theorists may be put off by the technicalities of South African 
gold statistics, while those specially concerned with the gold mining industry 
may find the application of trade-cycle theory to their subject an unfamiliar 
exercise. Chapter 4, on the importance of the gold mining industry in the 
South African economy, goes over old ground (see, for example, Chapter 5 of 
Houghton’s The South African Economy). The following chapter, on the 
effect of the gold mining industry on South African trade cycles, is a rather 
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uninspiring application of gold mining statistics to Professor Schumann's 
studies of the South African trade cycle. 

Katzen's main contribution is a refinement of the theory of the stabilizing 
influence of gold production in a fixed-gold-price world. It is, of course, a spe- 
cial case since in no other country does gold production play as important a 
role in the economy as it does in South Africa. 

Jouu A. MARLIN 

Washington, D. C. 


Money, Credit, and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Inflation and the Theory of Money. By R. J. Batt. Chicago: Aldine Pub- 
lishing Co., 1964. Pp. 313. $7.50. 


This is a selective survey of inflation theories, intended for graduate stu- 
dents. Much of the book develops the author’s own theory, a synthesis of de- 
mand-pull and wage-push views. 

The first four chapters compare simple Keynesian and quantity theories. 
Two long chapters then analyze the determination of wages under unions and 
the pricing policies of modern business. Another two chapters develop the con- 
nection between expenditures and the demand to hold money, following the 
conventional theory of asset demand. A final two chapters discuss the 
inflationary process and the problems of preventing inflation. For students in 
a hurry (and who isn’t?), Chapters 6, 7, and 10 present the author’s theory 
and can be read separately. 

R. J. Ball wants to unify the confusing diversity of inflation theories, and 
for his own contribution he purposely combines wage push and demand pull, 
elsewhere usually treated as alternative explanations. The combination is 
achieved by making wages and aggregate expenditures a function of the same 
variable—expected profits. A rise in expected profits raises aggregate expendi- 
tures through an expansion of investment and a reduction of business money 
holdings (which raises monetary velocity). Expected profits depend in part on 
projections of current levels of activity and unemployment. A rise in expendi- 
tures and output, therefore, raises expected profits further. The upward move- 
ment does not continue without limit: when all idle money balances have been 
activated or interest rates rise fast enough, the expansion stops unless the 
money supply increases. The model takes the quantity of money supplied as 
exogenous and constant. 

Wage costs are brought in on the argument that they determine prices in 
the short run. Corporations set prices, not to clear the market, but to maintain 
a “satisfactory” long-run growth. Management ignores short-run changes in 
demand but not in costs, of which wages are the key item. In the unionized 
sector, bargaining determines wages. Ball portrays unions as pushing relent- 
lessly for higher and higher money wages, but tempering their demands when 
unemployment increases. This relates wages to expected profits, since the latter 
depend in part on current unemployment. Employers’ resistance to union wage 
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demands also depends on expected profits. Union wage gains set the pattern 
for nonunion industries through a mysterious "transfer mechanism" which 
Ball borrows from the literature on labor markets but does not clarify. 

His model specifies, given certain parameters and a constant money stock, a 
particular rate of change in prices. Even if profits are not expected to change, 
wages and prices still rise because of union pressures. If profits are expected to 
increase, aggregate demand expands, and wages (and prices) rise faster. The 
rate is not arbitrary: A higher rate is not possible, because expected profits 
- would then rise less rapidly or be reduced, thus restraining the rise in wages. 
A lower rate is not possible, because the expansion in aggregate expenditures 
would then deplete inventories and raise expected profits, thus allowing wages 
and prices to rise faster. While an increasing money supply could keep the 
inflation going forever, a constant supply eventually stops it. When the rise in 
velocity tapers off, aggregate demand falls and expected profits decline, which 
increases unemployment and restrains wages. Expected profits then fall far- 
ther, despite the slower rise in wages. Autonomous investment acts as a floor 
to this downward spiral. The model seems to imply cycles rather than irre- 
versible upward movements. Expected profits play a role here similar to that 
of inventory investment in accelerator theories of the business cycle. 

What is new in Ball's model? Although consistent with much recent writing, 
it goes further and makes the pace of inflation depend explicitly on both wage 
bargaining and aggregate demand. 

What does the model help explain? I believe it has quite limited applicabili- 
ty. It describes a velocity inflation, as might occur during an investment boom 
like 1955-56. The synthesis of cost and demand factors serves no purpose un- 
less the rise in prices during such a boom is significantly affected by the rise in 
wages. I see no evidence of this and much to dispute it. Moreover, most 
inflations (including the creeping variety of current interest) do not depend 
on increasing velocity. Most reflect excessive growth in the money stock. A 
common view is that the monetary authorities, in order to keep unemployment 
from rising, reluctantly create enough money to underwrite wage bargains 
that exceed gains in labor productivity. Whether that view is correct or not, 
profit expectations do not play a central part. When expenditures rise more 
rapidly than velocity does, the crucial question is how and why the money 
supply increases, which Ball’s theory does not deal with. 

Ball applies his theory to a period like the 1950's in this country and Brit- 
ain, when velocity did rise considerably. But the rise in velocity over the de- 
cade can be attributed initially to a belated adjustment to wartime increases in 
the money stock and then to the upward trend in interest rates and to related 
financial developments, and only in certain years to a rise in profit expecta- 
tions. Ünion wage gains may have affected the timing of those price move- 
ments but not the over-all increase. To conclude, as Ball does, that the rise in 
velocity during the 1950’s reflected a rise in expected profits implies, contrary 
to fact, that velocity would fall to its original level when expected profits re- 
turned to normal. Such expectations help explain short-run fluctuations in ve- 
locity but not the long-run movements. Substituting interest rates for expected 
profits in the model does not preserve the synthesis, because the two variables 
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do not always move in unison and because wage increases are not closely re- 
lated to interest rates. 

Although of limited empirical applicability, the theory in Chapters 6, 7, and 
10 can still be recommended to graduate students (and their teachers). Ball 
gives a useful discussion of the many problems of devising a theory of 
inflation. 

Pritire CAGAN 

National Bureau of 

Economic Research 


The Financial Sector and Economic Developmeni—ihe Mexican Case. By 
Rosert L. BENNETT. Baltimore: The Johns Hopkins Press, 1965. Pp. 
viii, 210. $6.95. 


It is Robert L. Bennett's thesis that Mexican financial institutions and pol- 
icies have played a strategic permissive role in the country's recent develop- 
ment. While he does recognize the important entrepreneurial activities of some 
of these institutions (the Nacional Financiera, for example), Bennett has pre- 
ferred to analyze the ways in which policy has been used to prevent financial 
bottlenecks from spoiling the plans of businessmen and government officials 
who have been the primary undertakers of innovative activity. 

It is probably impossible actually to demonstrate that financial policy has 
been crucial to recent Mexican development. Nevertheless, Bennett does pre- 
sent an interesting case. He first builds a model of an economy in transition 
from a traditional state, in which per capita income is constant, to a state in 
which per capita income is growing. Arguing that the Mexican case resembles 
his model in all essential respects, Bennett proceeds to evaluate the role of 
Mexican financial institutions and financial policies in terms of the model. 

The traditional economy is dominated by traditional finance. Net and re- 
placement investment are derived mainly from internal funds of the firm and 
from short-term bank loans. Poorly organized capital and money markets 
create severe difficulties for those who wish to raise funds outside the highly 
personalized sources of traditional finance. But a transitional economy re- 
quires innovative investment. Such investment is made by entrepreneurial ele- 
ments outside the bailiwick of traditional business and traditional finance. 

Most economists will recall the capitalist-banker, whose role it is in the 
Schumpeterian system to provide entrepreneurs with innovative, albeit 
inflationary, capital In Bennett’s traditional economy, there are few such 
bankers. Hence the problem for planners becomes one of innovational finance 
—the creation of institutions which can wrench financial capital from the tra- 
ditional sector and put it in the hands of innovating entrepreneurs, preferably 
in a way which avoids inflation. 

Apart from using the fisc, government planners might both manipulate ex- 
isting financial institutions and create new ones to compete with or comple- 
ment existing ones. Existing institutions can be forced to invest in innovative 
projects of both government and private business. Government banks can be 
created to service new industries. The trick is to use the system of regulation 
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and new banks in a way which avoids inflationary finance and which does not 
weaken existing traditional banking institutions. The latter’s short-term liabil- 
ities militate against the heavy use of their assets for long-term innovative in- 
vestment, and they tend to specialize in liabilities preferred by traditional sur- 
plus-spending units. 

Government banks can only partially compete with traditional banking and 
financial institutions in providing acceptable liabilities to the saving public, 
mainly because the assets of government financial institutions tend to special- 
ize in long-term securities from innovative borrowers. This means that short - 
of additional governmental funds raised from taxes, government financial in- 
termediaries must raise noninflationary finance from other intermediaries. 
This can be done in three ways. First, from government capital grants or loans 
financed by sales of government securities to private financial intermediaries 
who correspondingly reduce private loans. Second, from foreign borrowing. 
Third, from sales, forced or voluntary, of government or intermediary liabili- 
ties to private intermediaries. 

So managed, such a financial system would come to take on the following 
characteristics: First, a system of private financial intermediaries whose lia- 
bilities, relative to the governmental intermediaries, are specialized to business 
and individuals and whose assets are relatively specialized to government se- 
curities and liabilities of other intermediaries. Within its holdings of private 
obligations, the private intermediaries would specialize in short-term, as op- 
posed to long-term, loans and investments. Second, government financial inter- 
mediaries would have liabilities heavily weighted by borrowings from other 
intermediaries and by foreign debts. Their assets would emphasize long-term 
loans and investments and might even predominate over the private financial 
intermediaries in loans and investments made in the private business sector. 

Basically, this is the story Bennett tells for Mexico. By the early 1940's, 
Mexican financial legislation had evolved an elaborate system of controls and 
governmental intermediaries. This system was manipulated in subsequent 
years for the purpose of channeling finance into the points of the economy 
which the government sought to promote—presumably the innovative sector 
—and also for the purpose of preventing such promotion from resulting in ex- 
cessive inflation. The success of this financial program may be seen in the pro- 
gressive mildness of inflation in Mexico from 1945 to 1960 and in the sus- 
tained rapid rate of growth in per capita real income. This experience may be 
sharply contrasted with the high degree of inflation both in Mexico before the 
system of controls and institutions were perfected and in other Latin American 
countries. 

This generally favorable picture of Mexican growth was associated with 
changes in the characteristics of financial institutions which. might be expected 
on the basis of Bennett’s model. Between 1944 and 1959 private intermediar- 
ies increased their holdings of government securities from 8 per cent of the 
holdings of such securities by the whole financial sector to 55 per cent. In 
1959, private intermediaries accounted for only 41 per cent of financial-sector 
loans (and 38 per cent of long-term loans and investments) to private busi- 
ness and individuals, as opposed to 60 (and 55) per cent in 1944. Private in- 
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termediaries in 1959 held 80 per cent of the total financial system’s holdings 
of intermediary liabilities, whereas in 1944 they held 62 per cent. In the 
meantime, of course, the movement of the assets and liabilities of government 
intermediaries moved in exactly the opposite direction. In addition, govern- 
ment financial institutions contracted for all the foreign debt held by the 
financial system (mainly through the Nacional Financiera). While all this was 
happening, the government and private financial intermediaries maintained 
roughly the same size relationship to each other in terms of assets of the whole 
financial system. 

This basic statistical story is elaborated in considerable detail in Chapters 3 
and 4 and in a long appendix. Bennett is to be congratulated for his ingenuity 
and doggedness in telling a complex story. His results certainly do conform to 
the expectations of his model in many ways. But Bennett’s contribution goes 
beyond Mexico’s experience. He has blended the insights of Gurley and Shaw 
with the Schumpeterian theory of growth, whilst applying the mix to the plan- 
ning experience of one country. In the process, he has supplied a framework 
for analyzing the place and task of financial planning for other countries in 
similar circumstances. 

BARRY N. SIEGEL 

University of Oregon 


Monetary Equilibrium and Economic Development—with Special. Reference 
to the Experience of Greece, 1950-1963. By XENOPHON ZOLOTAS. Prince- 
ton: Princeton University Press, 1965. Pp. xi, 223. $6.00. 


This book is divided into two tenuously connected parts, one noticeably 
longer than the other. In the first part (22 pages), Xenophon Zolotas presents 
his hypothesis that relative price stability and growth are not mutually exclu- 
sive but complementary development policies. In the second part (201 pages), 
he describes and analyzes the problems and progress of the Greek economy 
during the period 1950-63. Attempting to show (1) that what has been suc- 
cessful in Greek economic development is due to the strong commitment of the 
Greek monetary and fiscal authorities to the above-mentioned thesis, and in 
addition (2) that whatever structural weaknesses remain in the Greek econo- 
my are due to other factors (especially quantitative and qualitative 
deficiencies in human capital), Zolotas uses his case study to support his gen- 
eral hypothesis. 

In Part I, inflation, as a means of promoting growth, is rejected on the 
grounds that the rationale often used to defend it—the “income distribution 
effect"—is not a realistic possibility because the wage-earning class will not 
tolerate a reduction in their standard of living that is already at or near the 
subsistence level. Even if income could be redistributed through inflation, it 
will still be unlikely that expenditures would be shifted from consumption to 
investment because the profit-earning class more than likely would succumb to 
the lures of luxury-type consumption goods. On the other hand, price stability 
is not enforceable unless living standards are rising through growth. There- 
fore, only by steering a course between the Scylla of inflation, on one side, and 


232 THE AMERICAN ECONOMIC REVIEW 


the Charybdis of stagnation, on the other side, is either growth or relative price 
stability possible. 

Although he warns us that the size of the passage will depend on general 
confidence, on the extent to which money illusion prevails, and on other par- 
ticular circumstances, the author gives us neither analytical devices nor any 
suggestions as to how to employ quantitative analysis that might help us navi- 
gate this narrow and treacherous passage. This description of what the econo- 
mist in the position of monetary authority must be like is, indeed, more that 
of an artist with sensitivity and experience than that of an a scientist with his 
bag of analytical tools and laboratory devices. 

In refuting the proposition that price stability and long-run growth are sep- 
arate alternatives, Zolotas seems to mistakenly imply that not only extreme, 
but also moderate, monetarists and structuralists argue that they are alterna- 
tives. Furthermore, inasmuch as the author admits that the historical situation 
may require variations in emphasis (i.e., inflation-riddled countries need to 
emphasize price stability, while low-growth countries need to emphasize 
growth), it would seem that Zolotas’ position is not so different as he would 
have his readers believe. . 

From this general discussion of his thesis Zolotas moves on to the case of 
Greece. It may hardly be necessary to point out that, even if the reader 
should agree with Zolotas’ contention that the Greek case does support his 
thesis, the general thesis cannot be proved valid on the basis of a sample of 
one. Since Zolotas has been the Governor of the Bank of Greece for the great- 
er part of the period under consideration, his survey of Greek monetary prob- 
lems and policies within the context of development is most authoritative, but 
hardly most objective. | 

Although his defenses of the monetary and fiscal policies which Greece has 
followed generally since 1950, and wholeheartedly since 1956, are most con- 
vincing, they do not entirely remove the suspicion that Greece might have 
been able to attain a similar growth rate with either somewhat more conserva- 
tive or somewhat less conservative policies. Had he compared Greece's suc- 
cessful policies of the postwar period with the dismal failures of the prewar 
period, he might have made his case even stronger. 

The Zolotas defense of Greek credit policy in the postwar period is much 
less convincing. Greek monetary authorities have practiced a discriminatory 
credit policy which they justify on the basis of an assumed divergence of so- 
cial productivity from private profitability. No one familiar with the Greek 
economy will be likely to doubt that there is such a divergence, but similarly 
no one familiar with the formidable difficulties of quantifying the extent of di- 
vergence from sector to sector will be likely to believe that the Greek Curren- 
cy Committee could have been very accurate in its intuitive judgments about 
the magnitude and direction of the divergences. Little evidence can be found 
to show that the discrimination as practiced by the Greek monetary authori- 
ties has been successful. Despite the obvious limitations in the power of credit 
policy, one cannot help but wonder whether some of the structural weaknesses 
which continue to plague the Greek economy (as Zolotas repeatedly points 
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out) might not have been due to a less than o emi credit policy established 
by the monetary authorities; 

In responding to the charge that the Greek dunes authorities have been 
too restrictive, Zolotas points out that supply of credit has always been great- 
er than demand. Therefore, he argues, the real obstacle to further growth must 
lie elsewhere—namely, in the insufficient quantity and quality of Greek entre- 
preneurs and managers. Skilled entrepreneurs are scarce in Greece as in many 
other less developed countries. Nevertheless, is it not possible that Zolotas is 
using this argument to decoy us from what may be a more fundamental expla- 
nation for the excess of credit supply over credit demand, namely, that the in- 
terest rate is too high? It is the latter hypothesis, not the former, that would 
seem to be most consistent with the widely accepted view that the Greek bank- 
ing industry is oligopolistic. 

In any case the value of the second part of the book should be judged not 
only by the degree to which it supports the author's thesis, but also by the 
quality of the analysis which the author brings to the problems and policies in 
Greece's postwar economic growth. It is in this latter respect that the book is 
most valuable, especially considering the paucity of serious studies of Greek 
economic problems and performance. With the exception of tariff and trade 
policy which unfortunately is not dealt with in this book, Zolotas’ presenta- 
tion of Greek development policies and problems is both complete and concise. 
It contains much information which is not readily accessible elsewhere. 

JEFFREY B. NUGENT 

University of Southern California l 


The Independence of the Federal Reserve System. By A. JEROME CLIFFORD. 
Philadelphia: University of Pennsylvania Press, 1965. Pp. 435. $8.50. 
The issue of Federal Reserve independence has received considerable atten- 
tion over the years, officially from Congress and the Federal Reserve and pri- 
vately from reflective policy makers such as Glass, Warburg, Willis, and Ec- 
cles. A. Jerome Clifford’s book selectively reports the development of this 
official record. 

The book begins with a discussion about the fears that the authors of the 
Federal Reserve Act had that the Federal Reserve might be dominated by pol- 
iticians, if not by private bankers, and of the checks and balances that were 
devised to limit concentrations of authority within the System. It then goes on 
to describe the ensuing power struggles that were necessary to get around the 
Act’s ambiguities in assigning operational objectives and implements, and de- 
cision-making authority. The author concludes with an assessment of the pros- 
pect for continued Federal Reserve independence. It is not possible to chal- 
lenge the truth of his statement that the Federal Reserve can remain indepen- 
dent in the exercise of its powers provided Congress wants it that way, a 
choice that will depend on how well the Federal Reserve satisfies objectives 
and how clearly it explains its actions. 

Though the book presents an often interesting chronology of the public re- 
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cord on the issue of independence, it probably does not make a very 
significant contribution. Sadly lacking is any reference to the rich historical 
experience of other countries with respect to relationships between the central 
bank and the government or the private banking system, Also there is no at- 
tempt to utilize numerical data in getting at the question of whether the in- 
dependence of the central bank makes any real difference. And there was scant 
attention paid to the evaluation of the issue of Federal Reserve independence 
by economists or historians who did not have official status, e.g. Laughlin, 
Harris, Hardy, and most recently Friedman. 

The narrative line of the book goes about as follows: Congress passed the 
Federal Reserve Act in 1913, and it has frequently altered this indenture 
under which the central bank operates. The Act gave the President authority 
to appoint Federal Reserve Board members. 'The Board, though frequently 
challenged by Reserve Banks through the 1920's, developed into the key 
power center within the system. Its renaming as the Board of Governors in the 
1930's attached the traditional appellation of central bankers where the power 
actually was rather than, as before, with the heads of the Reserve Banks. The 
Board, however, is forced to share responsibility for monetary policy with five 
Reserve Bank Presidents, who along with the seven-member Board, form the 
Federal Open Market Committee. Nevertheless when the chips are down, the 
Board reigns supreme. Reserve banks are formally given authority to fix dis- 
count rates, but this power is subject to the Board's review and determination, 
which has been interpreted to grant the Board authority to fix rates. Reserve 
Bank directors formally elect the top Reserve Bank executives, but the Board 
retains the authority to approve or to remove them. In fact the Board's au- 
thority probably extends to every possible Reserve Bank activity through its 
authority to audit Reserve Bank operations. The emergence of the Board as 
the power center of the System has tended to increase the probable dominance 
of public over private interests in the operations of the Federal Reserve de- 
spite the remaining vestiges of the founders’ hoped-for financial democracy. 
Clifford's book reminds us that the existing reasonably well-defined relation- 
ship between the Reserve Banks and the Board on the one hand and the Re- 
serve Banks and the member banks on the other was once a very controversial 
issue. 

By all odds the most significant power struggles historically have pitted the 
Federal Reserve against the Treasury, and Clifford supplies a very inter- 
esting account of them. Referring to this intragovernmental relationship, it is 
something of a paradox to the reviewer that an independent Federal Reserve 
is a creature of government designed to protect the government against its 
own propensity to spend excessively; yet the Federal Reserve actually has fa- 
cilitated inflationary government spending during both World Wars; and 
these periods have been virtually the only periods during Federal Reserve ex- 
istence when there was any significant inflationary impact from government 
fiscal actions. Clifford quite effectively analyzes the complex maze of govern- 
mental decision-making in the monetary field, returning repeatedly to the fact 
that the independence of the Federal Reserve is derived from Congress. Con- 
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gress created it, added to its powers during the 1930’s, and helped free it from 
self-imposed Treasury domination after both World Wars. In part its indepen- 
dence stems from the willingness, if not the necessity, of Congress to entrust it 
with the detailed decision-making that goes into formulating and implement- 
ing monetary policy. Congress does require the Federal Reserve to account 
publicly for its actions and the reasons for taking them; and it regularly de- 
mands a detailed defense from Reserve spokesmen. But the central bank un- 
doubtedly enjoys a large measure of freedom with respect to specific policy 
actions because of the wall of jargon and secrecy with which it has been per- 
mitted to respond to often-uncomprehending Congressmen. The final impor- 
tant source of independence is attributed to a Congressional grant of budget- 
ary freedom to the Federal Reserve that permits it to keep its earnings sepa- 
rate from the Treasurey general fund and not to have account to the Treasury 
for its expenses. Congressman Patman and Senator Douglas notwithstanding, 
the Federal Reserve may have been able to preserve its financial independence 
in some part, not only by policies that leaned with Capitol hill winds but by a 
policy of judicious operational expenditures. 
Wittiam G. DEWALD 
Ohio State University 


The Federal Reserve and the American Dollar—Problems and Policies 1946- 
1964. By James L. Knipe, Chapel Hill: University of North Carolina 
Press, 1965. Pp. xiv, 321. $8.00. 


James Knipe, currently an investment counselor, served as consultant to the 
Federal Reserve Board from 1959 to 1963. His book purports to be an ac- 
count of the Federal Reserve System from its inception in 1913 to the present, 
with major emphasis on monetary policy during five postwar cycles. 

Knipe begins with an analysis of the organizational structure of the Federal 
Reserve, makes a brief, elementary survey of how the stock of money is deter- 
mined, and then turns to the operation and the goals of monetary policy. Un- 
fortunately, the reader will not find an intellectually satisfying account of el- 
ther the goals of monetary policy or the routes by which policy operates. The 
quality of the book can be conveyed by the following statement: “It is cer- 
tainly possible over the course of the coming years, that statistical analysis 
may reveal more of an impact on ultimate economic objectives from a 
differently defined Money Supply, one which includes Time Deposits. . . . 
Until that time, the transmission of the original policy impulse can, perhaps, 
be thought of as an influence. A stronger, word or phrase would seem to be un- 
realistic" (p. 31). Nevertheless, Knipe believes “The Federal Reserve holds in 
its hands the power to make sweeping economic and sociological changes in 
the nation, at least in the short run" (p. 34). The reader is not told what changes 
Knipe has in mind. Or again, he writes, “It is impossible, even in retrospect, 
to evaluate the usefulness of any monetary tool, general or selective. One's 
common sense though, leads to the conclusion that consumer credit control, 
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interrupted, criticized and attacked as it was, could scarcely have been very 
effective, except occasionally, during the 1946-48 period” (p. 57). In this 
manner, throughout the book, assertion replaces intellectual analysis. 

Nor does the book provide an intellectually satisfactory account of the 
goals of monetary policy. Missing is any awareness of trade-off ratios between 
goals such as full employment, on the one hand, and price level stability, on 
the other. What percentage of unemployment is compatible with price stabili- 
ty? What percentage of rise in prices is associated with a given percentage of 
reduction in employment? Can these trade-off ratios be influenced by mone- 
tary policy? He makes no attempt to answer these questions, nor is any men- 
tion made of the important empirical work which has been done to determine 
these trade-off ratios. 

Knipe does believe that the Fed should try to restrain the excessive degree 
of inflation which is being foisted on the economy by powerful economic 
blocs. (He does not mention any limitation that price indices may have in 
measuring prices.) He is opposed to the view that the Federal Reserve’s main 
goal should be full employment without regard to inflation and the burden of 
the debt—a view, which, according to him, is increasingly prevalent, and 
whose proponents everywhere are “busily engaged in creating a brand new 
mythology of their own” (p. 33). The reader is not told who these proponents 
are. 

He is on somewhat firmer grounds when he deals with the problems of the 
internal organization of the Fed. He is for competent, well-publicized research 
by the staff of the Board of Governors. He discusses the pros and cons, with- 
out taking sides, of whether the term of office of the Governor of the Board 
should be made coterminous with that of the President; he does the same with 
the question of whether the commercial banks should hold stock in the Fed. In 
Appendix C on the “Discount Rate,” he comes out against a discretionary 
rate and for a discount rate automatically linked to market rates. Appendix B 
on "Bills Only" is a pastiche of questions from Congressional Reports high- 
lighting the opposition of the New York Bank to the Board’s commitment to 
bills only. Although Knipe gives no economic appraisal of the controversy, he 
is against a permanent commitment to any specific policy, and urges the Sys- 
tem to issue a White Paper on bills only with a view to silencing critics out- 
side the System. 

Perhaps it is unfair to expect a nonacademic economist to keep in touch 
with an ever-growing body of professional literature. It is only fair, however, 
to say that Knipe’s attitude towards the academic profession must be consid- 
ered parochial. He writes of Keynes, "At least in universities and among 
members of the economic profession, he has triumphed so completely that op- 
position is practically invisible. To conservative thinkers everywhere, on the 
other hand, his name stands as a symbol for all they believe to be wrong with 
the postwar world” (p. 42). One can only hope that Knipe’s attitudes towards 
the academic profession are not typically those of investment counselors. 


ALVIN L. Marty 
City College, City University of New York 
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Measuring Benefits of Government Investments. Papers Presented at a Con- 
ference of Experts Held Nov. 7-9, 1963. Edited by ROBERT DORFMAN. 
Washington: The Brookings Institution, 1965. Pp. viii, 429. $6.00. 


This is an important book that merits careful reading, not only by econo- 
mists interested in the resources field, but by others concerned with the intran- 
sigent problems of assessing the allocation of resources in areas wholly or par- 
tially divorced from the market mechanism. 

The book is made up of seven essays, with critical comments, presented at a 
conference sponsored by The Brookings Institution in November, 1963. The 
purpose of the meeting was to bring the tools of microeconomic analysis to 
bear on a number of troublesome areas of government expenditure in which 
the identification and valuation of costs and benefits are beset by the familiar 
problems of interdependent production functions, nonpriced outputs, scale 
economies, etc. The full potential of benefit-cost analysis in areas other than 
water resources remains to be explored. It is, of course, no more than a tech- 
nique for simulating the results to be expected from the competitive model 
under a full employment assumption, and is subject to the same limitations. 
But used with appropriate care, it can improve significantly the understanding 
of alternatives available to policy-makers and their relative economic merits. 
With all its problems, benefit-cost techniques have already produced much 
more satisfactory decisions in the development of water supplies and even in 
the incredibly complex maze of defense expenditures. 

Seven areas of application are covered: government research and develop- 
ment (Scherer); outdoor recreation (Mack-Myers); prevention of high- 
school dropouts (Weisbrod); civil aviation (Fromm); urban highways 
(Mohring); urban renewal (Rottenberg); and syphilis control (Klarman). 
The fields selected for analysis are not trivial; each covers an important area 
of government investment where proper allocation assumes real significance to 
society. Since choices are already being made in these areas, a hard crust of 
noneconomic criteria for decision-making has grown up in each—some of it 
useful, but much of it steeped in mythology. 

With some minor exceptions, the papers follow the same general format: a 
listing of the beneficiaries and cost bearers involved in the particular pro- 
gram; an evaluation of impacts on these groups of alternative types of invest- 
ment in the area concerned; an attempt to quantify both benefits and costs, in 
total and for particular groups; and an evaluation of the potential usefulness 
of the procedure. 

There is an equally strong similarity in the results that emerge from the 
seven papers. The first two steps, involving identification and qualitative anal- 
ysis of impacts—actual and potential—on various groups, come off very well 
in each case. The critical problem is, of course, the extent to which benefits 
and costs can be estimated quantitatively to a degree sufficient to sharpen the 
decision-making process. There are really two elements involved. Are the esti- 
mates themselves sufficiently accurate, at least in a probabilistic sense, to pro- 
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vide a basis for evaluation of alternative programs? Is the range of benefits 
for which such evaluations can be made large enough relative to total benefits 
so that the tail is not wagging the dog? There is, after all, more than casual 
merit in the typical bureaucratic position that a high degree of precision in 
benefit-cost analysis involving perhaps 10 per cent of the total program is not 
very helpful and can be dangerously misleading if given undue weight in the 
planning of an investment program. These questions remain open after all the 
papers are read. 

This is, of course, to be expected. No claim is made by any of the seven au- 
thors that benefit-cost analysis can provide final answers to government deci- 
sion-making, and all recognize that the present state of the art is hardly satis- 
factory even for the more limited objective of identifying and quantifying all 
potentially measurable costs and benefits. The essays are intended to advance 
techniques rather than to provide methods of analysis of immediate and gen- 
eral applicability. 

An assessment of the book as a whole is difficult, since it depends on one’s 
attitude toward complete coverage of a minor issue vis-a-vis incomplete but 
imaginative treatment of an impossible one. On the one hand, it is refreshing 
to see conceptually sound, hard-bitten appraisals of the technical requirements 
of benefit-cost analysis as applied to the areas in question. If nothing else, the 
exercises justify themselves by providing seven examples of proper definition 
of benefits and costs—an achievement much less common than one might ex- 
pect. On the other hand, it is hard to avoid the conclusion that all of the es- 
says have failed in the sense that the demolition of incorrect concepts and 
techniques of measurement is not matched by even a good start toward evalu- 
ation procedures that are analytically sound and also operational. 

Scherer’s excellent statement of the problems of evaluating research and de- 
velopment, for example, is followed by a suggested technique that falls almost 
in the category of "tinker-toy" economics—ingenious but not a particularly 
useful guide to serious empirical work. Burton Weisbrod's paper on the school 
dropout provides an elegant analytical framework for empirical study, but ap- 
pears to force more out of limited data on a single case study than should 
have been attempted, even before a professional audience. Good work in this 
field is so rare that even the shabbiest of empirical results are likely to receive 
public fanfare far beyond the intention of the conscientious author. In brief, 
all of the papers deserve an A for effort in delineating analytically the prob- 
lems to be resolved. The fact that none provides, even for limited cases, a pro 
forma for general application is not an indictment of the author, but rather a 
testament to some glaring gaps in our factual and statistical information and 
general neglect of an important area of research. 

There are some questionable spots in the book, as one would expect in ex- 
perimental work of this sort. In several of the papers there was a somewhat 
surprising tendency to create uniqueness where none really need exist. Scher- 
er's paper, for example, emphasizes the necessity of considering trade-offs re- 
lating to time—that is, the possibility of achieving earlier completion of a re- 
search and development project by incurring higher costs and the important 
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limitations on the technological substitutability involved. In his hands, the 
concept is handled skillfully indeed with respect to research and development, 
but surely the same problem is involved in education (or, to use the new jar- 
gon, investment in human capital) and, for that matter, in many types of se- 
quential investment in physical capital. 

A much more serious example is the analysis of the benefits from outdoor 
recreation in the Mack-Myers paper. There can be no quarrel with the useful- 
ness of their analysis of the internal structure of the demand for outdoor rec- 
reation but it does not justify the conclusion that such services are therefore 
unique. Outdoor recreation, enjoyed in judicious moderation, doubtless con- 
tributes to economic welfare after the fact, in subjective satisfaction through 
subsequent recall and through delayed external effects on others of the physi- 
cal and emotional well-being generated by the activity. But surely the same 
reasoning applies to a tasty and dietetically balanced meal, a concert by a 
competent symphony, and perhaps even the selection of a stylish and properly 
tailored suit of clothes. If one begins to chase the will-of-the-wisp of secon- 
dary and tertiary reactions to specific consumption decisions, the world of mi- 
croeconomic choice becomes even more of a jungle than it need be. For pur- 
poses of benefit-cost analysis the economist is not particularly concerned with 
the individual components of the experience that lead a consumer to choose a 
particular type of outdoor recreation service over other uses of income. Rath- 
er, he is interested in the aggregated consumer response, the subsequent claim 
on land and water resources, and the extent to which the net contribution to 
economic output to be attributed to the resulting activity can be measured. 

The real danger in the Mack-Myers analysis of the demand for outdoor rec- 
reation is its use as a basis for rejecting out of hand the usefulness of the 
price system as a guide to investment in recreation facilities. This is clearly 
one of the many areas in which outputs are not priced as a matter of policy 
rather than technical necessity. In some respects the excellent technical discus- 
sion by Mack and Myers and their interesting and potentially useful alterna- 
tive to the pricing of outdoor recreation are weakened by this partial lip ser- 
vice to the emotional approach that regards outdoor recreation as a service 
somehow above the more mundane mechanisms of choice. 

Several of the papers either ignore or deal only superficially with the prob- 
lem of uncertainty. Perhaps this is an outgrowth of the presumed instructions 
to cast the papers in the framework of benefit-cost analysis, most of which is 
carried out in terms of conventional static microeconomic theory. Neverthe- 
less, in several of the papers—most notably in those dealing with research and 
development and urban highway and renewal programs—it is not made com- 
pletely clear that the degree of uncertainty and alternative methods of dealing 
with it may alter the whole structure of an investment program, at a point in 
time and sequentially. 

As editor Dorfman points out in his introduction, the battle lines between 
theorists and practitioners were clearly drawn at the conference, and they are 
evident in the remarks of the commentators, Some merely confirm the fact 
that inertia and mythology die hard. Others reflect warranted concern with 
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the degree of abstraction in the papers and the potentially dangerous errors 
that may arise from application to situations where key assumptions cannot 
hold. 

Sitton, commenting on Mohrer's analysis of investment in urban highways, 
raises one such issue that cuts across the whole volume. Where the real world 
poses government investors with plural aims, can we assume safely that a value 
system based on segmental optimization of individual choices provides correct 
answers? Ferguson, dealing with the same paper, raises another intriguing 
problem that is relevant to most of the other essays. Is it not possible that ap- 
plication of user costs, given present uncertainties, may lead to self-perpet- 
uating overinvestment in some fields, particularly where practical politics 
make it difficult to prevent full utilization of all revenues in the segment from 
which they are derived? Further, where government investment alters the 
structure of society it can, to a considerable extent, "create its own demand.” 

One word of caution might be introduced in conclusion, This reviewer 
would align himself firmly with those who argue that economic analysis—as 
one highly useful and economical method of isolating and evaluating choices— 
should be pushed much further in the allocation of resources in government 
investment of the types explored in this volume. But there must be concern 
lest the enthusiasm for benefit-cost analysis warp the very research process 
itself. There may well be a tendency, with increasing insistence on justification 
of government programs in benefit-cost terms, to discriminate against more 
basic types of research— precisely those where government participation is 
most productive—and even to alter, not always desirably, priorities for mis- 
sion-oriented research to favor projects that promise readily quantifiable re- 
sults. The same argument could be extended to the programming of projects in 
other fields covered by the authors of the seven papers and might be even 
more applicable in the Bureau of the Budget's final review of possible depart- 
mental trade-offs. Benefit-cost must be regarded as a tool to assist in decision- 
making, not a rigid framework to which the planning itself should be directed. 


JAMES A, CRUTCHFIELD 
University of Washington 


Federal Lending and Economic Stability. By GrorcE F. Break. Washing- 
ton: The Brookings Institution, 1965. Pp. ix, 185. $5.75, 

This study ably develops data and analytical tools needed for appraisal of 
the past influence of federal credit programs on economic stability and for in- 
terpretation of their future potential as an instrument of economic stabiliza- 
tion policy. The book, which is well written and readable, is a basic source for 
those interested in government credit programs. Because of the careful way in 
which Professor Break interprets the effects of loan expenditures, his approach 
may be a useful reference point in connection with discussion of the effects of 
other stabilization policies. The study reaches interesting conclusions on par- 
ticular questions, but does not offer any general prescription as to the use to 
be made of government lending programs. 
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The central substantive chapter (2) deals with the economic effects of fed- 
eral lending (effects upon total demand rather than upon resource allocation). 
In this, the author considers six distinguishing characteristics of such loan 
programs and derives from his discussion results applicable to six policy ques- 
tions: (1) a suggested system for improved budget reporting of loan pro- 
grams; and the conclusions that (2) theoretical analysis does not suffice to 
support the common belief that loans affect total demand less than other gov- 
ernment expenditures; (3) sales of loans by the government during periods of 
monetary ease and excess unemployment cannot be recommended on stabiliza- 
tion grounds; (4) loan programs are not well suited to be automatic stabiliz- 
ers; (5) government loan programs designed to fill a private credit gap might 
desirably be set up as independent agencies financed by sales of their own se- 
curities, and (6) terms on government loans should not be based upon the 
government’s borrowing costs but rather upon a system based upon welfare 
aspects of federal lending (pp. 39-46). 

An interesting feature of this chapter is its use of the concept of the “fiscal 
offset” to net loan expenditures (pp. 19-27). It is pointed out that: “Like any 
other kind of federal expenditures, loan disbursements can be financed in four 
ways: by the creation of new money, by borrowing from private investors, by 
reducing federal expenditures for other purposes, or by increasing taxes” (p. 
19). The interpretation, then, involves an effort to identify in particular cases 
the “fiscal offset” that “financed” a change in loan expenditures. Was a net in- 
crease in loan disbursements “financed,” in effect, by increasing government 
borrowing over what it otherwise would have been, by holding other govern- 
ment expenditures below what they otherwise would have been, etc. This is a 
subtle and demanding interpretive framework, one that does not lead to easy 
generalization. It involves an effort to answer with reference to each historical 
situation the question: “If loan expenditures had been different from what 
they were, what, realistically, would have been the offsetting transaction?" 
Extended to fiscal policy in general, this approach would involve analysis in 
terms of alternative packages of net government surplus plus defined financing 
transactions. l 

Within this framework, the author’s judgment is that during most of the 
period 1947-62 federal loan disbursements were marginally “financed” by re- 
straint in other expenditures and in tax reductions rather than—the associa- 
tion that might offhand have seemed most plausible—by additional govern- 
ment borrowing. Given that the central constraint on fiscal policy has been 
concern over the government deficit, this interpretation is not unreasonable. It 
leads to the observation: “To argue that loan disbursements have frequently 
been made at the expense of other types of federal spending is to raise the in- 
triguing possibility that expanding loan programs have actually exerted a net 
deflationary impact on aggregate private demand" (p. 81). 

In analysis of the effect upon total demand of “autonomous” changes in in- 
vestment or government expenditures, an accounting for the financing of the 
expenditures and its effects has not always been made. Earlier versions of neo- 
Keynesian theory seemed to justify this on the basis that financing constraints 
are generally unimportant. Since such a presumption now seems less supporta- 


242 THE AMERICAN ECONOMIC REVIEW 


ble, the technique used here by Break may come to be more widely applied, 
and developed to permit more effective generalization of findings. 

A chapter (3) on the characteristic behavior of net expenditures of lending 
‘programs interprets this in terms of program life-cycle and of relation to busi- 
ness cycles, including a chronological review of the behavior of lending pro- 
grams in relation to economic fluctuations. If the test of being adjudged anti- 
cyclical in a recession is that major loan programs must show net outlays larg- 
er than during the preceding business-cycle expansion, the test is passed in 
only one of the three recessions covered (pp. 78-79). Within the terms of ref- 
erence of this study, such a test is to be modified on the basis of an estimate of 
the “fiscal offsets” to changes in loan programs. The author offers a set of esti- 
mates of “most probable fiscal offset to federal loans” in each year (p. 80), 
but of course is not able to tie this information into any quantitative package. 

The study also considers the characteristic behavior patterns of different 
classes of loan programs in relation to their potentialities as a stabilizing de- 
vice (Chap. 4) and concludes that some programs would be susceptible to use 
for stabilization purposes and could generate sizeable swings in net loan dis- 
bursements. An appendix gives information on the major lending programs. 


J. M. CULBERTSON 
University of Wisconsin 


The Tax on Value Added. By Ciara K. SurLIvVAN. New York: Columbia 
University Press, 1965. Pp. xii, 340. $10.00. 


Dr. Sullivan had an opportunity to write an extremely valuable book on her 
chosen subject. By and large, value-added taxation has not received much at- 
tention from public finance specialists in their treatises or textbooks. At the 
same time there have recently been important practical developments, with 
the near-introduction of this tax in Japan and the success story of its opera- 
tion in France. 

Unfortunately, it cannot be said that the author has made the most of her 
great opportunities, as there are a number of disappointing features of the 
book. First, it is rather long-winded and at times tedious. Accurate footnotes 
and references are of great importance, but, to give one example only, it is 
surely straining the patience of readers to the limit to refer us (p. 221) to a 
U.S. Treasury source for the proposition that high tax rates create an incen- 
tive to evasion. Secondly, the order of treatment could have been better. We 
start with a 50-page introduction to the concept, switch over to 100 pages on 
the Japanese and French systems, revert to another 60 pages or so of theory, 
turn to administration, and finally back to theory again. Some improvement 
on this seesaw system could surely have been made. 

Thirdly, there is a lack of decisiveness in dealing with some of the theoret- 
ical issues. These are certainly complicated and no one would dream of de- 
nying the need for a cool and balanced approach. But this is a different thing 
from setting out thesis and antithesis at length, without ever reaching a syn- 
thesis. Nailing one's colors to the fence is not always the most profitable of 
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occupations. Fourthly, despite the author’s assurance in the preface that the 
original Ph.D. dissertation has been revised up to date, there is not much dis- 
cussion of the recent material in this field, e.g., the Neumark Report of 1963 
and the developments in the E.E.C., or the arguments surrounding the Rich- 
ardson Report (of March 1964) in the United Kingdom. 

Obviously, some of these faults are due to the transformation of a Ph.D. 
thesis into book form, with insufficient editing, pruning, and reshaping. But 
one suspects that there were also some unresolved difficulties in the presenta- 
tion of the original thesis. One is that the attempt to combine history of 
thought with modern analysis was really a form of self-crucifixion. Another is 
that the author wanders somewhat unhappily from the realm of absolute to 
that of differential incidence, without ever settling down in either. It surely 
makes a good deal of difference whether one is dealing with the case for value- 
added taxation versus sales taxation, value-added taxation versus profits taxa- 
tion (the genesis of the recent U.K. interest in the subject), or value-added 
taxation together with extra spending or with higher budget surpluses. 

Despite these reservations, one must recognise and pay tribute to the very 
solid and very real merits of the book. It is certainly comprehensive—at least 
up to the end of the 1950’s; it is carefully and clearly written; and the last 
thing that anyone could say about it is that it is unscholarly. As a meticulous 
history of the literature of many countries on this subject, it will unquestion- 
ably be definitive. What cannot be said is that it is a simple guide for students 
or an incisive analysis for theorists. 

A. R. PREST 

University of Manchester 


Nigerian Public Finance. By P. N. C. Oxiceso. Evanston: Northwestern 
University Press, 1965. Pp. xiii, 245. $6.50. 


In the last decade Nigeria has not only attained a position of prestige and 
leadership in African affairs, but also has become a center of attention for stu- 
dents of economic development. With the largest population of any African 
country, with substantial resources, with (at least until January 1966) a rela- 
tively stable government despite the diversities of people and cultural back- 
grounds, Nigeria offers fruitful ground for study. Though less dynamic in its 
growth policies than Ghana, and lacking the contributions of the dual economy 
of Kenya, it had avoided the most serious problems which beset these countries. 

While a number of studies of various aspects of Nigerian development have 
appeared, literature on public finance has been limited to Royal Commission 
reports, the Orewa book on taxation in the western region, and brief summar- 
les in broader studies of African taxation. Yet government expenditure and 
revenue programs obviously have great significance for economic growth. This 
volume by Dr. P. N. C. Okigbo, one of Nigeria's most distinguished econo- 
mists, fills the gap very effectively. The work is an outgrowth of material pre- 
pared by Dr. Okigbo for his work on the Kenya Fiscal Commission of 1962. A 
thorough review of the development of the public finances of Nigeria serves as 
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the background for the analysis of the present structure, at federal, regional, 
and local levels. 

Public finance in Nigeria has been greatly influenced by the federal nature 
of the governmental structure, and intergovernmental fiscal relations have 
been the center of attention of various Royal Commission and other studies in 
the country. Since the regions cannot collect adequate funds to meet their ex- 
penditure needs, sharing of federally collected revenues has been imperative. 
Colonial emphasis on allocation of revenue on a derivation basis has given 
way to increasing attention to need, but conflicts among the regions on this 
and other issues remain. 

Indirect taxation, for the most part federally administered but with revenue 
shared with the regions, is the major revenue source, as it must be under the 
circumstances. Customs are still primarily revenue-oriented, but with in- 
creased use for protection and foreign-exchange control purposes. Export du- 
ties are significant revenue sources. An excellent beginning has been made in 
the income tax field. Antecedents of this tax are to be found in precolonial 
Northern Nigeria, and these levies were continued and expanded under the 
indirect-rule policy and since independence. But Eastern Nigeria was the 
pioneer in the use of a modern income tax applying to most families, and col- 
lected in part through PAYE (withholding). All regions now use the income 
tax—in the East and the West the tax extends down to the lowest income lev- 
els; in the North and Lagos the lower levels are reached by a separate person- 
al tax levy. Local taxation is still somewhat fragmentary, with property tax 
significant in only a few urban areas. Corporation tax is a federal prerogative. 

Okigbo recognizes that indirect taxes must continue to be the primary rev- 
enue source, but stresses the need for further development of income taxation, 
particularly to increase the built-in stabilizing feature of the revenue system. 
He concludes that the country could raise substantially more revenue to aid 
economic development without injuring incentives through improved fiscal ad- 
ministration and improved tax structure, but recognizes the dangers to incen- 
tives of excessively high taxes. The book stresses the revenue side, but also re- 
views expenditure patterns. À major thesis of the book is that too many 
resources are allocated to elementary education and too few to mid-level edu- 
cation. 

The book is highly readable; Okigbo has a facility for summarizing com- 
plex material without superficiality on the one hand or excessive detail on the 
other. Only & few questions can be raised. Most of the data do not extend be- 
yond 1962. However, there has been little drastic change since that year, ex- 
cept for the establishment of a fourth regional government, that of the Mid- 
West Region, with Benin as the capital. The role of the Income Tax Manage- 
ment Act, federal legislation which provides the basic framework for regional 
income taxation, and the effectiveness of the tax holiday legislation might 
have received greater attention. But on the whole the book is an excellent con- 
tribution to the growing but still limited literature on public finance in tropi- 
cal Africa and developing areas generally. 


Joan F. Dux 
University of Illinois 
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Macroeconomics, Fiscal Policy, and Economic Growth. By Norman F. 
Keiser. New York: John Wiley and Sons, Inc., 1964. Pp. xx, 525. 
$9.75. : 


This book is intended "primarily for use in the Fiscal Policy half of the 
year course in Public Finance, although it should be easily adapted to other 
courses with a macro-economics and policy orientation" (Preface, p. vii). 
This objective separates Professor Keiser's text from numerous others planned 
more for semester- or year-long courses in macroeconomics, which are broader 
in scope and which give less coverage to fiscal policy. 

The volume is divided into six parts. The four chapters of Part I cover 
“Goals, Conflicts, and the Role of the Federal Government.” After a brief 
statement of the recent development of fiscal policy, Keiser introduces the 
fiscal policy goals of full employment, price stability, economic growth, and 
the balance of international payments. He presents various views of full em- 
ployment from recent and contemporary economists and public figures. The 
possible conflicts between the various goals, especially between price stability 
and full employment and growth, are highlighted. 

Part U includes three chapters devoted to income theory. Starting first with 
only consumption and investment, the multiplier and acceleration principle 
are developed. Next, government spending and taxation are introduced, fol- 
lowed by the effects of monetary and interest rate changes on the components 
of national income. 

Fiscal policy to raise incomes and to combat inflation is spelled out in de- 
tail. Generally, at each step in this part, the new idea is presented via graphs 
and algebraic equations. Almost every possible change in fiscal policy is illus- 
trated by an example in which likely numerical amounts are substituted in the 
algebraic equations to show the process by which change, say in taxes or gov- 
ernment transfer payments, affects national income and its components. Un- 
fortunately, so many examples are presented that it makes the section unnec- 
essarily long and tedious. 

“Problems and Theory of Economic Growth" is the topic of Part III. The 
first of this part’s two chapters includes the factors making for growth, in- 
cluding increases in productive capacity. The Domar and Harrod growth mod- 
els are presented and appraised. The other chapter compares the potential eco- 
nomic capacity and growth of the economy with the actual amounts, relying 
heavily on studies of the Council of Economic Advisers, Joint Economic Com- 
mittee of the Congress, and the National Planning Association. Here, and else- 
where in the book, Keiser emphasizes the lack of sufficient demand as the 
major cause of excessive unemployment and inadequate growth. 

In the next section, Chapter 12 traces out the effects of changes in the level 
and progressivity of taxes and various government expenditure programs on 
consumption. The following chapter covers the influence of certain tax 
changes on investment. Especially good is the treatment of various methods of 
depreciation, tax credits, and investment allowances relative to incentives to 
invest. Numerous examples are cited from recent U.S. and Swedish experience. 

Part V, “Policy Problems in Fiscal Policy,” covering seven chapters of al- 
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most 200 pages, is the heart of the book. The various measures of the federal 
budget in the United States are presented critically. The concept of the “full 
employment surplus” is well covered, together with examples of its size and 
importance over the last decade. Both the structural transformation thesis and 
the inadequate saving-investment thesis are presented and refuted. Keiser 
finds the inadequate demand and full-employment surplus ideas much more 
convincing. 

The strengths and weaknesses of discretionary and automatic stabilizers are 
presented, and also the problems of forecasting and timing. Possible use of 
discretionary tax cuts is discussed at length. Separate chapters cover the 
“Monetary Aspects of Fiscal Policy,” “Inflation,” and the relation of the pub- 
lic debt to fiscal policy. 

The final chapter in this part deals with possible improvements in stabiliza- 
tion policy, emphasizing alternative organizational arrangements for more 
effective policy in the executive and legislative branches of the federal govern- 
ment, including the Federal Reserve Board. 

Part VI covers the history of fiscal policy since 1930, with one chapter deal- 
ing with the period up to 1952 and the other chapter covering 1953 to 1962. 

This book is strongly oriented toward economic policy issues. Keiser iden- 
ties proponents of various viewpoints in his discussion of policies. The eco- 
nomic policies of the national administrations since 1930 are evaluated, with 
greatest attention to the postwar period. William McChesney Martin receives 
much attention as a proponent of economic policies which Keiser thinks are 
often unwise. A three-page extract (pp. 46-49) of an interchange between 
Martin and the late Senator Kerr from a Senate Finance Committee hearing is 
included, and also a three-page appendix (pp. 405-7) devoted entirely to a 
critical presentation of Martin’s views. 

References to recent and current journal articles and reports of the Council 
of Economic Advisers and the Joint Economic Committee give teachers and 
students abundant sources to develop different ideas and controversies much 
more fully. This is a major feature of the volume. Empirical data are gener- 
ously provided, with numerous tables and graphs presenting income, employ- 
ment, prices, and various measures of the federal budget. For example, quar- 
terly GNP data in constant dollars from 1947 through the first quarter of 
1963 are presented in a six-page table. 

Keiser devotes very little attention to the balance of payments. He does 
identify the balance of payments as one of the four problems which are the 
major objectives of fiscal policy early in the book. For the remainder of the 
volume, no significant attention is given to possible uses of fiscal policy to 
meet the balance-of-payments form. 

The text is concerned almost exclusively with the recent fiscal policy in the 
United States. Except for a reference to the Swedish investment reserve, the 
examples of fiscal policy are chosen from U.S. experience. Fiscal policy for 
countries with other institutional arrangements and at other stages in their 
economic development is not discussed. 

Keiser writes as a political economist. He makes his value judgments clear; 
he evaluates as well as describes the fiscal and economic policies in the United 
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States. I felt he was unfair at one point where he describes at some length the 
Eisenhower administration’s fiscal policy in 1953-54, emphasizing the reduc- 
tion of federal purchases of almost $15 billion but omitting on these pages 
(pp. 494-95) any reference to the end of the Korean War, which accounted 
for a large part of the decline in expenditures. 

I believe the book would be much improved if the material had been 
covered in fewer pages. It would be further improved if the space saved were 
used to broaden the coverage of fiscal policy to other topics and types of 
economies as suggested above. 

All in all, Keiser has presented an adequate text for the course for which he 
planned it. It offers abundant opportunities for lively discussions of tax, ex- 
penditure, debt, and monetary policies in the United States since 1930, espe- 
cially if used with readings which highlight different points of view. 

WiLLIAAM F. HgrLMUTH, Jr. 

Oberlin College 


International Economics 
The Balance of Payments Statistics of the United States——A Review and 
Appraisal. Report of the Review Committee for Balance of Payments 
Statistics to the Bureau of the Budget, April 1965. Washington: Super- 
intendent of Documents, 1965. Pp. xiii, 194. Paper, $1.50. 


Iu recent years so much has been written and so much has been done about 
the deficit in the U.S. balance of payments that it must come as a surprise to 
the outsider to learn that the experts have been very far from agreement as to 
how it should be measured. The Bureau of the Budget appointed a committee! 
to review balance-of-payments statistics in April 1963. The Committee sub- 
mitted its unanimous report two years later. A subcommittee of the Joint Eco- 
nomic Committee, after hearing a number of witnesses, submitted its recom- 
mendations, and the Department of Commerce, together with the Budget Bu- 
reau, has recently announced its intention of implementing many of these rec- 
ommendations, The most interesting recommendation—that henceforth the 
official measure of the deficit be given in two forms—is shortly to be put into 
effect. The Department of Commerce will continue to measure the imbalance 
in accord with the “liquidity” concept it has been using in recent years. But it 
will also provide an alternative measure of the imbalance employing the 
“official settlements” concept urged by the Bernstein Committee. With two 
figures of the deficit to choose from, one can only hope that the masochistic 
drive which seems to imbue those who have responsibility for policy in this 
field will not lead any of them to add the two figures in order to get a proper 
measure of the deficit. 

Many of the Report’s findings, though important, are scarcely controver- 
sial. The Committee has appraised the basic data which go into measuring the 
balance of payments and has found serious deficiencies—surely far more of 
them that most users have suspected. The accuracy of the figures even for 


*The members of the Committee were Richard E. Caves, George Garvy, Walter E. 
Hoadley, Harry G. Johnson, Peter B. Kenen, Roy L. Reierson, and Charles F, Schwartz, 
with Edward M. Bernstein as chairman. 
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merchandise exports and imports is questioned: “The procedures which gener- 
ate the export and import statistics, even if perfectly administered, would still 
provide data that would need adjustment for which the necessary information 
is not now at hand” (p. 33). Valuations are suspect for both exports and im- 
ports. Data on travel expenditures are subject to doubt. The information 
about government transactions is far from clear-cut, especially in respect to 
timing. Figures on direct investments are uncertain, and those for portfolio 
investments are no better. And the balancing item “Errors and Omissions” has 
been far too large, and its changes in certain periods have been so big as to 
make any analysis of the forces operating on the balance of payments impossi- 
ble. Moreover, this category probably contains an item which is of special im- 
portance in measuring the imbalance on the basis of the liquidity concept; but 
by its very nature the size of that item cannot be ascertained. 

There can be no doubt about the enormous value of the Committee's work 
in spotlighting deficiencies in the data and in suggesting remedies. Obviously 
not all its suggestions for improvement will be adopted, largely because of the 
expense involved, but the Committee seems to have shown good judgment in 
making its appraisals about data being collected and recommendations for their 
improvement. From now on if we are going to follow their particular set of 
guides, we will have some reason to hope that they are adequate. The Report 
also recommends changes in the format of the balance-of-payments accounts 
which should make them more convenient to use. On these technical matters 
the members of the Committee have done an excellent job. 

But the Report has attracted most attention because of what it had to say 
about the conceptual issues: how should a balance-of-payment disequilibrium 
be measured in the accounts? Here too the Report makes an important con- 
tribution in raising questions and sharpening issues, although it is by no 
means clear that the Committee has found the best solution. 

If all the payments and al the receipts of a country were measured ac- 
curately, the totals of each would be identical. If an imbalance is to be detect- 
ed, it is necessary to isolate those items in the record that give evidence of an 
imbalance, putting them “below the line.” Then the difference between the 
payment items and the receipt items that are left above the line (the deficit— 
if the difference is positive) must equal the corresponding difference for the 
entries below the line (the means of financing or settling the deficit). The one 
big question is where the line ought to be drawn. 

The Department of Commerce of course puts change in U.S. holdings of 
gold and convertible currencies and in its IMF position below the line, and 
recently it has also put there changes in "liquid" U.S. liabilities to foreigners. 
Incidentally, the Committee does well to remind us that the official concept 
itself has been modified from time to time. The Bernstein Committee recom- 
mends as an alternative that the below-the-line items include changes in: U.S. 
holdings of gold and convertible currencies, its IMF position, and foreign 
official monetary institutions' holdings of U.S. government bonds and notes 
and short-term capital (in the United States). Thus the difference between 
these two measures is that the liquidity concept treats every increase in for- 
eign private (and official but nonmonetary institutions’) holdings of short-term 
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capital in the United States and U.S. government bonds and notes as be- 
longing below the line, while the official settlements concept puts these items 
above the line and hence regards them not as a means of financing a deficit 
but instead as a receipt which reduces the deficit. With relatively few excep- 
tions, whether on a seasonally adjusted or unadjusted basis, the official settle- 
ments concept has shown a smaller deficit over the last decade than the liquid- 
ity concept, and this difference may be expected in the future. 

Obviously there must be more compelling reasons for shifting to a different 
concept than that it provides for a lowered measure of the deficit. Here, I sug- 
gest, the Committee has stopped short of the solution to which its logic was 
leading. The official settlements concept, assuming that any measure of the 
imbalance is to be used, is superior to the liquidity concept; but it seems to 
me to have its own faults. To establish this, I shall first consider very briefly 
the notion of a balance-of-payments disequilibrium, and then examine its mea- 
surement for a country in three different situations: (a) when the country is 
not a reserve-currency country; (b) when the country is the reserve-currency 
country performing the functions of a bank for others, and their institutions 
and policies allow this activity to be performed; and finally (c) when the 
country with whose balance of payments we are concerned serves as the re- 
serve-currency and banker country but does so in a world which fails to act so 
as to allow it to function in this role. This last situation is partly the one in 
which we find ourselves today. 

The economists! concern with a balance-of-payments disequilibrium arises 
because the situation is one that cannot be sustained indefinitely. If a deficit 
situation could last forever with both the deficit and surplus countries ac- 
quiescing, there would be no disequilibrium whatsoever, and the term “deficit” 
in this context would be devoid of all operational significance. Thus the figure 
for the deficit ought to be a measure of the pressures that prevent a particular 
situation from continuing indefinitely. 

If we supposed that a deficit had to be completely &nanced by paying out 
gold and that all other receipts—írom borrowing or anything else—were sus- 
tainable, the measure of the deficit would be simple. Since a country's reserve 
of gold is necessarily finite, and a gold outflow could not be continued 
indefinitely, the gold drain would serve perfectly to measure the deficit. But in 
the real world, a country keeps reserves in other forms; moreover it may not 
be able to count upon an indefinite flow of receipts from some of its opera- 
tions. On these accounts, the measure of the deficit of even & simple nonre- 
serve-currency country is open to question. Most countries implicitly assume, 
when settling their accounts, that they are unable to increase their net short- 
term liabilities, but that they can continue to import long-term capital 
indefinitely. Accordingly, they treat their long-term capital imports as above- 
the-line receipts; while they put their net short-term capital imports below the 
line, regarding them as a method of financing their deficit. But these assump- 
tions appear to be less than fully convincing. À moderate increase in short- 
term interest rates perhaps is all that is needed to stimulate short-term capital 
imports; it may be far more difficult to encourage the import of long-term 
capital. And there is no reason to suppose that a so-called long-term capital 
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import is less likely to be quickly reversed than a short-term one. Although it 
may be convenient to distinguish between sustainable capital imports and 
others by classifying all long-term capital imports under the former heading, 
and all short-term capital imports as temporary, such a criterion, unfortunate- 
ly, can be decidedly misleading. Nevertheless, as we have said, many countries 
tend to follow it.2 Thus, measuring the deficit in a meaningful way for the or- 
dinary country is by no means as simple a task as we frequently suppose. And 
it is doubtful whether the deficit as it is commonly measured really provides 
the clear evidence for disequilibrium that we want. But we might note in pass- 
ing that for such a country the liquidity concept is quite inappropriate. 

When the task is that of measuring the deficit for the reserve-currency or 
banker country, the difficulties are multiplied. The characteristic of the bank- 
er country is that its short-term liabilities constitute a special kind of asset 
for private and official institutions abroad. And not only does the banker 
country supply such an asset (analogous to the commerical bank’s role in 
making demand deposits available), but it also directs “finance”; after col- 
lecting it from a large number of sources it divides it amongst the various claim- 
ants. Presumably the accounts of the banker country should then be 
different too because they should reflect the special value its short-term liabili- 
ties to other countries possess for the claimants. Incidentally the Bernstein 
Committee, which was aware of the special role of the United States, argued 
that we should adopt the official settlements concept partly because we would, 
by doing so, be making use of the concept now employed by many other coun- 
tries. But other countries are not reserve-currency countries, and it makes 
no sense to urge the United States to keep its accounts as they do. 

If there were a complete acceptance by other countries of the U.S. role as 
banker, it would be proper to treat a rise in our short-term liabilities to others, 
whether to private or to official institutions, as an above-the-line capital im- 
port. Indeed, the Bernstein Committee accepts this much of the argument, at 
least for everything but our liabilities to foreign official monetary institutions. 
It recommends that a rise in foreign short-term private, or official but nonmon- 
etary, claims against us be treated as an above-the-line capital import. But if 
this much of the argument is valid, there is no reason for treating an increase 
in the short-term (or long-term) claims of foreign official monetary institu- 
tions differently. Central banks, having regard to their responsibilities, have as 
much reason for accumulating reserves as private firms. If they hold their re- 
serve in dollars, an increase in our dollar liabilities to them is no less sustain- 
able than is an increase in dollar liabilities to private firms. To argue that the 
private firm has a liquidity motive for permitting its dollar claims to ac- 
cumulate while a foreign central bank allows its dollar claims to increase only 
in order to prevent an appreciation of its currency is to pretend that the cen- 


*Some countries base the classification upon whether the capital importer is official 
or private, with capital inflows to private individuals and institutions being treated as 
sustainable while an increase in foreign claims of official institutions is not. But this is 
no easier to justify. 
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tral bank is a purely passive recipient which has no need for reserves of the 
reserve-currency. But this is scarcely compatible with the view that the Unit- 
ed States is the reserve-currency country. For this reason, I believe that the 
distinction between an increase in the claims against us of foreign official 
monetary institutions and of all others is not helpful? For the reserve-curren- 
cy country some increase in liabilities whether short term or long term and 
whether to official or private institutions should be regarded as an above-the- 
line capital import. But this does not mean that every increase in these liabili- 
ties should be treated in this way, without limit. 

While it may be true that any country or institution would prefer larger re- 
serves to smaller, other things being equal, too rapid an increase in (or too 
large a volume of) reserves can be damaging. Reserves can be too high just as 
they can be insufficient, and the bank or the reserve-currency country must 
exercise responsibility to keep them at the appropriate level. It is this consid- 
eration that should determine how much short-term capital the reserve-curren- 
cy country should import. If it increases its short-term liabilities at a more 
rapid rate than this, it creates a disequilibrium situation, and its excess of 
short-term capital imports should be put below the line. And if it imports the 
proper amount, and thus generates the proper increase in foreign reserves, its 
balance-of-payment accounts should be in equilibrium whether the creditors 
are private or public, monetary or not. But if we were to follow the Bernstein 
Committee, and were to place all short-term capital imports except for those 
from foreign official monetary institutions above the line, our measures could 
point to equilibrium even though the increase in world reserves were far too 
fast or were quite inadequate. 

The objection will undoubtedly be raised that we have no way of deter- 
mining how large the world's reserves ought to be. Admittedly the decision 
would be somewhat arbitrary, just as it is for those who set domestic mone- 
tary policy; but the mere fact that an element of judgment is needed does 
not sentence the monetary authority to immobility. And in the brave new 
world of the Triffin, or Roosa, or even the Bernstein Plan, decisions like these 
would have to be taken. 

There is another limitation to which we should be responsive at the present 
time. Some countries, France for example, are willing to hold only a limited 
amount of dollars in their official reserves. This means that for such countries 
the dollar does not fully serve as a reserve currency.* Then, short-term capital 
imports from France's monetary institutions would have to be placed below 
the line. But this would not be a problem, since a central bank which is un- 
willing to add to its dollar reserves presumably converts them into gold direct- 
ly. So even in our imperfect world the conclusion would remain unchanged. 


7A second objection to the Bernstein Committee's suggestion is that these claims are 
shifted from foreign central banks to their commercial banks and vice versa, for reasons 
which have nothing to do with us or our policy. Ánd yet with every such shift our 
balance of payments would be affected. 

*Insofar as France's private firms are prepared to hold dollars, the dollar is of course 
a reserve currency. 
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U.S. short-term capital imports, from whatever source, ought to be put above 
the line so long as they are not excessive in terms of the need for reserves of? 
foreign private and. official institutions. Only the excess belongs below the 
line. And it is no more arbitrary to decide that short-term capital imports of : 
less than, say, $800 million a year be put above the line than it is to classify 
all short-term capital imports except those from official monetary institutions 
as above-the-line entries; it is no more arbitrary and it makes more sense." 

The Bernstein Committee has without a doubt performed an invaluable ser- 
vice—to the formulation of policy and to economists too. I hope there will, 
however, be a next step in which the official settlements concept is replaced by 
one which comes closer to providing a measure of the distance from disequilib- 
rium of the reserve-currency country. We have still, I believe, a good way to 
go. 
Loriz TARSHIS 
Stanford University 


Money in the International Order. Edited by J. Carter Munruy. Dallas: 
Southern Methodist University Press, 1964. Pp. ix, 110. $3.00. 


Hardly a week passes without the publication of a new monograph, collec- 
tion of essays, the results of a conference or symposium, or hearings before a 
Congressional Committee, etc., on the subject of the international monetary 
system, balance of payments, international liquidity, and all that. 'The present 
volume contains lectures by Walter S. Salant, Frank A. Southard, Jr., Law- 
rence B. Krause, Robert A. Mundell, Attiat A. Farag and David J. Ott, pre- 
sented at a conference on these problems in March 1964. For the expert, the 
meat is in the essays of Salant and Mundell. Southard's paper, "International 
Monetary Arrangements," gives a short, readable but nontechnical description 
of the basic institutions and modes of operation of “the international mone- 
tary system today." Krause discusses on twelve pages some implications for 
the demand and supply of international liquidity of “the fact that five of the 
world's convertible currencies are issued by countries joined together through 
the Treaty of Rome"—a fact that is, in his opinion, often overlooked but 
turns out to have precious little to do with international liquidity, at least at 
the present stage of integration of the EEC countries. The paper by Farag and 
Ott, “Exchange Rate Determination Under Fluctuating Exchange Rates: 
Some Empirical Evidence,” presents in eighteen pages the results of a few econ- 
ometric exercises. The conclusion that “the study does not yield many sweep- 
‘ing generalizations” shows disarming modesty, but is in fact an overstate- 
ment. . 

Salant’s article, “Does the International Monetary System Need Reform?” 


* Bernstein in his testimony before the Subcommittee on Statistics of the Joint Eco- 
nomic Committee (May 11, 1965) stated: “But I think that by the definition of the 
= Balance of Payments Division, some deficit between $500 million, say, and a billion 
dollars, might be regarded as an average over a long run that could be sustained by the 
economy indefinitely without any adverse consequences.” While his figure seems small, 
since it would provide for a growth in world reserves of no more than 234 to 334 per 
cent a year, it does at least imply that an estimate is possible. 
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(the longest in the series, thirty pages), is an able, succinct, and useful sum- 
mary, elucidation, and defense of the well-known Brookings book, The U.S. 
Balance of Payments in 1968, and touches on all the major problems. He de- 
fines the functions of an international monetary system: It should not interfere 
with free trade and payments and should provide sufficient liquidity without 
endangering full employment or price stability. Then the present system is 
tested in the light of these criteria and is found wanting. Its defect is that it 
does not supply sufficient liquidity. The meaning of adequate liquidiy is care- 
fully discussed and the conclusion reached that international liquidity has 
been scarce already “for some years.” “I accept the definition that ‘ade- 
quacy’ means an amount of liquidity which permits the sum of the subjec- 
tive valuations of excessive accumulations to equal the sum of subjective valua- 
tions of deficiencies’ (p. 25)—hardly an operational definition. “This 
definition implies that liquidity is insufficient if it does not put as much pres- 
sure on surplus countries to reduce their surpluses as it puts on deficit coun- 
tries to reduce their deficits.” “This condition exists now.” 

It has been objected that the surplus countries in Europe have actually ac- 
cepted a good deal of inflation, i.e., “much pressure was put on them.” The 
author’s counter argument is that they should reduce import barriers, con- 
tribute more to defense and to aid to less developed countries. While he is 
right that these steps would at the same time relieve inflation in the surplus 
countries, unemployment in the deficit countries, and the balance-of-payments 
disequilibria, it is really not very helpful to suggest all sorts of structural re- 
forms and basic policy changes, desirable as they may be, to justify 
inflationary demands for increasing international liquidity. 

The adjustment mechanism is not discussed at great length. Exchange flexi- 
bility is rejected and it is assumed that the mechanism works, but works slow- 
ly. Hence large reserves are required to provide sufficient time for smooth ad- 
justment. In that, the Brookings group agrees with the gold standard advo- 
cates who, too, blame the fractional reserve system. Both are subject to the 
criticism that, if countries are somehow provided with large reserves, at least 
some of them will spend at least part of their reserves and go back to the frac- 
tional reserve system. Salant is aware of this difficulty but argues that the de- 
veloped industrial countries have and will show sufficient discipline to with- 
stand that temptation. I cannot share that optimism and it would be easy to 
quote cases where large reserves have been lost in a few years through 
inflationary policies. But this does not alter the fact that Salant’s is a stimu- 
lating and thought-provoking contribution which will force many readers to 
rethink and reappraise problems that they had already put away in their 
minds as having definitely been solved and needing no further consideration. 

While Salant deals primarily with the liquidity problem, Mundell concen- 
trates entirely on the problem of adjustment which he calls, quite rightly in 
my opinion, the more fundamental and difficult of the two. He contrasts the 
fixed rate with flexible exchange rate systems, both with respect to spot and 
forward rates. The present system is really a mixed one, because only spot 
rates are fixed while forward rates are free. But in my opinion, the author 
should have pointed out that the flexibility of the forward rate lends only very 
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little flexibility to the system as a whole, because the forward flexibility can- 
not amount to much so long as the spot rate is fixed and is generally accepted 
as unalterable. 

But the core of Mundell’s contribution is the attempted demonstration that 
the relative effectiveness of monetary and fiscal policies in stabilizing employ- 
ment and equilibrating the balance of payments is radically different under 
the system of fixed rates and the system of flexible rates, 4f there is free inter- 
national mobility of capital. It may strike the reader as paradoxical that, 
given the italicized condition, under fixed rates the effect of monetary policy 
on employment is said to be nil while fiscal policy is highly effective, whereas 
under flexible rates it is the other way round. The reason why this sounds par- 
adoxical is that we are not used to assuming perfect mobility of capital. If it 
exists, it means that under fixed rates an attempt on the part of the monetary 
authorities to tighten money simply leads to large capital imports, a result 
which improves the balance of payments but leaves the supply price of capital 
unchanged and hence does not stimulate employment. Similarly, an attempt to 
ease money simply chases capital out of the country, thus changing the bal- 
ance of payments but having no effect on employment. 

It certainly is useful to think through these various cases. But in practice 
capital is never perfectly mobile and there are, of course, different types of 
money capital (short term, long term, mortgage capital, etc.) with different 
degrees of mobility. It would, therefore, be dangerous if central bank gover- 
nors and ministers of finance took the author’s advice literally and memorized 
and applied mechanically the rules which he lays down in a “policy table” on 
page 73. Also, the application to the Canadian policy between 1959 and 1962 
seems to me misleading. The author is certainly right when he says “that the 
Canadian experience brought discredit to the flexible exchange rate system— 
unjustly because the system was blamed instead of the inappropriate policies 
followed under the system. In 1959, when Canada experienced severe unem- 
ployment, monetary policy was tightened” (p. 73, italics in original). As- 
suredly, to tighten money and raise interest rates in a depression is perverse. 
But it would have been perverse also under a fixed rate system. Easy money 
plus a budget deficit would have been the right policy whilst the author says 
credit should have been expanding “. . . to reduce the budget deficit” (p. 74). 

But despite a certain oversophistication, which makes it dangerous advice 
to less sophisticated policy makers, Mundell’s paper is exceedingly stimulating 
for a theorist. There is a useful appendix setting out in ten points the argu- 
ments against flexible exchange rates and the rebuttal. 

GOTTFRIED HABERLER 
Harvard University ; 


Multilateral Commercial Diplomacy—The General Agreement on Tariffs 
and Trade and Its Impact on National Commercial Policies and Tech- 
niques. By GERARD Curzon. London: Michael Joseph, 1965. Pp. xii, 
367. 60s, 

This thorough study of the General Agreement on Tariffs and Trade begins 
with a short historical introduction. Chapter 2 discusses the organization of 
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GATT, Chapter 3 the most-favored-nation clause, and Chapters 4 and 5 tariff 
problems. Barriers to trade other than tariffs are discussed in two succeeding 
chapters: quantitative restrictions in Chapter 6, agricultural protection in 
Chapter 7. The next three chapters are devoted to GATT actions in the fields 
of economic development, economic regionalism, and state trading. The book 
concludes with a brief discussion of prospects, including GATT’s relations to 
UNCTAD. 

Although the author announces early that he will resist the temptation to 
enter into the welfare theory of international trade, the book abounds in wel- 
fare pronouncements, by no means confined to international trade. (E.g., there 
is talk of the “vicious circle of planning" in underdeveloped countries; “non- 
collectivist countries’ trade assures that factors of production are used to their 
optimum within the nation. This principle is extended to foreign trade as well. 

. ." And we are told that “a good case can probably be made for substituting 
unilateral trade concessions for aid by the rich countries.") 

In spite of the author's belief that economic theory has established the case 
for free trade (which he supports by mutually exclusive arguments as if they 
were additive), while political obstacles prevent the realization of this ideal, 
the case for GATT and freer trade is probably philosophical and political 
rather than economic. 

A system of rules on which a large ndis of countries can agree, so the 
argument runs, must be simple. More complex rules, though they may be pref- 
erable on economic grounds, are more open to abuse and more difficult to po- 
lice, It is presumably for such reasons, rather than on theoretical grounds, 
that discrimination in favor of nationals is permitted, while discrimination be- 
tween foreigners is prohibited; that 100 per cent preference is permitted in 
free trade areas and customs unions, while anything short of it is ruled out; or 
that preferential free trade must apply, in principle, to all products and must 
not be confined to, say, new production. (The interpretation of the new Chap- 
ter 4 is still too uncertain to cast doubt on this statement.) Tt is well known 
that none of these principles can be justified by welfare economic arguments. 
Discrimination in favor of the domestic market makes nondiscrimination be- 
tween foreigners no longer optimal; partial preferences are more likely to be 
beneficial than 100 per cent preferences, etc. Even more difficult to understand 
is the rule that, temporary restrictions apart, protection should be provided 
exclusively through tariffs, not through other commercial measures. Not only 
economic but also political arguments point to the advantages of subsidies 
over tariffs (and surcharges over quantitative restrictions). But Gerard Cur- 
zon has not yet even advanced to the Neo-Panglossian position that all is for 
the second-best in the best of all feasible worlds (and everything in it is a nec- 
essary constraint). Nor is the author more convincing in his attempt to per- 
suade us that the GATT bargaining procedure is the most promising approach 
to freer trade. He does not meet the difficulty that in the bargaining process 
high-tariff countries have an advantage over low-tariff countries. This means 
not only a conflict of interests but also a built-in tendency to resist tariff re- 
ductions, which would weaken future bargaining power. 

Not only the economic but also the philosophical argument for simple and 
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general rules is fallacious. The political philosophy of GATT is founded upon 
a long-standing confusion, of which even such a clear-headed thinker as David : 
Hume is guilty. Hume contrasts the highly specific reactions when we are 
seeking our own self-interest with the “universal and perfectly inflexible” laws 
of justice. He seems, like many others (including GATT), not to make a nec- 
essary distinction between general principles (the opposite of specific ones and 
therefore necessarily simple) and unsversal principles (which may be highly 
specific and highly complicated, provided that they contain no uneliminable 
reference to individual cases). Thus, Hume says, in one place “universal and 
perfectly inflexible,” but lower down “general and inflexible.” And the use of 
the word “inflexible” conceals a confusion between a principle being able to be 
altered (which has nothing to do with its universality or generality) and its 
having a lot of exceptions written into it (which is consistent with universality 
but not with generality). Hume evidently thinks that the rules of justice have 
to be simple, general ones. He argues that unless the rules are general, people 
will be partial in their application of them and “would take into consideration 
the characters and circumstances of the persons, as well as the general nature 
of the question . . . but this would produce an infinite confusion in human so- 
ciety, and... the avidity and partiality of men would quickly bring disorder 
into the world, if not restrained by some general and inflexible principles." 
But this is fallacious. In order to prevent people from being partial, the prin- 
ciples have to be universal, i.e., not contain references to individuals; they 
may, and indeed should, not be general; surely our judgments based on them 
ought to “take into consideration the characters and circumstances of the 
persons, as well as the general nature of the question." 

Like Hume, the philosophy of GATT, by confusing “general” with ‘“univer- 
sal," arrives at the wrong conclusions of the need for simplicity. A highly com- 
plex system of multi-tier preferences may well be best and most just for a group 
of developing countries at different stages of development entering into a union. 

The descriptive content of the book is valuable. History, institutions, and 
the adaptations of GATT to new requirements are admirably set out in great 
detail, and the author has brought together material previously dispersed over 
& large number of sources. 

PAUL STREETEN 

Balliol College, Oxford 


Germany's Economic Dilemma: Inflation and the Balance of Payments. By 
Patrick BoArman. New Haven: Yale University Press, 1964. Pp. 344. 
$7.50. : 


This is an extremely interesting study of Germany's problems in coping 
with the inflationary consequences of its enormous export surpluses in the 
1950's. It provides a fascinating case study of the difficulties encountered in 
trying to combine independent domestic monetary-fiscal policies, fixed ex- 
change rates, and an equilibrium in international payments. It gives us not a 
chronicle of events, but a thoughtful discussion of the policy issues as they ap- 
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peared to German economists and the monetary authorities at the time. It is 
particularly successful in communicating the flavor of the German balance-of- 
payments controversies as they occurred. 

Professor Boarman's own retrospective judgments on those controversies 
and his own analyses and generalizations about the substantive economic is- 
sues involved, while evincing wide scholarship, dialectic skill, and an expert 
handling of both statistical and historical data, seem, nevertheless, distinctly 
less original and less successful, on the whole, than his discussion of the evolu- 
tion of German thought about the problems. He unduly ignores broad sociopo- 
litical factors that were overlooked by all sides in the technical economic con- 
troversies. Moreover, the book's fiery ideological commitment to the Soziale 
Marktwirtschaft philosophy of Ludwig Erhard and Wilhelm Rópke (which is 
invariably shown as providing the right answer) gives it a somewhat doctri- 
naire character. 

Germany's export surpluses were truly enormous. From 1952 to 1961 they 
averaged (in goods and services) 3 per cent of GNP—about five times the 
U.S. ratio. Boarman argues that they resulted in the first instance from the 
practice of the neoliberal economic philosophy, which by means of tight 
money and budgetary surpluses, stabilized prices, stimulated private saving 
and investment, but made it easier and more profitable to sell in foreign than 
in domestic markets. Moreover, by spurring competition and freeing the price 
system from arbitrary governmental controls, the German economy was made 
extremely flexible and efficient in discovering and responding to the particular 
requirements of its individual customers both domestic and foreign. Boar- 
man's discussion of structural and nonprice factors in German export competi- 
tiveness and their relation to domestic economic policy is particularly inter- 
esting and suggestive. 

These giant surpluses, however, had powerful inflationary effects which the 
Germans, with their deep emotional horror of inflation, were determined to 
avoid. The monetary authorities therefore raised interest rates very high and 
the government ran.large budget surpluses. The high interest rates attracted 
an inflow of short-term capital, adding still further to the balance-of-payments 
surplus and requiring further credit stringency to sterilize the expanded mone- 
tary base. The large budget surpluses and the tightening of domestic credit 
restrained domestic purchases and costs, discouraging imports and spurring 
exports—on which profit margins were higher and which could often be 
financed by foreign funds. In short, the effort to combat inflation by tradition- 
al means resulted in the “import of inflation" from Germany's neighbors who 
were pursuing more expansionist monetary policies. This put the German au- 
thorities in an apparently insoluble dilemma. Not only did the attempt to fight 
inflation apparently result in still more inflation, but it drew criticism from 
abroad that Germany was not acting either by the old gold standard "rules of 
the game" or by the new standards of “a good creditor." Furthermore, it in- 
volved restraining domestic consumption and investment in Germany for the 
benefit of countries which in most cases had higher consumption levels and 
more capital than Germany. 
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“A most ingenious paradox” to all appearances! And there is much truth in 
this picture. Is it, however, the whole story? Despite Boarman’s persuasive 
presentation, I cannot really believe that the Germans very much wanted to 
give up their export surplus or that they would have faced any insuperable 
difficulty in doing so. 

Consider the first point. According to Boarman: “Nothing could have been 
farther from the truth than the assertion that the Germans were anxious to 
add to their holdings of gold and exchange. Their incessant concern, as has 
been shown, was to get rid of such ‘wealth’ where this could be done without 
producing a domestic inflation. If Germany were a miser, she was, like Midas, 
more deserving of sympathy than of anger" (p.251). To me, this view seems 
naive. To be sure, certain German economists and public officials said such 
things. But one risks major error if one ignores the psychological-political con- 
texts in which economic policy is made. The book completely abstracts from 
the fact that Germany, a nation with a formidable power-drive, had just lost a 
disastrous war and been deprived of decisive weapons. It seems entirely unreal 
to discuss German economic policy without realizing that Germany turned 
naturally to the pursuit of power by the one means left fully open to her—both 
on the individual and on the collective level —namely by the acquisition of 
wealth. In this context it is easy to understand both the high level of saving 
among individuals, and the major national effort made by Germany to re-estab- 
lish itself as a financial power by acquiring large stocks of gold and foreign 
exchange. Such accumulation had of necessity to be at the expense of current 
consumption—but a restoration of power had an unquestioned priority. Some 
restraint in consumption was not too painful in any case in view of the great 
improvement achieved over early postwar levels. -A too-flamboyant rise in con- 
sumption levels, moreover, might have been resented by Germany's neighbors 
whose own economies had been damaged by German attack and occupation, 
and whose citizens had accepted taxation and restrictions to help restore the 
German economy and defend its security. 

Boarman incidentally fails to indicate the extent to which the German ex- 
port surpluses can be explained by allied military contributions to her defense. 
Relevant data, which are introduced only in connection with a minor point 
(the possible disadvantages of revaluation), and the broader significance of 
which is not discussed, show that receipts from foreign troops accounted for 40 
per cent of net surpluses on goods and services in the period 1951 to 1960 
(Table 23, p.293). The book does not mention at all that as a result of allied 
contributions to Germany's defense, Germany spent only 3.5 per cent of GNP 
on defense during these years, compared to 6 per cent by France, 7.5 per cent by 
the U.K., and 10 per cent by the United States. This 2.5-6.5 per cent of GNP 
saved on defense relative to her main commercial rivals—much of which di- 
rectly benefited her balance of payments and burdened those of her rivals— 
will certainly go a considerable way to explain how it was possible for Germa- 
ny to achieve her export surplus of 3 per cent of GNP in these years. 

] also find it hard to believe tbat Germany could not have found the means 
to reduce her export surplus if she had been determined to do so. Boarman 
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spells out in great detail the multitudinous objections to various adjustment 
policies that might have been adopted. They do not seem to me to be decisive: 
essentially they add up to an unwillingness to pay the cost of abandoning the 
export surplus. It is admitted for example that the export surplus was largely 
based on an abnormally low German propensity to import—in turn resting on 
the very low import content of German exports, and the abnormally low 
ratio of consumption to GNP. All the more reason, one would suppose, for 
eliminating import barriers. Boarman's.main argument here is that Germany 
led its neighbors in liberalization and tariff reductions. This is true, but 
doesn't quite answer the point: if Germany had been really determined to end 
its export surplus it could have gone even further and faster, especially on ag- 
ricultural imports. 

Similarly, more effective measures could have been taken, one would sup- 
pose, to reduce the severe inequality in income distribution in Germany and to 
reduce unemployment (which stayed above 3 per cent until after 1958), with 
benefit to personal consumption and imports. Such measures could have been 
justified under the social justice aspect of the Soziale Marktwirtschaft philoso- 
phy. Rópke's argument that unemployment could not be further reduced until 
there were more savings and capital seems absurd; temporary public works 
projects of low capital intensity, and credits to finance imports of the required 
equipment for private projects could certainly have helped—if there were a 
real willingness and desire to sacrifice the export surpluses. The real emotional 
objection to such policies comes out in comments on the unreasonableness of 
expecting surplus nations to adjust themselves to the inflationary develop- 
ments in the deficit countries rather than vice versa. 

As for the frequently heard request that Germany reduce its surpluses by 
contributing more to foreign aid, this is parried by the explanation that the 
German export surplus was an indirect contribution to foreign aid: ie., by 
shifting resources to the aid-giving nations, the accumulation of U.S. dollars 
in German reserves was “equivalent to an involuntary financing by the Ger- 
mans of portions of American military and economic aid programs’’-—pro- 
grams which they themselves would sometimes have rejected. It is also argued 
that Germany was too deficient in capital (as proved by the high interest 
rates) to afford foreign aid. 

One final prescription—of a wholly arthodex type—was always available, 
but continuously rejected until 1961, and then adopted only in a homeopathic 
dose. This was the prescription of an upward currency revaluation, advocated 
by Rópke as early as 1956, and held off, Boarman admits, largely through the 
implacable political opposition of the export interests and their banks. Can 
one believe, then, that the politically dominant forces in Germany really 
wanted to rid themselves of their export surpluses or were really displeased by 
the rise of Germany, by 1955, to the position of the second country in the 
world in the size of its gold and foreign currency reserves? 


EMILE BENOIT 
Columbia University 
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Japan and the United States in World Trade. By WARREN 5. HUNSBERGER. 
New York and Evanston: Harper & Row, 1964. Pp. xvii, 492. $6.00. 


“This study of Japan’s foreign economic relations seeks to illuminate not 
only the Japanese side of the story but also American interests and the issues 
of American policy involved” (p. vii). The main focus is on the period 1952-62 
(the cut-off for statistical data). Subsequent events have not altered substan- 
tially the trends detected by the author or the validity of his policy conclu- 
sions. Warren Hunsberger emphasizes the overwhelming economic significance 
of the United States for Japan as its largest trading partner, main foreign 
source of new technology and capital, and perhaps most important as patron 
in international economic relations. Japan has become of. increasing political 
and economic importance to the United States as well. America’s thirteenth 
largest trading partner in 1952, Japan in the past few years has been second 
only to Canada. | 

Part I, “Japan in the World Economy," uses Japan's postwar balance of 
payments as the framework for discussion. The author stresses the structural 
importance of imports as inputs for Japan's industrial production process, and 
of foreign capital and foreign technology. Most of the discussion centers on 
the nontrade components of Japan's balance of payments: U.S. military and 
economic aid, special procurement, reparations, various kinds of short-term 
and long-term capital inflow, and arrangements for the inflow of foreign tech- 
nology. Part IT, “Japanese Commodity Trade,” straightforwardly describes 
the growth, commodity and geographical composition, controls, prices, and 
policies of Japanese imports and exports. Two following chapters treat the 
U.S. market for Japanese goods in general, and cotton textiles in particular. 

In Part OI, “Policy Needs and Possibilities," Hunsberger begins by stating 
in rather broad, policy-oriented terms the general desirability of trade liberal- 
ization and specialization based on comparative advantage. He then examines 
Japan's reservations against trade liberalization, and points out that Japan 
has become sufficiently strong that it no longer requires extensive U.S. spon- 
sorship. Rather, it can be expected to develop its own foreign economic policy. 
After a discussion of the “costs” to the United States of trade with Japan, the 
author suggests that U.S. and Japanese economic interests are basically har- 
monious—-both want flourishing multilateral world trade. 

A striking feature of U.S.-Japan trade relations is that while most imports 
from the United States do not compete directly with Japanese production, al- 
most all imports from Japan compete vigorously via prices with U.S. produc- 
tion. In certain industries competition has been so severe as to arouse strong 
cries of market disruption and attempts to obtain protection. Hunsberger ex- 
amines the resultant action on tariff and quota restrictions, and on the Japa- 
nese development of the "voluntary" export quota system in hard negotiation 
with the U.S. government as representative of the cotton textile and other in- 
dustries. Export quotás are easier to adjust and to expand than other forms of 
trade restriction, but they too are restrictive. The proper evaluation of export 
quotas depends on whether protectionists could have obtained other restric- 
tions. Hunsberger is not clear, but seems to feel that U.S. protectionists would 
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have won the day in the late 1950’s. Japan has opened a real Pandora’s Box, 
with producers of other commodities and other countries pressing for similar 
limitation on exports by exporters. This technique may well presage the way in 
which the high-income countries will handle the imports of highly competitive, 
labor-intensive manufactured goods from low-income countries. Indeed, as 
Hunsberger points out, the nominally liberal but in practice protectionist in- 
ternational cotton textile agreement bodes ill for the poor countries. 

Writing style (avoidance of technical economic terminology) and the gener- 
al level of discussion suggest that this book was written for an audience of in- 
telligent laymen. The author provides a welter of factual descriptive detail, 
involving exhaustive synthesis of data and analysis from a variety of sources. 
A statistical appendix and an extensive bibliographic note on English-lan- 
guage materials (many of which emanate from Japan) are particularly useful 
reference materials. From all this Hunsberger has rather loosely drawn some 
general policy conclusions and recommendations. These reflect more the au- 
thor’s liberal trade position and optimism than a detailed analysis of costs and 
benefits of particular policies. Nonetheless, I find his conclusions reasonable 
and full of common sense: Hunsberger presents a good case to his audience. 

Economists, however, will be disappointed that the author does not go much 
beyond conventional wisdom or, despite the masses of data, engage in close 
empirical analysis of a number of important questions underlying policy is- 
sues, instead of simply relying on general comments and, assertions. For exam- 
ple, there is no estimate of what the inflow of imports from Japan would be in 
the absence of (a) export quotas, and (b) tariffs and other forms of restric- 
tion; i.e., the nature of the supply schedules in U.S. import-competing indus- 
tries. Nor does he examine the degree to which resources in these industries 
are mobile. Is Japan’s policy of restricting foreign direct investment rational, 
in that it can achieve the same objectives more cheaply by purchases of tech- 
nology and portfolio capital inflow? Precisely (or even roughly) how impor- 
tant has foreign technology been in the growth of Japanese exports and GNP? 
How has Japan achieved such a successful export performance? Hunsberger 
explains only by general reference to comparative advantage, low wages com- 
bined with a high level of technical skill, Japanese behavior patterns, and the 
like, 

I found the resolution of certain policy issues unclear. Hunsberger urges 
Japan to engage in more foreign aid, yet notes that the inability to pay for the 
level of imports needed will continue as a major constraint on Japanese growth. 
He does not resolve this apparent contradiction. Or another issue: should I, 
sharing the author's liberal trade persuasion, favor export quotas or not? We 
cannot blame Hunsberger for giving no full answer, since obviously much in a 
practical policy sense depends upon the strength of the protectionist forces on 
any particular issue at any particular point in time. Hunsberger does make 
sensible suggestions on procedures for arriving at export quotas and for built-in 
expansion of quotas, if export quotas are the only viable alternative. 

In summary, this book is useful to economists mainly for its descriptive de- 
tall, as a data and reference source, and for its broad delineation of policy fa- 
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cets of Japan’s trade relations, particularly with the United States. Analytical- 
ly it is not strong. 

Hucu T. PATRICK 
Yale University i; 


Integración de América Latina—experiencias y perspectivas. Edited by 
MIcuEL S. WioNczEK. Mexico: Fondo de Cultura Economica, 1964. 
Pp. xxi, 381. 

The purpose of this book of essays is to provide the nonprofessional Latin 
American reader with a description and evaluation of the “perspectives and 
possibilities” of. Latin American integration and to give wider currency to 
the influential body of ideas on regional integration formulated by the U.N. 
Economic Commission for Latin America (ECLA) during the ‘fifties under 
the leadership of Raul Prebisch. The editor has brought together eighteen 
essays of varying quality written by well-known Latin American and non- 
Latin American economists who share an outlook uncritically sympathetic to 
what can be called the “ECLA doctrine” on regional integration. The book 
joins the growing corpus of literature available in Spanish on the theoretical 
and practical aspects of economic integration in less developed areas. (e.g., 
Problemas de Pagos en América Latina, CEMLA, 1964; Cooperación Finan- 
ctera en América Latina, CEMLA, 1964; Coordinación. Monetaria Regional, 
CEMLA, 1963; S. Dell, Problemas de un M ercado Común en América Latina, 
CEMLA, 1959; B. Belassa, T'eoría de Integración Económica, UTEH, 1964). 

'The book is divided into three sections. The three essays in the first section 
(B. Belassa, S.B. Linder, and H. Kitamura) deal with theoretical approaches 
to regional integration. In the second section on the Latin American Free 
Trade Association (LAFTA), four essays review the history (M. Wionczek), 
the actual operation (S. Dell and G. Magarifios), and problems (R. Pre- 
bisch) of LAFTA; three essays cover specific sectors: industry (P.G. Reynoso 
and J. Tinbergen) and transportation (Enrique Angulo H.); five essays con- 
centrate on questions of financing LAFTA integration (F. Herrera, R.F. Mik- 
esell, and E. Galveas) and proposals for a regional payments system (B.N. 
Siegel and R. Triffin). The final section includes three essays analyzing eco- 
nomic integration (J. Moscarella), industrialization issues (J.C. Mills), and 
payments arrangements (J.G. del Valle) in Central America. Appendices pro- 
vide complete texts of the treaties establishing LAFTA and the Central Amer- 
ican Common Market. A brief bibliography on regional integration completes 
the volume. 

The principal value of Integración de América Latina lies in the ideas and 
notions of ECLA which provide the basis for many of the arguments of the 
essays and which have been so influential in technical and official circles in 
Latin America and elsewhere. The ECLA doctrine can be summarized as fol- 
lows: An external sector “bottleneck” is retarding Latin American economic 
development. Primary commodity exports (due to a secular decline in the 
terms of trade and protectionist policies of the industrial countries) are lag- 
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ging behind the rate of growth of imports creating a structural payments dis- 
equilibrium, Latin American capital formation depends, to a considerable ex- 
tent, on the capacity to import investment goods, technology, and raw materi- 
als, which is not growing fast enough to achieve a satisfactory growth rate. 
Therefore, economic development is impossible without import-substitution 
industrial expansion, which reduces nonessential imports and conserves scarce 
export income to pay for essential imports. However, the easy stage of import- 
substitution policy has come to an end in much of Latin America; it is now 
more difficult and costly for a single country with a limited domestic market 
to substitute local production for essential imports. ECLA’s remedy is the 
creation of a Latin American political-economic bloc which will permit further 
import-substitution vis-a-vis the rest of the world and offer an alternative to 
inefficient industrialization by promoting liberalized intra-regional trade and 
specialization. Furthermore, the formation of LAFTA increases the bargaining 
power which Latin American countries can bring to bear on the developed 
countries to obtain nonreciprocal tariff reductions for primary commodities and 
preferential treatment for regional industrial exports. Thus, Latin American 
integration is an important part of ECLA’s development strategy aimed at 
overcoming the “external bottleneck” via industrialization and improving 
Latin America’s terms of trade. 

The most serious shortcoming of the book is that not a single essay ques- 
tions the soundness of the assumptions on which the ECLA doctrine rests. The 
Prebisch-Singer thesis which predicts the secular decline of the terms of trade 
of primary producers based on alleged past trends is accepted as an article of 
faith in spite of the scepticism aroused by the works of Morgan, Kindleberger, 
Lipsey, and Haberler, The overemphasis on import-substitution and the ne- 
glect of the relevance of comparative-cost considerations in the formulation of 
a Latin American development strategy continues to be a central weakness of 
ECLA doctrine. Demand deficiency (lagging external demand) is stressed to 
the virtual exclusion of supply deficiency (lagging domestic supply) resulting 
from government policies (taxation and overvalued exchange rates) which dis- 
criminate against primary producers. Together with nationalist ressentiment 
against the traditional, upper-class agricultural-export sector, the ECLA ap- 
proach has helped to create the exaggerated prejudice against primary exports 
in official circles which hampers economic development in many Latin Ameri- 
can countries. 

James D. THEBERGE 

Harvard University 


Business Organization; Managerial Economics; 
Marketing; Accounting 
Soviet Management-—With Significant American Comparisons. By Barry M. 
RICHMAN. Englewood Cliffs, N.J.: Prentice-Hall, Inc.,. 1965. Pp. vil, 
279. $5.95, 
Professor Richman in this book is concerned with describing the organiza- 
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tion and planning of Soviet industry viewed from the perspective of the indì- 
vidual Soviet enterprise. His primary concern is with the attitudes and behav- 
ior of enterprise managements, but these are discussed within the context of 
macroeconomic problems. ` 

The novelty of the book is twofold. One is that the Russian sources used are 
entirely of postwar origin. The second is that, in the course of trips to the So- 
viet Union during 1960 and 1962, Richman visited more factories (16) than 
has any other Western writer on the same subject. 

This is the fifth English-language book which has treated this subject. The 
first three dealt entirely with the period prior to World War II (G. Bienstock, 
S. M. Schwarz and A. Yugow, Management in Russian Industry and Agricul- 
ture, 1944; D. Granick, Management of the Industrial Firm in the USSR, 
: 1954; J. Berliner, Factory and Manager in ihe USSR, 1957); the fourth (D. 
Granick, The Red Executive, 1960) also leaned heavily on prewar materials 
although it was significantly supplemented by postwar Soviet writings and in- 
terviews. Given this rather extensive.literature, one might have expected Rich- 
man's book to be heavily oriented toward showing continuities and discontinu- 
ities between prewar and postwar Soviet management. In fact, however, Rich- 
man virtually ignores this theme. Curiously, his footnote references mention 
only two of the four books—and one of these is mentioned only with regard to 
subject matter which is virtually untouched by Richman. 

Richman's book might be viewed as having added value because of its in- 
clusion of comparisons with American managerial behavior. Some of these are 
rather interesting, although quite limited in scope. Again curiously, no indica- 
tion is given that similar comparisons are provided in the literature cited and 
in an article by Berliner. 

The scholarly contribution of this book would seem to lie in its indications 
of change between the prewar and postwar eras of Soviet management. Rich- 
man’s key statement here seems to be that Soviet enterprise managers have 
acquired greater authority and independence since the middle-1950’s. This 
may indeed be the case, but no documented evidence whatsoever is presented 
in support. At least one of the supporting but undocumented claims (that, 
particularly during the Stalin era, personnel problems were not of significant 
concern to enterprise managers) is clearly incorrect. Presumably, the source of 
Richman’s view as to the growth of power by enterprise managements consists 
of his interviews. But the results of such interviews, when they relate to such 
a broad position, can scarcely be accepted as authoritative without close ex- 
amination. This Richman makes no attempt to do. Although it is mentioned in 
another connection, a major article by A. Nove (in Soviet Studies, July 1962) 
is completely ignored in this context despite the fact that it presents evidence 
which, on the face of it, casts doubt on the Richman thesis. 

Judging from the materials presented, this reviewer would conclude that the 
position of Soviet enterprise-managers did not change particularly between the 
prewar period and the experiments of 1964. If this conclusion is correct, then, 
aside from institutional shifts such as the change to the regional system of ad- 
ministering firms which occurred in 1957, one might properly conclude that 
the earlier Berliner and Granick monographs are still up-to-date descriptions 
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of Soviet reality. However, this reviewer feels no great confidence in such a 
conclusion. For, out of three major areas of potential change, one is virtually 
ignored (control over the enterprises by the State Bank) and the other two are 
examined so sketchily as to inspire no confidence whatsoever in the results 
obtained. These two areas are those of Party relations with enterprise manage- 
ment and of management backgrounds and careers. 

According to the flyleaf of the book, Richman is writing for both specialists 
and nonspecialists. For the former group, some tables are worthy of attention 
—although these are based on a very tiny number of enterprises in which 
Richman carried on interviews. These are presented on pages 67-68, 135, 161, 
and 212. Other interesting data are presented on pages 167-68 and page 176. 
However, even the table on page 135— which deals with bonus payments to 
management, and which this reviewer finds the most interesting of all—suffers 
seriously from a failure to define “management”; one can think of three alter- 
native definitions and there is no inkling of which is intended. Some other 
specific statements of fact (on pages 66 and 92 especially) may well be correct 
and are quite interesting if they are reliable; but since they are left totally un- 
footnoted, the specialist can hardly pay them much attention. 

As for the nonspecialist, other works cover much the same ground and are 
written in a more interesting style. Richman's book also suffers from the ab- 
sence of an index. 

DAVID GRANICK 

University of Wisconsin 
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Law and Economic Policy in America: The Evolution of the Sherman Anti- 
trust Act. By WILLIAM LETWIN. New York: Random House, Inc., 1965. 
Pp. vi, 282. Appendix. $5.95. 

This is one of those rare studies that slip back and forth between diverse 
but related fields of scholarship and between pure methodological issues and 
those of empirical substance. The effort and the results justify William Let- 
win’s often tedious excursion into legal and constitutional history, the history 
of economic doctrine, and the pragmatic background of legislating economic 
policy. His search has been into the primary sources, especially the legislative 
debates and the over-all effect is quite impressive. I have no hesitation in hail- 
ing Letwin’s study as a model of how to study the historical development of 
national economic policy. . 

Letwin has three points to make. First, the Sherman Antitrust Law of 1890 
was much more novel in its legal frame than is commonly supposed. The cliché 
(of the times and of subsequent text writings about the law) is that the Act 
codified the “common law.” Letwin clearly expands this hypothesis to one 
more reasonable of acceptance by delving into the common law relating to mo- 
nopoly and restraints of trade and tracing its dynamic and fluctuating de- 


266 THE AMERICAN ECONOMIC REVIEW 


velopment prior to the passing of the Sherman Act. Letwin also tackles an- 
other cliché common in conventional historical wisdom: passage of the Sher- 
man Act was a crumb thrown by Congress to a hungry public. Congress had 
no intention of restricting the merger movement or prescribing competitive 
rules of the game, historians of several generations have argued. Instead it 
passed a law so simple in wording as to be ineffective against the ills claimed, 
but so sweeping in its condemnation as to assauge an hysterical public opinion 
fearful of the octopus monopoly. This just wasn’t so, according to Letwin. 
Congress grappled with the issues inherent in designing legislation to cover so 
broad a range of business issues and opted not for a specified bill of particu- 
lars, but for a broad statement of economic philosophy, and one which could 
be given substance by judicial interpretation and where the myriad and com- 
plex issues could be adjudicated on their relative merits. 

Letwin’s third objective is to convince the reader that legislation which reg- 
ulates business conduct and prescribes limits on industry organization and 
structure is at best Hobson’s choice. Legislation such as the Federal Trade 
Commission and the Clayton Acts, offered as weapons for closing the holes 
opened by the Sherman Act, is no less successful than broadly conceived rules 
of conduct and may even be worse. In short, if public opinion demands legisla- 
tion which affects industry structure, conduct, and performance, such rules 
had best be purposefully broad and capable of relative and individual flexibili- 
ty in interpreting them. What emerges from this tripartite approach is a re- 
warding study of the elusive nature of achieving a balance between what is 
equitable, what is economically rational, and what is politically feasible. 

I accept without reservation Letwin’s conclusions. Economic historians have 
just not been correct in interpreting the motives of Congress in passing the 
Sherman Act. Letwin's examination of the evidence is far more complete and 
seemingly objective and just. Similarly, economic historians have accepted, 
without investigation into primary sources, the supposedly intimate link be- 
tween the common law and the Sherman Act. Letwin claims for the framers of 
the Sherman Act much more innovation than hitherto believed. His third con- 
clusion could be stated in even stronger terms. It is not possible, I think, to 
accept the view that the mix of antitrust legislation in this country (starting 
from the fount of the Sherman Act up to the Cellar Amendments) has in a 
measurable way influenced the performance of the entire economy, substan- 
tially altered industry structure, improved price flexibility, or aided our long- 
term economic growth. One can point to a few cases where results are visible 
though not quantifable, but the over-all accomplishments are nominally 
small. Letwin's point is that this is not a surprising result. The economic phi- 
losophy embodied in the Sherman Act is so fundamental to American national 
character and values, however, that even if on a cost-benefit analysis the super. 
structure of antitrust laws cannot be vindicated, there is something comfort- 
able to the national psyche about believing that the “robber baron" of the 
past could not exist today. Comforting, but wrong. 


RALPH L. ANDREANO 
University of Wisconsin 
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Government-Business Relations-—A Pragmatic Approach to the American 
Experience. By AnTHUR M. Jornson. Columbus, Ohio: Charles E. Mer- 
rill Books, Inc., 1965. Pp. xvi, 446. $8.75. 


The novelty claimed by Arthur Johnson and the organizing theme of his 
textbook is a pragmatic approach to public policy. The book is arranged in five 
parts. Johnson discusses public policy in terms of legislative, executive, and 
judicial policy (Part I, 91 pages), government supports (Part II, 117 pages), 
government restraints (Part III, 158 pages), government ownership of pro- 
ductive facilities (Part IV, 34 pages), and concludes with a summary of gov- 
ernment-business relations since the turn of the century (Part V, 29 pages). 
In my judgment this book suffers more from a lack of analytical depth than 
from scope of coverage. 

Johnson, recognizing the importance of “processes by which private and 
public interest are adjusted to one another” (p.vii), finds descriptions of stat- 
utes and court decisions that govern business, as well as economic analysis, of 
limited analytical utility. He argues that the latter is “limited to our accep- 
tance of the premises on which economic theory is built . . . the decision of leg- 
islators, judges, and administrators, not to mention the public, seem to have 
ignored, contradicted, or confounded economic theory” (p.vii). 

A careful reading of the book, particularly pages 292-302, reveals that “the 
premises on which economic theory is built,” are not the usual postulates used 
in economic theory, e.g., individuals prefer more to less substitution, etc. 
Rather, economic theory is erroneously equated with perfect competition. As 
no single evidence is cited in the book that is held to contradict economic the- 
ory, the contradiction presumably comes about when Johnson does not find all 
the industries conforming to perfect competition. 

The author's confusion about the nature of resource allocation, the role of 
private enterprise, and the market system has led him to summarize the dis- 
cussion of several subsidy cases in the following manner: 


The point to be made here, however, is that, responding to pressure and 
interest groups, government is allied with a very broad range of business 
endeavors. In view of the overemphasis frequently given to govern- 
mental restraints on business, it is well to keep in mind the many ways 
in which public funds and public servants help to protect and sustain 
private enterprise (p. 160). 


The fact of the matter is that a subsidy as well as a restraint may misallocate 
resources. Àn economist (if not the beneficiary of the subsidy) will not ener 
an attempt to balance the two kinds of government actions. 

I consider lack of a frame of reference for evaluating the outcome of numer- 
ous types of governmental subsidies and restraints a significant shortcoming 
in a text for an economic course in government-business relations. Moreover, 
while the organizing theme of the book is to describe processes by which pub- 
lic and private interest are brought together, the author says that “public pol- 
icy” defies precise definition, and he does not even attempt to define “public 
interest.” 


I am sympathetic with his effort to incorporate interrelationships and to 


268 THE AMERICAN ECONOMIC REVIEW 


discuss phenomena in a particular institutional arrangement, but his focus on 
what “works” leaves the reader with only cursory knowledge of the general 
topics that are usually treated in such a text. Thus, the interrelations are dis- 
cussed in their legalistic setting, with little insight to the motives behind ac- 
tions or reactions of different participants in the processes. For example, on 
pages 5-6 one reads that pragmatic public policy: 

. involves interrelated elements, political, social, and ideological as 
well as economic, specific to time and place. Problems are dealt with 
as they arise and not in accordance with predetermined plans. Experi- 
mentation and ad hoc solutions are important parts of the resulting 
process. Moreover, the process bears not only the imprint of public 
officials and their personalities but also that of private citizens and 
groups whose actions or reactions give public policy with respect to 
business, whatever its form, its ultimate significance. 


The book might have become more than a narrative of various events if 
there had been an analysis of the behavior of the participants in decision mak- 
ing in the nonmarket world of public commissions who are subject to the reac- 
tions of voters. Perhaps this omission was due to Johnson’s undue pessimism 
of the utility of economic analysis. Recent advances on this front are encour- 
aging and what appear as “ad hoc solutions" may become predictable if sub- 
jected to economic analysis. 

In closing, I would like to raise some criticisms that apply to other avail- 
able texts as well. It is all too often that “problems” are stated without criti- 
cal examination; not only is government regulation or restraint assumed to be 
necessary, but the outcome of the governmental action is not evaluated in 
terms of the original goals for which the solution was sought. 

Consider the case of radio frequency allocation. Only recently analysis of 
the episode of the 20’s, the formative years leading to creation of the Federal 
Communications Commission (FCC), has revealed that the problem was not 
defined correctly. Although interference caused by simultaneous emission of 
radio signals was the major consideration in that period, the FCC has been em- 
powered to decide the quantity of broadcast service that is forthcoming. 
Moreover, by making subscription system of sponsorship illegal, the FCC 
in effect has affected the quality of the entertainment and educational services 
made available today. Yet both officials and students of broadcasting seem 
to be surprised and dissatished with the outcome. Although the outcome is 
the result of the institutional arrangement chosen, the blame is put either on 
the broadcasters and/or the officials of the FCC for not pursuing a more 
"rigorous" policy. 

One can only hope that problems that have concerned us will be subjected 
to analyses, and assessment will be made of the outcomes of different institu- 
tional arrangements. 

Jora R. MINASIAN 

State University of New York 

at Buffalo 
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Report of the Committee on the Economic Impact of Defense and. Disarma- 
ment. Washington: Superintendent of Documents, 1965. Pp. ix, 92. 40g. 
This is the third pamphlet on disarmament published by the U.S. 
government. The general conclusion of the two earlier studies, which were 
published by the U.S. Arms Control and Disarmament Agency (ACDA), was 
that a major depression would not result from disarmament since the econom- 
ic problems are solvable with appropriate fiscal and monetary policies. With 
advance planning by all levels of government, by business firms, unions and 
other private organizations, the funds and resources released from defense 
spending would allow additional public and private expenditures, creating an 
unqualified social blessing. The fact that little advance planning had occurred 
was not reflected in the optimistic views expressed by ACDA.* This latest 
study, although recognizing that the general solutions are known, admits that 
the problems of maintaining general full employment and of minimizing the 
regional and industrial dislocations will be difficult to solve. 

The scope of this report has been substantially broadened. First, the au- 
thorship includes not only ACDA, but also representatives from the Depart- 
ments of Defense, Commerce and Labor, the Atomic Energy Commission, the 
National Aeronautics and Space Administration, the Bureau of the Budget, 
the Office of Emergency Planning—all under the chairmanship of Gardner Ack- 
ley, chairman of the Council of Economic Advisers.” Second, the general topic 
was expanded to include a study of the economic effect of changing defense 
requirements. Since the regional economic impacts are similar and since the 
possibility of disarmament is presently quite dim, the additional breadth will 
make the study more useful and the expenditure of additional research funds 
politically more acceptable. | 

The first two chapters consider the size and distribution of expenditures and 
employment in defense and defense-related activities, outlining the problems 
caused by changing expenditure patterns and by the closing of obsolete fa- 
cilties. As the report points out, ‘‘Readjustments are most successful when the 
economy is expanding vigorously and when employers and workers have 
strong incentives to make the shifts that are required" (p.18). 

Chapter 3 makes a forecast of GNP for 1970 ($870 billion). With the in- 
creases in tax revenues generated by our existing tax schedules, federal spend- 
ing increases and/or tax reductions amounting to $40 to $45 billion over the 
next five years must occur if the economy is to remain at full employment.‘ 


*U.S. Arms Control and Disarmament Agency, Economic Impact of Disarmament, 
1962; and The Economic and Social Consequences of Disarmament, 1962, revised 1964. 

*In general, political attitudes in the United States will not allow for the necessary 
government planning or authority to shift unemployed resources except in periods of 
crises, Thus the U.S. plan for partial disarmament, which was spread over a 12-year 
period to minimize adjustment problems, greatly reduced the possibility that the federal 
government would receive the necessary power to successfully combat the economic 
repercussions. 

*Added to the above-listed agencies, which were listed in the memorandum by the 
President establishing this committee, are the General Service Administration, the Small 
Business Administration, and the Office of Science and Technology. 

* Since most federal nondefense spending is for transfers rather than expenditures for goods 
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Assuming that defense outlays remain constant, nondefense spending (exclud- 
ing interest) must increase by 70 to 80 per cent over the five-year period; or 
across-the-board tax cuts of 15 to 18 per cent must be made. (The 1964 tax 
cut was approximately a 10 per cent reduction in total federal revenues.) If a 
25 per cent reduction in defense spending occurs by 1970, then the rise in non- 
defense outlays over five years must be 95 to 100 per cent or the reduction of 
all taxes must be 23 to 26 per cent. “If the very likely assumption is made 
that social security payroll taxes, customs duties, and miscellaneous (mainly 
non-tax) Federal receipts would not be subject to fiscal policy adjustments, 
the needed tax reduction would be equivalent to a cut of about one-third in all 
other Federal taxes” (p. 28). 

The committee readily points out that macro-governmental programs such 
as tax reductions cannot prevent regional and industrial dislocations. ‘“With- 
out appropriate fiscal policies, however, not only will specific measures to 
solve distress be frustrated, but widespread national unemployment could re- 
sult” (p. 29). The remaining three chapters (the unique part of this study 
compared to the earlier reports) are concerned with (a) the analysis of pres- 
ent governmental machinery being used to minimize the effects of economic 
dislocations, (b) recommendations for improving existing micro-governmental 
programs, and (c) the informational and research needs for strengthening 
micro-governmental programs. The criteria established for effective micro-pro- 
grams are: 

(1) consistency with macro-policies promoting full employment and satis- 

factory growth; 

(2) consistency with standards of equity between sectors of the economy 
and regions of the country, e.g., special disarmament benefits should 
not be restricted to government employees but should be open to all 
employees; 

(3) consistency with the efficient allocation of the nation's resources; 

(4) consistency with local and private initiative; 

(5) consistency with national security needs. 

'The committee was impressed by the variety of governmental services that 
now exist. A basic problem is to coordinate these available services into an 
over-all program. Recommendations to assist in this necessary coordination 
are (a) the establishment of a Federal Task Force on Community Assistance 
to provide on-the-spot coordination in depressed areas, and (b) the establish- 
ment of a permanent committee, with a full-time staff, to expedite and give 
continuity to research outlined in this report. 

The committee points out that the data are generally adequate in analyzing 
the impact of changing defense needs on the aggregate economy but are inade- 
quate for studying regional and industrial dislocations. While reasonable esti- 
mates can be made on dollar magnitudes of prime contracts, the employment 
change of the prime contractor, and the amounts and employment impact of 
subcontracting are generally unknown. The time lags involved in the award- 





and services, the same multipler with different signs is used for expenditure increases 
and tax reductions. l 
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ing of contracts and the resulting economic impact are also generally un- 
known. Research in these areas by the Department of Defense and ACDA is 
discussed as are the attempts to apply the latest input-output tables in de- 
termining industry impacts. Detailed studies are being made of South Bend, 
after the closing of the Studebaker plant; of Richland, Washington, after the 
closing of the A.E.C.’s atomic energy plant; of Seattle-Tacoma, after the re- 
duction of Boeing’s labor force; and after the closing of various military in- 
stallations. The results of this research will greatly assist in understanding the 
problems of changing defense expenditures. 

Although still overly optimistic in assuming that the economy can be made 
to perform satisfactorily if there is a significant amount of disarmament, this 
report has outlined many of the crucial problems which must be faced in such 
an adjustment. Even though the study is not as technical or as tightly orga- 
nized as the professional economist might prefer, it does provide an up-to-date 
summary of the problems and of the efforts to solve these problems which are 
being made by the federal government. 

Rosert E. BERNEY 

Arizona State University 


Railroads and Regulation 1877-1916. By GasrieL Korxo, Princeton: Prince- 
ton University Press, 1965. Pp. vii, 273. $5.00. 


I consider myself lamentably well qualified to review this book. When it ap- 
peared I had already worked seven months during a sabbatical on a similar— 
nay, identical—project. After spending another month evaluating the book, I 
decided that there was little point to continuing with my own study. From this 
the reader may deduce that I have a high opinion of the volume, & presump- 
tion I shall proceed to verify. 

Professor Kolko, an historian at the University of Pennsylvania, has set out 
to reinterpret the origins and early history of the Interstate Commerce Com- 
mission. He takes as orthodoxy the position that the ICC was established to 
engage in trade regulation of & monopolistic industry as a consequence of 
public revulsion to the industry's excesses. More specifically, he endeavors to 
refute the locus classicus of such views, I. L. Sharfman's compendious, but 
adulatory and uncritical history of the Commission. 

Kolko demonstrates that the purpose of the Act of 1887 was simply to lend 
stability to railroad cartels which the expansion of the industry had rendered 
chronically unstable. Rail rates had fallen steadily throughout the post-Civil- 
War period so that it was their instability rather than their absolute level 
which was a source of widespread dissatisfaction. Merchants, farmers, and 
railroad managers alike found the characteristic pattern of alternation be- 
tween collusive pricing and rate wars intolerable. Kolko in his discussion of 
the origins of the Act of 1887 is principally concerned with demonstrating po- 
litical support by railroad management for establishment of a federal commis- 
sion. Railroad magnates typically preferred Cullom's formulation of the Act 
of 1887 in the Senate, which included establishment of the ICC, to Reagan's 


i 


272 THE AMERICAN ECONOMIC REVIEW 


bill in the House, which provided for enforcement of published rates by re- 
course to the courts. 

Kolko’s history of the early behavior of the ICC. is a devastating demon- 
stration that the Commission looked upon itself as a cartelizing body from the 
outset. Cooley, the first chairman, had a solid background in arbitration of | 
disputes within the railroad cartels. The Commission's early jurisprudence 
centered about acceptance of discriminatory pricing, putting down of rate 
wars, and encouragement of collusive rate making. The Commission's statu- 
tory authority for all this was grossly inadequate. It had no statutory power to 
set rates, and the Act of 1887 neglected to legalize the collusive activity it was 
designed to facilitate. Kolko interprets the Commission’s early reverses in the 
courts not as interferences by a laissez faire oriented judiciary. with a progres- 
sive regulatory body, but as inevitable consequences of the vagueness of the 
Act of 1887. The Acts of 1903, 1906, and 1910 he interprets as efforts to 
strengthen the Commission’s original puny powers for cartelization. Kolko ap- 
pears somewhat more at home in the period 1900-1910 than in the earlier 
years. His treatment of the Elkins Act of 1903, the most potent of the pre- 
1920 statutes in requiring adherence to collusively set rates, is particularly 
impressive. He demonstrates that the Act had its origins in the legal depart- 
ment of the Pennsylvania Railroad and was the product of railroad pressures 
throughout. By the eve of the first World War, The Commission was suc- 
ceeding in the course on which it had been set in 1887: cartelizing the railroad 
industry without pooling. 

Kolko’s interpretation seems to me perfectly correct. It surprises me daly 
that the academic community took until 1965 to produce a book which sees 
the ICC for what it was—and is. Being so familiar with the author’s sources, I 
found the historical record so unambiguous that I have difficulty conceiving 
how a long line of scholars can have avoided the conclusions of this volume. 

In spite of the book’s general excellence and correctness, it will leave most 
economists unsatisfied in several respects. The author is almost exclusively de- 
voted to demonstrating that railroad pressure was mainly responsible for the 
development of public policy. There is a strong implication that the policy 
was undesirable. I am convinced of it, but there is nothing in the book to pro- 
vide one with a framework for reaching this conclusion. Kolko is writing 
about collusions, but he makes no use of the theory of cartels which he could 
easily have found in an intermediate or even elementary text in economics. I 
suspect that some explicit theoretical basis would have helped him pick up 
some major points that he missed. Notably, Section 5 of the Act of 1887, a. 
prohibition on pooling inserted in a Senate-House reconciliation of the Cullom 
and Reagan bills, was inconsistent with the rest of the Act, which was almost 
entirely devoted to facilitating collusion, Similarly, Kolko fails to recognize 
that the practice of charging more for a short haul than for a long one was 
both a form of discrimination against areas without water transport and a 
means of rate-cutting to points at which the railroads were competitive with 
one another. Accordingly, his treatment of the differing texts of Section 4 of 
the Act of 1887 in the Reagan and Cullom bills and of the Commission’s 
troubles with Section 4 in the Courts in the 1890’s seems to me less perceptive 
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than it should be. Finally, Kolko’s discussion of Smyth v. Ames (1898) is 
entirely inadequate. The ICC was not established to engage in public utility 
regulation in the usual sense of valuation and simulation of a competitive re- 
turn for a monopolistic firm. Insofar as it behaved that way in its later history, 
it was largely because of the common law obligations placed on it by Smyth v. 
Ames. Kolko mentions the case only once, almost as an aside. 

Withal, this volume represents a distinct advance in our knowledge of eco- 
nomic history. Let us hope that the book also prompts the intellectual commu- 
nity to see the Interstate Commerce Commission for the cartel that it is, and 
thus contributes toward its eventual elimination. 

GEORGE W. Hinton 

University of California, 

Los Angeles 


The Economics of Nuclear Power. By J. A. Hasson. London: Longmans, 
Green and Company, Ltd., 1965. Pp. vii, 160. 35s. 


This book is more or less unique in the literature dealing with the economics 
of nuclear power. Most earlier works can be classified into one or more of the 
following categories: (a) quantitative projections of a specific country’s (or a 
group of countries’) energy consumption total and of the likely role of nuclear 
power within that total;1 (b) economic analysis of the long-range effects of 
nuclear power on specific industries and/or regions via input cost reductions 
and/or changes in technology due to postulated energy costs (presumably) 
below costs from alternative sources of power or heat;? (c) discussion and 
analysis of the political economy of nuclear power, covering the economic 
effect of government policies toward the development of nuclear energy and of 
government regulation and/or operation of substantial components of the nu- 
clear energy industry;* (d) relatively more technical studies reviewing the 
current status and/or future prospects of nuclear costs and technology, in- 
cluding, as a major subcategory, nuclear fuels;* (e) studies of the conceptual 


1 National Planning Association, Reports on Productive Uses of Nuclear Energy (studies 
of Japan, Brazil, Italy, India, Israel, Pakistan, United States, and Puerto Rico) (Wash- 
ington 195811); Organization for European Economic Co-operation, Towards a New 
Energy Pattern in Europe, Report prepared by the Energy Advisory Commission under 
the chairmanship of Professor Austin Robinson (Paris 1960); International Atomic Energy 
Agency, Technical Reports Serles, Prospects of Nuclear Power in the Philippines, and 
other countries. Reports of Missions sent to the various countries by the Agency (Vienna 
1961ff.). 

Sam H. Schurr and Jacob Marschak, Economic Aspects of Atomic Power: An Ex- 
ploratory Study (Princeton 1950); Walter Isard and Vincent Whitney, Atomic Power 
(New York 1952). 

? Philip Mullenbach, Civilian Nuclear Power: Economic Issues and Policy Formation 
(New York 1963). 

*United Nations, Proceedings of the International Conferences on the Peaceful Uses 
of Atomic Energy, various papers (Geneva 1955, 1958, and 1964); U.S. Atomic Energy 
Commission, Costs of Nuclear Power, TID-8531 (Rev.), 1961; various articles in 
Nucleonics magazine, monthly. 


274 THE AMERICAN. ECONOMIC REVIEW 


problems involved in finding the cost of nuclear power;* and (f) in addition, 
there are studies covering nonpower applications, such as desalting sea water, 
food preservation and other radiation applications, nuclear ship propulsion, 
isotopic power sources, etc.? . 

J. A. Hasson’s book falls largely outside these categories. His primary con- 
cern is the application of some of the newest theoretical tools of economic 
analysis to the question of the economic costs associated with the development 
of nuclear power. His book is therefore more a discussion of these several tools 
against the background of nuclear energy than an analysis per se of its prom- 
ises and problems. This distinction is essential if the reader wishes to avoid 
some serious misunderstanding. 

In Chapter 1, Hasson devises a linear programming model of a nuclear en- 
ergy “industry” (defined to include the entire vertical range of economic ac- 
tivities from mining uranium, through ore concentration, fuel fabrication, fab- 
rication of special nuclear equipment, operation of the nuclear power plant 
and chemical reprocessing)," and he elucidates the technological constraints on 
the system and the objective function to be optimized. He next presents a cost 
function of a nuclear power plant, and, in defining parameters and explaining 
formulas, takes advantage of the oppportunity to review some of the techno- 
logical relationships underlying nuclear energy. In Chapter 2 he considers the 
development of a nuclear power industry from the standpoint of welfare eco- 
nomics, and he devotes ten pages to an excursion into the topic of consumers’ 
and producers’ surplus as applied to nuclear power. 

The next major topic of discussion (in Chapter 3) is the application of bene- 
fit-cost analyses to public investments in nuclear power development, first in the 
United States, then in the United Kingdom, and finally in India. 

In his fourth and final chapter, entitled “Factors in the Choice among Al- 
ternatives," Hasson seeks to provide some perspective regarding energy prob- 
lems in general, as well as in the several countries mentioned, and he reviews 
factors to be taken into account by an electric utility executive, or national- 
ized-power authority, in meeting future load growth in choosing between al- 
ternative types of generating capacity. The treatment is more descriptive than 


‘International Atomic Energy Agency, Technical Reports Series No. 5, Introduction 
to the Methods of Estimating Nuclear Power Generating Costs (Vienna 1961); U.S. 
Atomic Energy Commission, Guide to Nuclear Power Cost Evaluation, TID-7025, Vols. 
1-5, study by Kaiser Engineers (Washington 1962). 

* Office of Science and Technology, An Assessment of Large Nuclear Powered Sea Water 
Distillation Plants (Washington, March 1964); United Nations, Report of the Secretary- 
General on Economic Applications of Atomic Energy: Power Generation and Industrial 
and Agricultural Uses (New York 1957); Joint Committee on Atomic Energy, 84th 
Congress, 2nd sess., Peaceful Uses of Atomic Energy, Report of the Panel on the Impact 
of the Peaceful Uses of Atomic Energy (McKinney Report) (Washington 1956); U.S. 
Atomic Energy Commission, Systems for Nuclear Auxiliary Power: An Evaluation Sages 
ington, January 1964). 

‘This list of nuclear activities omits uranium enrichment in diffusion plants, which 
constitutes a substantial cost component in any reactor system employing fuel enriched 
in uranium 235, as well as waste disposal, including storage, which under any feondpe 
projection of future nuclear capacity could loom large. 
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methodological, in contrast to the preceding three chapters, and may contain 
information useful to the nonspecialist. 

Except for some comments regarding the cost-benefit analyses, I have not 
attempted to review the application of any of the analytical tools enumerated 
above, Hasson demonstrates considerable mastery of these techniques and 
concepts, as well as of the esoterica of consumers’ and producers’ surplus, and 
he deserves to be praised for his imagination and ingenuity in seeking to apply 
these tools to the problems raised by nuclear energy. As suggested, this repre- 
sents a significant and eminently worthwhile broadening of the subject matter 
hitherto covered by nuclear economics. In this connection, however, and as a 
relatively minor footnote, it must be observed that Hasson’s style tends to es- 
cessive use of mathematics—quite often perfectly simple and understandable 
statements are promptly restated as mathematical formulas (on several occa- 
sions incorrectly) and almost as promptly forgotten without any apparent rea- 
son. 

One occasion ‘arises in formula (4.1), page 103—here the formula is in my 
opinion superfluous and, what is worse, misleading. The a, terms should 
properly bear a second subscript to denote the particular region they refer 
to, since a, in region f differs from a; in region s. Otherwise one might con- 
clude that the only difference between I, = fı (41,05 ..., a4) and Ty, = 
hai (G1, 44 . .. , a4) is the functions f, and fi; applied to the same set of a 
in each case. A second example occurs in formula (4.3) on the following 
page. In this case there is a parenthesis missing around the term (II — Y) and 
the denominator À is incorrectly defined; A should be expressed in units of 
number of hours of operation per year corresponding to the desired plant 
factor, and not as a per cent, as stated. This is necessary in order to convert 
the fraction (II — Y)/A, the denominator of which is given in units of Kwh, 
into units of KW, so as to be consistent with the other two terms in the 
equation. À third instance occurs on page 107. In formula (4.5) the sym- 
bol P is used twice, each time with a different meaning; the first meaning 
having been given on page 16, and the second on page 107. 

These are matters more of style than substance and need not detain us 
longer. The more serious shortcomings of this book are primarily concerned, 
as suggested earlier, with the substantive aspects of energy in general and of 
nuclear energy in particular. 

The most prominent deficiency centers around that fact that Hasson's infor- 
mation is hopelessly outdated. Most of his references to nuclear costs and to 
nuclear technology are to the late 1950's; rare indeed are references later 
than 1960 or 1961. Yet, in the period since then, the competitive prospects for 
nuclear power have been markedly altered. As late as November 1962, the 
AEC, which has never been accused of pessimism in regard to nuclear pros- 
pects, was projecting 4 mill/Kwh costs in large nuclear power plants built only 
in 1975-80, Barely a year later, however, the famous Jersey Central an- 
nouncement heralded the likely attainment of this low generating cost figure 
almost a decade sooner. Much of this speed-up has resulted from a drastic 


* A useful summary of the present status of nuclear costs and technology can be found 
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drop in the capital cost/KW of nuclear plants, down close to the capital cost 
of conventional plants, a development of enormous significance, both domesti- 
cally and abroad, insofar as the future competition between nuclear and con- 
ventional plants is concerned. While it is recognized that it is extremely 
difficult for one person, in undertaking a work covering such a wide range of 
subject matter, to be completely up to date, I cannot believe that a book pub- 
lished in 1965 and hence, presumably, in manuscript form in, say, mid-1964 
could not have been more recent. And in a field like nuclear energy, the tech- 
nology of which is changing so rapidly, the nonspecialist who relies on Has- 
son’s costs and technical parameters will be as out of touch with the current 
status as was Rip Van Winkle.? 

Not only have the current status and near-term cost prospects of nuclear 
energy been dramatically altered, as indicated, but significant institutional 
factors have also been changed. It is surprising to read on page 24, “... in 
practice a 4 per cent carrying charge is levied [on the nuclear fuel inventory] 
by the A.E.C.” when, in fact, this rate was raised to 434 per cent in July, 
1961, an event which was widely discussed at the time in the trade journals and 
elsewhere. There is not even a footnote mentioning the change in a book pub- 
lished in 1965.10 

It should be added for the benefit of the nonspecialist that the institutional 
framework within which nuclear fuel costs are determined has been further 
changed by the passage of legislation in August 1964 permitting (and after 
January 1, 1971, requiring) private ownership of nuclear fuels, thus ending 
the government ownership monopoly on all fissionable materials whereby nu- 
clear fuel was leased to users at rates involving a subsidy. 

Other examples, indicating what can only be termed unfamiliarity with nu- 
clear “facts of life," both current and not-so-current, can also be cited. Lack 
of space prevents mentioning more than one of these. In Chapter 3, starting 
on page 70, Hasson presents a cost-benefit analysis of the U.S. Civilian Reac- 
tor Development Program. In deriving a base for comparison with generating 
costs in subsequent nuclear plants, in order to determine the benefit terms of 
his cost-benefit ratio, Hasson utilizes the well-publicized generating cost of the 
Shippingport plant (62 mills/K wh), generally referred to as the first com- 





in “Nuclear Power Economics—Analysis and Comments—1964," Joint Committee on 
Atomic Energy, 88th Congress, 2nd sess, October 1964. 

*The author was undoubtedly aware of this, since he stated the following in the 
Preface (p. viii): ‘While empirical analyses exist, events have moved and I do not 
assess whether or not time, increased knowledge and experlence have treated these kindly. 
It is nevertheless anticipated that this work fulfills a useful purpose." 

The question here is whether the nonspecialist in nuclear matters is enlightened or 
misled by the use of obsolete costs and parameters, If the data are wong—or at least 
no longer valid as Hasson admits—and if the task of incorporating more up-to-date and 
relevant data is in fact insuperable, perhaps it would have been preferable to use entirely 
hypothetical data so to avold this danger. 

? In another context, Hasson does refer to the AEC schedule of charges for enriched 
uranium which was also changed on the same date (p. 74, footnote 2). i 
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mercial-sized nuclear power plant in the United States. He thus secures a gen- 
erating cost differential between the 62 mill figure at Shippingport, completed 
in 1957, and the 11.1 mill figure at the Yankee plant, completed three years 
later (although this is described as "recently" in the book). But this is a gross 
misinterpretation of the Shippingport figure, which includes the considerable 
costs of innumerable test facilities, extra loops and instrumentation, etc., built 
in for research purposes. It is more correct to characterize the Shippingport 
plant as a laboratory operated primarily for information, and producing elec- 
tric power as a by-product, than to consider it a nuclear power plant in any 
relevant sense. To attribute all the Shippingport costs to power generation in 
such an analysis betrays a consideable naiveté regarding nuclear matters. 
Despite my earlier blanket endorsement of the analytical tools used by Has- 
son, I must at this point make one comment regarding the application of cost- 
benefit analysis to nuclear power development. On page 76 Hasson states: 


In assessing nuclear power, benefit-cost ratios can be calculated at 
different levels: (1) for individual plants; (2) for reactor concepts; 
and finally, (3) for the entire nuclear power industry. Assessment at the 
latter two levels entails accounting for indirect effects which involve 
external economies, transferable know-how, and other kinds of inter- 
dependencies. 


His first cost-benefit analysis is concerned with the individual plants and 
only with "immediate" or direct benefits. And despite the statement quoted 
above, he goes on to say (p. 79): 


The ranking of reactors with & benefit-cost ratio less than one would 
be unaltered if allowances for indirect gain—external economies; trans- 
ferable know-how, etc.—were made. In any case, evaluation of indirect 
benefits from investment in individual reactor concepts is complicated; 
each will receive from, and impart benefits to.other projects! 


* These will take the form of reduced capital costs, higher fuel exposure levels, changes 
in fuel make-up, improvements in fuel fabrication, chemical reprocessing, etc. Accounting 
for interdependence may occur only through side calculations not an integral part of 
the basic benefit-cost ratio. Careful empirical study would be essential. 


It is not clear from these two quotations whether Hasson believes indirect 
benefits should or should not be included, if data were available, in the partic- 
ular cost-benefit analyses under discussion. It is my belief that they are indis- 
pensable, since, as Hasson admits later on the same page, all of the plants in- 
cluded in the analysis are of a ‘predominantly prototype nature. Their main 
raison d’étre is for the gain in knowledge to be secured—knowledge not re- 


4In Atomic Energy Desk Book, by J. F. Hogerton (New York 1963), the Shipping- 
port plant is described in the following terms: “Its main importance, however, is as a 
pressurized water development facility. . . . It was designed and is equipped to test 
different core designs and explore operating variables as well as to obtain experience in 
large scale nuclear power generating. It is much more heavily instrumented and has 
considerable (sic) more operating flexibility than any other U.S. power reactor of com- 
parable size” (p. 500). 
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stricted in applicability to that particular type of reactor technology—whereas 
the actual generating costs of each and their comparison with Shippingport as 
a base, which forms the sole component of the benefits term, is of a distinctly 
secondary importance. 

I would also question Hasson’s assertion, in the first sentence of the second 
paragraph quoted, that.the ranking of reactors would be unaltered if allow- 
ance were made for indirect gains, since these indirect benefits will differ 
among themselves. Hasson’s bland assertion is unsupported by any visible evi- 
dence, and it is not clear to me whether it is intended merely as a mathemati- 
cally correct assertion deriving from the theory of cost-benefit analysis or 
whether it rests on an empirical evaluation based on rough estimates over the 
reasonable ranges of the relevant indirect benefits. 

My final comment concerns Chapter 4, which is a hodgepodge of empirical 
information concerning installed generating capacity in West Germany and 
coal transport costs in West Germany and India, of commonplace generaliza- 
tions regarding fuel competition and factors determining the growth of electric 
power demand, and of mathematical formulas intended to accord these gener- 
alizations a symbolic dignity. All of these factors, identified as being relevant 
in extending electric power capacity, reduce essentially to short-run and nar- 
rowly defined cost comparisons, such as might be faced by a private electric 
utility in the United States. There is therefore no connection between this 
chapter and the three preceding, and none is attempted, even when the author 
discusses the case of nationalized electric authorities, such as those in India or 
the United Kingdom, which should properly and do concern themselves with 
the questions raised and the conclusions of the preceding discussions regarding 
nuclear power development. 

It is difficult to summarize my impressions regarding this book. It is a wel- 
come attempt to apply sophisticated analytical tools and concepts to an ad- 
mittedly complex and rapidly evolving technology, and the author's failure to 
master the technological part of this job does not detract from the fact that he 
was the first with sufficient courage to undertake the task. Having guided a 
research and development effort which by now has essentially achieved com- 
petitive nuclear power in low conversion ratio reactors of large size, the AEC 
is now pressing forward at an annual rate of well over $200 million to develop 
advanced converters and to master breeder reactors. Mastery of the breeders 
is expected during the 1980's, with advanced converters available at an earlier 
date. The ostensible justification for this effort is that only breeding will per- 
mit us to make efficient use of our fissionable fuel resources, and so avert an 
alleged, but questionable, shortage of conventional fossil fuels one or two cen- 
turies hence. No one has tried to test the economics of this effort, and Has- 
son's effort will be useful when and if this is ever undertaken. 

Perry D. TEITELBAUM 

Resources for ihe Future, Inc. 
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Economic Crises in World Agriculture. By TuroporE W. Scuurtz. Ann 
Arbor: University of Michigan Press, 1965. Pp. viii, 114. $3.50. 


Soviet Agriculture: The Permanent Crisis. Edited by Roy D. Lamb and Ep- 
WARD L. Cowrnrev. New York: Frederick A. Praeger for the Institute 
for the Study of the USSR, in cooperation with the University of 
Kansas, 1965. Pp. xii, 209. $7.00. 


The title of these two volumes suggests that a new and major crisis has de- 
veloped recently in the world agricultural situation. In fact, of course, almost 
the opposite is true in that most of the world’s agriculture is operating much 
as it has in the past, despite technical aid, central planning, and numerous 
other social, political, and economic schemes to change it. 

Essentially, Theodore Schultz’s book is an examination of why farmers in 
most countries have changed so little, given the observable fact that major in- 
creases in agricultural productivity have been achieved in a few nations. For 
those familiar with Schultz's recent Transforming Traditional Agriculture the 
present book contains little that is new, although one has a feeling that he has 
somewhat expanded his horizons to take into account some of the criticisms of 
his earlier volume. Since this present volume was a series of lectures it is some- 
what shorter and more general and omits the case documentation of the other 
work. 

The Schultz reasoning is as follows: Traditional agriculture is well orga- 
nized around the resources available to it. Productivity is low because there is 
little economic incentive to add more of the conventional inputs that are avail- 
able. Incentive is lacking because the available inputs offer low returns, the 
system is organized to provide insufficient incentives to farmers, or the farm- 
ers are incapable of utilizing the complex inputs necessary in modern agricul- 
ture. Schultz argues that in the poor countries agricultural productivity can 
only be increased by providing new inputs that will provide farmers with 
higher rates of returns for investment in agriculture and by advancing the 
level of education of farmers. He puts relatively less emphasis upon the social 
and economic organization of underdeveloped areas and the barriers these pro- 
vide to the expansion of output. Even so, he gives such matters more concern 
in passing than previously. However, in discussing the problems of Russian 
agriculture he puts all of the burden of unsatisfactory performance upon the 
system of organization and does not discuss the nature of the inputs available 
to Russian agriculture and their potential productivity. 

The volume Soviet Agriculture: The Permanent Crisis is a more detailed 
examination of the same question posed by Schultz. Why has Soviet agricul- 
ture failed to perform better? The book consists of papers given by outside 
experts of Russian economics and politics. Some of the papers measure the 
performance of Russian agriculture, some of them compare its performance with 


280 THE AMERICAN ECONOMIC REVIEW 


other areas of the world, and others examine the Russian agricultural ‘system 
and recent changes in it. 

To one who claims no expertise in matters relating to the Russian economy, 
including agriculture, the book is somewhat frustrating, as is often the case of 
material prepared by and for a highly specialized group of experts. For an 
outsider it tells both too little and too much. It tells too little about the general 
situation, which any Russian expert would know; and it tells too much about 
things which to the nonexpert would appear to be details which may obscure 
rather than illuminate these general issues. However, to the specialist in 
Russian affairs these may well be strengths rather than weaknesses. 

The conclusion of this book would appear to be that the system of organiza- 
tion is the reason for the failure of Russian agriculture. In a broad sense this 
is undoubtedly true, but the question that remains is what specific parts of the 
system? What is the level of technology available to Russian agriculture and 
the quality of inputs in terms of their potential productivity? What is the 
level of education and technical competence at the different levels of decision 
making? How important is the transportation and distribution system for in- 
puts and output in determining the usable agricultural output produced in 
Russia? How important is the complex delivery and pricing system in pro- 
viding incentives for increased output? These are the questions Schultz is 
mainly concerned with in the world scene because he believes them to be 
major variables in explaining the differential performance of agriculture. Few 
of these questions are directly addressed in Soviet Agriculture: The Perma- 
nent Crists, and even fewer are answered. 

While the book on Soviet agriculture answers too few of these questions, it 
seems that Schultz may answer too many, too assuredly in his Economic 
Crises in World Agriculture, For instance, he asserts that our surplus disposal 
program to underdeveloped countries is an important contribution to the poor 
performance of agriculture in some countries via the program's price- 
depressing effects in the recipient country. No firm evidence is given for this 
position, nor do I know of any available elsewhere. A similar problem exists 
regarding his assertion that there are almost no inputs or techniques available 
to farmers in underdeveloped areas which would be profitable for producers to 
adopt. This is not to imply that Schultz is wrong in his assessment of econom- 
ic conditions in world agriculture, but merely to suggest that substantially 
more specific economic information on these issues is needed. 

In general, both of these books are addressed to the important question of 
the reasons for the varying performance of world agriculture. Both point a 
finger at one or more general factors that appear to be the root of the problem. 
Both deal with questions of fact which are subject to some differences in inter- 
pretation. For those persons concerned with improving the performance of 
agriculture, either as teachers, researchers, or policy-makers these books 
would appear to be useful inputs which ought to help increase the productivi- 
ty of their efforts. Despite these improved inputs, much clearly remains to be 
done. 

Date E. HATHAWAY 

Michigan State University 
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The Economic Demand for Irrigated Acreage—New Methodology and Some 
Preliminary Projections, 1954-1980. By VERNON W. Ruttan. Balti- 
more: Johns Hopkins Press for Resources for the Future, 1965. Pp. xi, 
139. $4.00. 


Concern about natural resource adequacy for the future has led to a sub- 
stantial professional effort to project or predict future requirements, Econo- 
mists have agreed to the making of many such projections. There has been no 
particular reason that economists should have engaged in such activity be- 
cause most of the contribution that their discipline could make in such work 
has been ruled out by assumption. In this study Vernon Ruttan attempts to do 
something about this state of affairs. It is heartening that Resources for the 
Future has supported his work. Despite the trenchant economic analyses that 
RFF-supported economists have made of past developments and contempo- 
rary government programs and agencies, their record in utilizing economics in 
projecting future “requirements” has not been as bright. 

The book is a scholarly one and represents an advance in methodology. At 
the same time, the empirical findings should not be disregarded even though 
Ruttan is conservative in his interpretation of the results. This reviewer is 
willing to predict that Ruttan’s work will have an indelible impact on future 
projection studies. 

The technique was to estimate Cobb-Douglas regional production functions 
for agricultural production by the use of census data. Three models were de- 
veloped: a productivity model, a demand model, and an equilibrium model. 
The productivity model is of a simple form with the value of farm products 
sold being a function of irrigated land and operating expenses. From this a 
marginal-value productivity function for irrigated land could be obtained. The 
demand model permitted the derivation of a demand function for irrigated 
land in each region, Given the specified level of output in each region and the 
equation for the production function, the model was solved to obtain the num- 
ber of acres of irrigated land in each region which equates the annual margin- 
al-value productivity of irrigated land with a specified annual return per acre 
of irrigated land. The equilibrium model consisted of three equations. One was 
the Cobb-Douglas production function mentioned earlier. Another was MVP 
functions for irrigated land and operating expenses for each region. The third 
was two identities equating the calculated MVP levels with budgeted average- 
cost levels. 

The empirical results are interesting to anyone concerned with water 
resources policy. Space limitations prevent a thorough review here. Suffice it 
to say that the models bring into serious question the economic feasibility of 
much irrigation in the West under current conditions. Ruttan makes projec- 
tions to 1980 using the demand model and the equilibrium models. These pro- 
jections are then compared with estimates made by the Departments of Agri- 
culture and Interior in their requirements approach. Ruttan’s projections are 
more consistent with those of the Department of Agriculture than they are 
with those of the Department of Interior. They also suggest that agencies may 
be overestimating irrigation potential in the West and are underestimating it 
in the East. This reviewer would feel more comfortable with the results if he 
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knew more about some of the empirical data. For example, the costs per acre 
have considerable effect on the equilibrium solution. If these costs are not ac- 
curate in future estimates, the resulting equilibrium solutions would also be in 
error. 

In making his Stoicis Ruttan does not become a captive of his models. 
When the results appear “unrealistic,” he examines the situation carefully to 
discover “why.” He then introduces ‘restraints to correct that which was in- 
complete in the original model. Although some may be critical of the admit- 
tedly arbitrary procedure, Ruttan makes the valid point that his projections 
“contain fewer arbitrary elements and are much more sensible from an eco- 
nomic point of view than many requirements projections upon which impor- 
tant decisions have been based.” 

Ruttan is justifiably cautious in arriving at his policy conclusions. The 
principal ones appear to be: 

1. There is little, if any, economic justification in terms of meeting food 
and fiber needs of the next several decades in investing in irrigation facilities 
in which total costs are less than total returns on the basis of current prices. 

2. Subsidizing a factor input such as irrigation water is a relatively 
inefficient form of income redistribution. 

3. Federal policy with regard to irrigation in the West should be re-exam- 
ined. 

4. A substantial growth in irrigation may be economically practicable in 
eastern water resource regions. 

In the opinion of this reviewer, the major contribution of the work is the 
methodological achievement of permitting economic forces to play a role in the 
making of projections. Ruttan is well aware that he has only opened the door a 
crack. Nevertheless, it may be the more important variables that have been ad- 
mitted. Even if they have not, Ruttan has moved in the right direction. Should 
we wish to move farther in this direction, a more sophisticated basis than the 
rather elementary Cobb-Douglas production function will undoubtedly be 
needed. Nevertheless, a start has been made. 


Emery N. CASTLE 
Oregon State University 


The Economics of Subsistence Agriculture. By CoLIN CLARK AND MARGARET 
HASWELL. New York: St. Martin's Press; London: Macmillan & Co., 
1964. Pp. x, 218. $6.00; 30s. 


“Subsistence agriculture” is a kind of catchall term. We come across it fre- 
quently these days, applied loosely to practically every kind of agricultural 
production not directly aimed at the market. Sometimes the unit of ‘“subsis- 
tence agriculture” is the individual family, sometimes a village, sometimes a 
region, sometimes a whole rural sector, sometimes a whole country. 

Colin Clark and Margaret Haswell had a splendid opportunity to introduce 
some order into this jumble-shop. They might have staked out the limits 
which separate subsistence agriculture from other kinds of farm economy. 
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They might have specified the level of analysis. They might have tried their 
hands at sketching the over-all functioning of subsistence agriculture as de- 
limited and defined. Far from attempting any of these tasks, the authors have 
not even told us what they mean by subsistence agriculture. 

The book begins with a rehash of the senior author’s running controversy 
with the FAO about how hungry or ill-fed the world is today. This clash has 
previously been published, notably in the pages of the Journal of the Royal 
Statistical Society in 1961 and 1962 and again as part of the volume en- . 
titled Food Supplies and Population Growth (Edinburgh and London, 1963). 

The FAO side of the controversy is by far more popular these days. The 
FAO tells us that between one-third and one-half of the world’s population are 
hungry or malnourished, and that, with the upswing in population, things are 
likely to get much worse unless there is a sustained drive for a great increase 
in food production. It seems churlish to challenge this, particularly if one is 
living in one of the better-fed countries. 

Far from being afraid of appearing churlish, Clark seems positively to 
enjoy it. He contends that a much smaller minority of the world’s population, 
perhaps as low as 10 per cent, are really “hungry.” A much larger percentage, 
perhaps 30 to 40 per cent, may be living on a poor and monotonous diet, but 
they are getting by. 

My own feeling is that the issue between the FAO and Clark has not been 
properly posed. Both sides seem to exclude the possibility that people can eat 
more and, subjectively, feel hungrier. Yet this is precisely what I suspect has 
been happening in the one large area on which I feel qualified to speak, India. 
In the past 15 years the trend increase in food output has been of the order of 
3 per cent per year, whereas the trend increase in population has been 2.5 per 
cent per year. Although more food has been available and ordinary people, 
until the recent steep price rise, have been eating more food and better food, 
nonetheless they will tell you in the villages that they are worse off. The fact 
is that their standards and levels of living have both risen, and that they are 
no longer content to accept the inadequate diet of the preceding generation. 

After their presentation of the earlier controversy with the FAO, our au- 
thors take up a series of such topics as level of agricultural output, utilization 
of labor, man-land ratios, productivity, rents and prices of land, role of trade 
in relation to different methods of transport, and aid and development policies. 
Any and all of these topics are worth discussion, but the way the authors have 
gone about it is disconcerting. Their chief concern seems to have been to heap 
up mounds of quantitative data at any level (national, regional, village, or 
family) and of any quality. The material is drawn from all periods of history: 
ancient, medieval, or modern; from all continents; from all kinds of disparate 
inquiries—-answers to oral and written questionnaires prepared by present- 
day economists, sociologists, or anthropologists, budget investigations of the 
19th or 20th centuries, agricultural department data, statistical yearbooks. 
Perhaps since Africa is the continent about which I know the least, the data 
for that area seem to me the least objectionable! 

When Clark's Conditions of Economic Progress first appeared in 1940, it 
was a pioneer, valuable, and exciting contribution. Nonetheless, the way in 
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which he threw together heterogeneous data to make tables, charts, scatter di- 
agrams, functions and regressions was often and severely criticized, not least 
of all by Simon Kuznets in 1941. But Clark is irrepressible. Together with 
M. R. Haswell he has put together in The Economics of Subsistence Agriculture 
a series of 60 odd charts and tables which are open to the same basic objections 
as those in his Conditions of Economic Progress, while the text has none of 
the redeeming qualities or the interest of the earlier work. Prospective readers 
of The Economics of Subsistence Agriculture should look with a wary eye, for 
example, at the diagrams of average and marginal returns of agriculture, the 
treatment of rents and prices of agricultural land, the presentation of “pre- 
‘ferred [sic] amount of agricultural work by Indian farm families,” and the 
figures for income elasticities of demand for 1090: and nonfood products in 
various eras and countries. 

To a significant extent the haphazard character of the statistical materials 
purveyed by Clark and Haswell reflects their failure to define the nature, 
time-range, and coverage of subsistence agriculture. This vagueness means 
that they have no explicit criteria for judging what data are relevant or irrele- 
vant. So long as the term subsistence agriculture remains a residual category, 
the present reviewer is inclined to feel that other researchers may be no more 
successful with it than Clark and Haswell have been. Perhaps the first thing 
to do now is to chop the term up. 

DANiEL THORNER 

Sorbonne, Paris 


Labor Economics 


The Emergence of an Industrial Labor Force in India—A Study of the 
Bombay Cotton Mills, 1854-1947. By Morris DAvip Morris. Berkeley 
and Los Angeles: University of California Press, 1965. Pp. 263. $7.50. 


Professor Morris seeks to describe and explain “the creation of an industrial 
labor force." He selected one of the most important work forces in an under- 
developed area: the 200,000 cotton textile workers of Bombay City. The his- 
torical resources for such a study are rich. The book is largely based on a 
scrutiny of various government labor investigations and testimony presented 
thereto, the official written records of the Bombay Millowners Association and 
various individual mills, and on contemporary articles published in trade and 
professional journals. Unfortunately, the study stops at India’s year of in- 
dependence, 1947. 

Two quite different (and sometimes incompatible) strains are incorporated: 
(1) this is an economic history of the Bombay cotton textile work force; and 
(2) it is a polemic against what Morris regards as an erroneous view of the 
nature of the Bombay cotton textile worker. Let us consider each of these in 
turn. 

The book contains a provocative, albeit too brief, history of the Bombay 
cotton textile industry, a comprehensive analysis of the supply of labor, a 
brief history of the hours of work, a penetrating historical sketch of work reg- 
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ulations and the administration of the work force, a thoughtful investigation 
of the relation between wages, trade unions, and labor discipline, and e an excel- 
lent bibliography. 

We have little that can match the quality of this book on the economic his- 
tory of the American labor force, let alone that for an underdeveloped coun- 
try. Morris worked on this topic for over ten years, and the product fully 
reflects the painstaking effort expended. We need more such studies on the 
emergence of a labor force in the course of economic development. 

This book is also a polemic. And he treats his predecessors roughly. Inter- 
woven in his analysis is a systematic effort to destroy what he regards as cer- 
tain well-established “myths” about the Bombay cotton textile labor force. It 
has been assumed by many writers (but not all) that the Bombay cotton 
worker was not fully “committed” to an industrial way of life. This has al- 
legedly been reflected in high absenteeism, labor shortage, high labor turnover, 
low mobility between mills, and the existence of a “village nexus" which drove 
Workers to return to their villages for extended periods each year. 

Morris’ study constitutes a broad scale attack on the above description of 
the Bombay cotton worker. This attack on the traditional view of the work- 
er's instability seems well taken and is a valuable antidote to much that has 
been written. However, he probably overstates his case. He argues that absen- 
teeism among Bombay cotton textile workers has actually been relatively low 
—probably never more than 10 per cent, and that illness, not lack of commit- 
ment to factory life, accounted for most of this. He concludes that with the 
exception of the plague years of 1896-98 the industry has never experienced a 
“labor shortage." He maintains that labor turnover was probably never high. 
Attachment to the individual mill greatly increased over time, and, as I have 
shown for the period since 1947, extremely low turnover is currently charac- 
teristic of the industry. 

He appropriately emphasizes that until recently the jobber played the cru- 
cial role in hiring and firing and that workers often needed an attachment to a 
Jobber to obtain employment. Vet, he strongly implies that a good deal of 
inter-mill movement occurred. These two contentions strike me as inconsis- 
tent. His excellent historical description of the jobber system in Chapter 8 
suggests a much more compartmentalized labor supply (in keeping with the 
view of ether writers) than he describes in Chapters 4 or 5, and assumes in 
Chapter 9. 

Concerning the "village nexus” thesis, he presents scattered data suggesting 
that a substantial minority have not been returning to their villages each year. 
However, his evidence indicates a majority did, and my impression is that 
they still do. 

The loose discipline and low level of labor utilization which Morris ap- 
propriately describes may contradict his contention that this has been a well- 
attached labor force. Certainly, it is possible that employers permitted such 
poor control over their workers because they were afraid they would be unable 
to hold them otherwise. Morris argues that because wages were low and repre- 
sented a low percentage of total cost, labor productivity could be neglected, 
that the important thing was machine productivity and "the critical object 
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was to guarantee the continued operation of the [high cost] machines.” This 
argument fails to allow for the fact that in cotton textiles loose labor disci- 
pline almost inevitably leads to idle machinery. 

Morris’ basic conclusion is that the disciplining and commitment of the 
Bombay cotton textile labor force did not pose a great problem. He argues 
that this has also probably been true of developing labor forces in general. 

He presents his case well. We now need a first-rate current labor market 
study of the Bombay cotton textile workers. This will not only tell us about 
the present, but will also shed light on the validity of what Morris tells us 
about the past. 

RALPH C. JAMES 

University of California, Davis 


The Market for College Teachers—An Economic Analysis of Career Patterns 
Among: Southeastern Social Scientists. By Davin G. Brown. Chapel 
Hill: University of North Carolina Press, 1965. Pp. xv, 301. $7.50. 


It is curious how few of us are willing to employ the equipment of econom- 
ics to analyze the workings of our own profession and of the rather curious 
market for its services. How often we are content to direct our activities in 
that market on the basis of pure judgment, intuition, and perhaps some crude 
estimates of what constitutes a just price. Our economic training seems to 
have provided.us relatively little insight into the subject—perhaps even less 
than most businessmen have into the operations of the markets in which they 
are involved. 

Professor Brown has undertaken to increase our understanding of the aca- 
demic market. While other books have been written on the subject, his is one 
of the few to be written by an economist and to be addressed primarily to his 
professional colleagues. The book adopts a supply-demand framework and 
deals with such important subjects as the cost and availability of information, 
impediments to mobility, and the objectives of those who seek jobs and of 
those who have positions to fill. 

The bulk of the information on which the analysis is based was obtained 
from interviews. The sample was drawn from among economists, sociologists, 
and historians at 18 of the largest southeastern educational institutions; alto- 
gether 103. faculty members and 50 department chairmen were interviewed. 
To avoid problems arising out of faulty memory or inexperience with current 
market conditions the faculty respondents were all chosen among persons ap- 
pointed since 1951, and most of them had taken their present post much more 
recently. Brown was well aware of the dangers inherent in the interview meth- 
od and employed a questionnaire carefully designed to avoid at least the most 
obvious pitfalls. 

The most interesting information that emerges from the study relates to the 
imperfections that characterize the market for our professional services—par- 
ticularly the incompleteness of the information that is available to the typical 
buyer and seller. The author develops an admittedly crude but serviceable “Ig- 
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norance Index” for the job candidates, utilizing six questions such as “Did 
you visit the campus?” and “Did you know if other candidates were being seri- 
ously considered?” The index reports the proportion of questions answered 
negatively. The median index value was .24. The median candidate was un- 
informed on nearly a quarter of the questions at the time of his appointment. 
A similar index for chairmen indicates that their information was even more 
incomplete at the time the appointment was made. Brown argues that knowl- 
edge is so poor because the marginal cost of further information is so high and 
points out that where tenure appointments were involved information was 
generally far more complete. He recognizes that, particularly on first appoint- 
ments, full information is very difficult to obtain—the institution from which 
the candidate comes is rarely candid, and he is usually not known by ee in 
the profession. 

The academic market’s imperfection is also increased by its palkaniza- 
tion.” Though geographic impediments are less important for academics than 
for many other occupations, there are other bases for separation of our mar- 
kets. Those who teach in church-related institutions tend to constitute a group 
that competes little with public liberal arts colleges; these in turn compete 
only slightly with the universities. More important, colleges and universities 
are segmented by quality of institution, and the institutions with considerable 
prestige do not participate to a great extent in the same markets as those with 
poorer reputations. Indeed, the author points out that only the institutions in 
the upper echelons operate in a truly national market, drawing their faculty 
members from schools of comparable reputation. Schools that are less well 
known are much more likely to draw their faculties from a narrower region. 

Brown also concludes from his data that in selecting jobs, once a given sala- 
ry level is met, faculty members are less interested in further salary dif- 
ferentiation than in other matters. While most respondents said they would 
be unwilling to accept a position that did not meet their annual salary require- 
ment, more said that they chose their present position on the basis of reputa- 
tion of the department and workload. Moreover, Brown concludes from ques- 
tions based on published AAUP figures that the faculty members did not even 
know much about general salary levels at their own institutions (though this 
question may have been unfair in expecting them to have performed rather 
complex calculations with the AAUP data and to have remembered the re- 
sults). 

Brown’s work is weakest when he turns to pure theory. His vague accusa- 
tion that “since Adam Smith, respectable economic theory has held that wage 
and salary differentials are the primary forces acting upon the distribution of 
human resources” (p. 223) is surely unfounded, as a cursory reading of The 
Wealth of Nations would show. (See esp. Book 1, Ch. 10, Part 1.) To our 
knowledge theorists generally affirm that the wage is only part of the package 
that determines the attractiveness of a job. Similarly, his implication that an 
optimal allocation of resources requires us to know how to evaluate socially 
the social benefits of alternative uses of resources (pp. 260-61) seems to miss 
the point of the invisible-hand argument. But these matters do not constitute 
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the core of the book which, on the whole, is an illuminating and clear depic- 
tion of many of the characteristics of the highly imperfect market for profes- 
sorial services. 
Peccy Hem 
American Association of Unipersity Professors 
W. J. BAUMOL 
Princeton University 
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Report of the Commission on the Cost of Medical Care, Vol. 1. Chicago; 

_ American Medical Association, 1964. Pp. 182. No charge. 

The Economics of Health. By HERBERT E. KraRMAN. New York: Columbia 
University Press, 1965. Pp. 200. $3.95. 

The Demand for Hospital Facilities. By Grratp D. RosEeNTHAL. Hospital 
Monograph Series, No. 14. Chicago: American Hospital Association, 
1964. Pp. viii, 101. $3.00. 

'The first sentence of the introduction to the AMA's report of the Commis- 
sion on the Costs of Medical Care is: "The physicians of America are the 
primary members of a health team which provides the highest quality medical 
care in the world." This leads to the expectation, which is unfulfilled, that evi- 
dence will be presented to support this contention. No effort is made either to 
present evidence that is relevant for evaluating the truth content of this asser- 
tion or to discuss what evidence could conceivably demonstrate the truth or 
falsity of this assertion. Hence as it stands, it constitutes a self-serving pro- 
pagandistic effort by the financial sponsors of this volume. 

Nevertheless, this volume is not without appeal for economists. It contains 
three chapters of interest: (1) "The Economics of Medical Care," dealing 
with the structure of the medical care market; (2) “The Medical Care Price 
Index," concerned with the measurement of the medical component of the 
Consumers Price Index; and (3) “The Demand for Medical Care,” which is a 
statistical study of the variables related to various classes of medical care ex- 
penditures. Only the author of the third of these chapters, Paul J. Feldstein, is 
identified. An impressive list of consultants, which includes many economists, 
appears in the Preface. 

The chapter on the economics of medical care is interesting because of what 
it does and does not contain. It primarily consists of a set of data that shows 
how medical care expenditures vary with income, race, medical insurance, sex, 
education, time, GNP, disposable income, etc. Another set of figures shows 
how the number of physicians, nurses, and dentists varies as a fraction of the 
total population, along with a breakdown of physicians in practice by special- 
ty. Associated with these data are some elementary lessons in economics with 
applications to the medical care industry. These lessons often confuse demand 
and supply schedules with points on these schedules. Adding to the con- 
fusion generated thereby are statements such as; "Supply is a function of 
demand." 


yr 


- * 
` 
X t M 
- à 5 3 B 
LL DN + 
BOOK REVIEWS: 289 
vo 7 T Tor xor us A ee 


The unknown author or authors assert: “The medical care industry has as L^ 


its prime social goal the development and maintenance of optimum health lev- 
els," and a physician, if he is to succeed, will *, . . subordinate his personal 
interests to those of his patients." No data on the income of physicians are 
presented that reveal the financial sacrifices associated with holding these 
lofty ideals. 

The chapter dealing with the medical care price index takes up a problem 
that the Price Statistics Committee of the National Bureau of Economic Re- 
search considered more broadly and comes to roughly the same conclusions. 
The medical care component of the Consumers Price Index measures, with 
some exceptions such as obstetrical care, the prices of medical inputs instead 
of the conceptually correct prices of output, which are more difficult to mea- 
sure. In a society characterized by rising real per capita incomes, one would 
expect input prices of products embodying large conponents of human capital 
to rise in a regime of stable final product prices. Unfortunately medical care is 
often not sold on a per ailment or per complaint basis but in terms of inputs. 
Consequently inputs typically are measured and the changes in the productiv- 
ity of these inputs over time in treating specific ailments are not captured in 
the medical component of the Consumers Price Index. This suggests that this 
index is biased in its measurements of the changes in the costs of medical 
care; over time it overstates the rise in medical care prices. Yet if one com- 
pares the change over time in the obstetrical costs of having a baby and visits 
to a physician's office, these price changes are almost the same. 

The analysis of the trends in medical care relative to other prices leaves 
something to be desired. “Thus, it has been only in the past 11 years that 
medical care prices have increased at a faster pace than All Items. This has 
occurred, however, not because medical care prices have been increasing at a 
faster rate than they had previously, but because the increase of other prices 
has moderated considerably." This is surely wrong. The author is implicitly 
contending that if the previous rate of change of All Items had been main- 
tained in the past 11 years, the rate of change of the medical care index would 
remain unchanged. Presumably the relative rise in the cost of medical care is 
independent of changes in the level of the All Items index. 

Probably the most interesting of the three papers, and of all of the works 
under review, is the statistical study by Paul Feldstein. Feldstein, using cross- 
section data, attempts to analyze the influence of tastes, income, and relative 
prices upon the demand for hospital care, physician services, drugs, and dental 
services. He is most successful in isolating the influence of income upon the 
quantities demanded, and clearly shows that the demand for medical care is 
income-elastic. To isolate the effects of tastes, he utilizes variables that are 
less than perfect indicators of tastes, such as age of family head, per cent of 
families with one or more members 65 and over, per cent of families with one 
or more members under five years of age, urbanization, marital status, and 
education. Income is more successfully isolated than tastes; should education 
increase or decrease expenditures for medical services? Feldstein's results 
show a decrease. It is with respect to price elasticity that Feldstein's results 
are especially interesting and noteworthy. Clearly most forms of medical in- 
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surance reduce the private marginal costs of medical care. Hence, the quanti- 
ties utilized should increase; Feldstein’s results show that they in fact do in- 
crease and are relatively more important for hospital expenditures than they 
are for physician expenditures. He also estimates price elasticity by looking at 
the relationship between average expenditures per physician visit for each of 
his primary sampling units, and the number of physician visits. He finds a 
weak negative relationship and interprets this finding as evidence of an inelas- 
tic demand. Possibly this is right if patient visits can be regarded as a homo- 
genous commodity. If they cannot, then one would suspect that variations in | 
expenditures for physician visits are associated with variations in the quality 
of the services provided. Feldstein has shown that the market substitutes more 
frequent visits to low-quality doctors for less frequent visits to high-quality 
physicians. 

Herbért Klarman’s study, which is sponsored by the Ford Foundation and 
carries an introduction by Marshall Robinson, tries to “. . . engage the inter- 
ests of economists in the problems of the health field,” and *. . . acquaint the 
intelligent lay public and professional health personnel with the approaches, 
analytical methods, and viewpoints that economists bring to the health field. 
. . 4? The volume consists of a survey, often very uncritical, of the literature 
in the field of health economics. Preceding each chapter is a little lesson in 
economics which makes no contribution to the subsequent discussion and upon 
occasion is incorrect as in the case of demand when Klarman describes the 
prices of goods other than the good under investigation as being given. 

In his chapter on demand, Klarman rejects the notion that the discriminat- 
ing monopoly model is appropriate for analyzing the pricing behavior for 
doctors. The rationale for this position is that the demand curve for physi- 
cians’ services is inelastic. The principal piece of evidence available for this 
assertion is the Feldstein study which assurnes, erroneously, that differences 
in the costs of visits to physicians are not equalizing differences, i.e., that 
visits to physicians are homogeneous among his primary sampling units. 

Another interesting problem Klarman discusses is the relatively high medi- 
cal and dental expenditures of those who carry medical insurance as compared 
with the uninsured. He concludes that the purchasers of insurance have 
stronger tastes for medical insurance: “The insured spend more than the unin- 
sured because they want to . . ." but then goes on to say that there is little 
reason to believe that there is adverse selection of risks for insurance carriers. 
It is difficult to see how both of these positions can be accepted unless adverse 
selection refers to something other than economic costs for insurers. Surely 
those with strong tastes for medical expenditures must find medical insurance 
especially attractive, even if it has no impact on their consumption of medical 
services. Medical insurance seems to be a proxy for strong tastes for medical 
services; this is a point that Feldstein failed to consider in his analysis. 

Klarman deals with the question of the appropriate level of state interven- 
tion in private choices for medical care by citing various positions taken by 
writers in the area from Seymour Harris to Dennis Lees but never taking a 
position of his own or attempting to integrate disparate views. 
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Klarman’s chapter on supply is preceded by a little lesson in the economics 
of cost and supply curves which is totally irrelevant for the discussion of the 
output of physicians if, as many believe, output is controlled by the AMA. 
Under these circumstances, what is relevant is the AMA physician output pol- 
icy which will be geared to the demand conditions for medical services. This 
chapter contains almost no discussion of the control over medical schools by 
organized medicine, which is an important distinguishing characteristic of this 
profession and is highly relevant for understanding what determines the out- 
put of physicians. 

Also pertinent, but not discussed, is the role of standards of medical educa- 
tion upon the costs of medical care. Many mistakenly agree that any increase 
in the quality and rigor of medical training is desirable, forgetting the impact 
of such a change upon the prices of physician services. Insofar as prices of 
physician services rise, the public is induced to substitute the services of chiro- 
practors, faith healers, and self-treatment for physician services. Hence an in- 
crease in the standards of training and costs does not imply an increase in 
the standards of medical care for the population at large. Klarman notes that 
the Russans have a higher frequency, approximately 30 per cent more, of 
physicians per unit of population. Since these physicians are on average of 
lower quality than ours, the Russians have implicitly substituted quantity for 
quality. 

In his discussion of physician incomes, Klarman takes up the question of 
whether the incomes of physicians are underreported. Those who contend they 
are underreported cite the existence of vacancies in health departments, and in 
HIP in New York, that carry salaries equal to or greater than the means re- 
ported by the Department of Commerce. Klarman counters this argument 
with the statement that doctors prefer not to undertake administrative work 
or be salaried and prefer solo practice. This is an incorrect argument: What is 
relevant is what’s true at the margin; are there no doctors among the more 
than two hundred thousand in solo practice who do not have these tastes? 
Surely there must be a variety of tastes about these matters in the profession, 
and since a miniscule fraction are either salaried, doing administrative work, 
or both, one finds this argument difficult to accept. 

One of the ideas that recurs in the literature of medical economics, and is 
reported by Klarman, is that the intensity with which hospital beds are used 
is independent of their frequency in the population. The reason for this phe- 
nomenon is not discussed by Klarman and the reader is left guessing as to the 
rationale for its existence. Such a rationale could be nonprice rationing of bed 
space. If there are unsatisfied buyers, an increase in the frequency of hospital 
beds per unit of population could be associated with no change in the intensity 
of their use. This is one of the questions Gerald Rosenthal’s study of the 
demand for general hospital facilities seeks to answer. Unfortunately, this 
statistical study of the demand for general hospital facilities suffers from some 
shortcomings that raise serious questions about the validity of its findings. 

The most useful variable that most investigators have found in studying the 
demand for medical care is income. This is typically the cornerstone of any 
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demand study in this field or in the field of consumption generally. Rósen- 
thal’s tréatmént of this variable is difficult to understand, given what has bè- 
come common knowledge in recent years. He considers two categories of in- 
cothe, under two thousand, and six thousand and over. Such a procedure, look- 
ing at the extrerties of the income distribution, will maximize the effects of 
transitory income and mask the very effects he seeks to uncover. This is by far 
thé most important shortcoming of this very ambitious study. Rosenthal im- 
plicitly assumes that dll charges for hospital beds measure the same thing. 
Hence all variations in prices are presumed to reflect differences in price for 
the sàme commodity. Yet thére clearly are differences in quality and 
differences in what is included ih the price of hospital beds. Consequently some 
of the price differences Rosenthal observed are equalizing differences. 

Rosenthal is silent about the problem of multicollinearity among his inde- 
pendent variablés when one suspects that they are highly correlated. All in all, 
it is difficult to accept Rosenthal's findings without & great deal of 
qualification. 

REUBEN A. KESSEL 
University of Chicago 


Manpower and Education: Country Studies in Economic Development. 
Edited by FREDERICK Harsison and CHARLES A, Myers. New York: 
McGraw-Hill Book Co., 1965. Pp. xiii, 344. $9.00. 


This volume is a valuable addition to the rapidly growing body of litera- 
ture on the critical role of human resources in economic development. A 
companion piece and supplement to the editors! Education, Manpower, and 
Economic Growth (New York 1964), it contains a series of case studies on 
human resource problems and planning in some twelve developing countries, 
each written by an individual with on-the-scené experience in the country 
about which he writes, frequently as an adviser to national planners.  , 

In their four-page introduction to the volume, Frederick Harbison and 
Charles Myers stress the multidimensional nature of human resource develop- 
ment and the consequent necessity for a "strategy" that integrates a broad 
range of programs. While the country studies collectively cover most of the 
relevant aspects, there is considerable variation among them in the problems 
chosen for analysis. For example, Immanuel C. Y. Hsü's interesting essay on 
higher education in Communist China focuses exclusively on a description and 
evaluation of trends in the objectives and content of Chinese higher education, 
with no reference to methods of manpower planning; on the other hand, two- 
thirds of Rudolph Blitz's paper on Chile presents detailed supply and demand 
projections for nine specific “high-level” occupational categories, together 
with a discussion of the methods whereby they were derived. 

Despite this diversity in approach and the range of characteristics repre- 
sented by the countries covered in the volume (Argentina, Peru, Puerto Rico, 
Iran, Indonesia, Senegal, Guinea, Ivory Coast, Nyasaland, and Uganda, in ad- 
dition to those already mentioned) many of the manpower and educational 
problems alluded to in the papers are common to all or most of them. In addi- 
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tion to the twin problems of shortages of high-level manpower and surpluses 
of the unskilled that are virtually universal among developing economies, most 
of the authors refer to such matters as the geographical maldistribution of 
professional employees (particularly health personnel); the low ratios of sub- 
professional to professional personnel (e.g. one nurse for every three doctors 
in Chile); the qualitative deficiencies in all levels of formal education (e.g. 
emphasis on rote learning); inadequate arrangements for on-the-job training; 
and the dearth of innovative and entrepreneurial talent. 

At the same time, there are important differences among countries that 
make each to some degree a unique case. For example, in his essay on “Man- 
power and Education in Puerto Rico,” William H. Knowles points out that the 
success of Puerto Rico’s “Operation Bootstrap” is of only limited usefulness 
as an example to other developing economies because of the special advan- 
tages that inhere in Puerto Rico’s relationship to the United States. In an ap- 
propriate concluding essay in the volume, Guy Hunter shows how a complex 
of social, economic, and political factors have created quite different kinds of 
human resource problems in East Africa (Kenya, Uganda, and Tanganyika) 
and Malaya on the one hand, and in other Southeast Asian countries (Burma, 
Indonesia, Thailand, and the Philippines) on the other. The former are char- 
acterized by high-quality university education, but extreme shortages of na- 
tive high-level manpower. The latter, on the contrary, have unemployed sur- 
pluses of university-trained manpower, and have sacrificed quality to quantity _.. 
in educational expansion. Quite different human resource “strategies” are 
called for in the two instances. 

The contributions of George B. Baldwin ("Iran's Experience with Manpow- 
er Planning") and of William F. Whyte (“High-level Manpower for Peru") 
were particularly rewarding to the reviewer. Baldwin sets forth explicitly a 
conceptual framework for manpower and educational planning in the light of 
which the Iranian experience is evaluated. He points out that manpower plan- 
ning and educational planning are overlapping fields in the context of general 
development planning. Although the formation of occupational skills is a com- 
mon ground of both, each may make significant contributions to development 
in other ways. "In addition to training activities outside the educational sys- 
tem, manpower (planning) is concerned also with systems of incentives and 
mechanisms of labor allocation. Education is concerned with values and goals 
fully as important to nation building as occupational skills" (p. 146). AI- 
though Baldwin's paper does not fully explore all of these dimensions of Irani- 
an experience, it has the merit of defining the problem completely and ac- 
curately. 

Whyte’s paper, prepared in cooperation with Graciela Flores, is a broad- 
guaged economic and sociological analysis of the human resource problem and 
prospects in Peru. An unusual aspect of the paper is the investigation of the 
degree to which the occupational preferences of Peruvian youth and the under- 
lying values of Peruvian society are consistent with the requirements of eco- 
nomic development and growth. The findings are somewhat disquieting, and 
the authors raise the question whether it is possible to "devise a strategy... 
for changing the values of Peruvian culture" and "for changing the social 
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structure so that individuals with values appropriate to economic growth will 
more readily rise to leadership positions?” (p. 72). These are not technical 
“manpower” questions, but their fundamental importance cannot be doubted 
by any student of economic development. 

The editors’ deliberate policy of giving the contributors a relatively free 
hand with respect to the structure and precise content.of their essays has 
made for a publication that should have wide appeal. Considering the volume 
as a whole, one might have wished for a somewhat longer introduction by the 
editors that would have elaborated more fully the several aspects of human 
resource planning—particularly those relating to labor market processes. Sec- 
ondly, more attention might have been given in some of the papers to the po- 
litical and social characteristics of the country that have such profound 
significance for successful planning. Finally, an index would have increased 
the volume’s utility as a reference work. Nevertheless, the book provides a 
rich source of data on manpower and education, as well as insight into human 
resource problems in developing economies. Both students and practitioners in 
the fields of economic development, manpower, and education will find it in- 


dispensable. 


Ohio State University 
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"BuwicH, P. Profit and the material stimulation of high production indices. Prob. Econ., 
May 1965, pp. 8-18. 

DANIELSSON, A. On theories of behavior in organizations. Swedish Jour. Econ., Sept. 1965, 
pp. 173-207. 

FasRizi, C. La diffusione dei supermercati in Italia. Riv. di Pol Econ., Oct. 1965, pp. ` 
1469-89. 

Goutp, J. R. anp Presron, L. E. Resale price maintenance and retail outlets, Economica, 
Aug. 1965, pp. 302-12. 

JAENUKEKAINEN, I, Yrityspeli opetus- ja tutkimusmenetélmand, (With English summary— 
The business game as a méthod for teaching and research.) Liiketaloudellinen Aikakaus- 
kirja, 1965, (3), pp. 294-327. 

JzvwEs, P. H. The significance of reinvestment rate. Engin. Ecoh., fall 1965, pp. 1-9. 

KzLLERER, H. Mittlere Verweildauer und Umschlagshüufigkeit—zwel Kennzahlen für die 
Erneuerungsintensitàt von Bestandsmassen, Schweiz, Zeitschr. f. Volkswirtschaft und 
Stat., Sept. 1965, pp. 301-11. 

Peroux, F. Pour une theorie rajeunie de l'entreprise. Giorn. d. Econ., May-June 1965, pp: 
333-48. 

Vincent, L.-A. De la mesure de la productivité aux problèmes généraux de gestion 
économique. Rev. Econ., Nov. 1965, pp. 879-924. 


Industrial Organization; Government and Business; Industry Studies - 

AbELMAN, M. A. Monopoly and concentration: comparisons in time and space. Riv. 
Internaz, di Sci, Econ. e Com., Aug. 1965, pp. 725-50. 

BnaEcuniNG, F. The relationship between output and employment in British manufactur- 
ing industries, Rev. Econ. Stud., July 1965, pp. 187-216. 

Epwarps, C.D. Control of the single firm: its place in antitrust policy, Law and Contemp. 
Prob., summer 1965, pp. 465-87, 

Fercuson, J. M. Tying arrangements and reciprocity: an economic analysis. Law and 
Contemp. Prob., summer 1965, pp. 552-80. 

Frssry, M. C. Financial statistics of United Kingdom companies. Annales Sci. Econ. Ap- 
pliquées, Aug. 1965, pp. 305-34. 

FONTANELLA, G. Il trasporto terrestre nell'U.R.S.S.. Giorn. d, Econ., July-Aug. 1965, pp. 
623-33. 

Fucus, V. R. The growing importance of thé service industries. Jour. Bus. Univ. Chicago; 
Oct. 1965, pp. 344-73. | 

Gray, H. M. Technological determinism às à defense for monopoly. Quart. Rev. Econ. 
& Bus., fall 1965, pp. 23-31. 

Hors, E. En analyse av konsentrasjonen innen norsk bankvesen. Stat. Tids., June 1965, 
pp. 47-98. 

Kino, E. Wettbewerb bei Uberbeschiftigung und technischer Revolution. Schweiz. Zeitschr. 
f. Volkswirtschaft und Stat., Sept. 1965, pp. 233-47. 

Lronrev, A. P., MoxasrAN, S. P., anp Kanyon, L M. Balances and proportions. Prob. 
Econ., May 1965, pp. 3-7. 

LOMBARDINI, S. Les oligopoles en Italie. Rev. Econ. Nov. 1965, pp. 849-78, 

Luncan, G. La struttura del sistema economico italiano nel 1959. L'industria, April-June 
1965, pp. 237-58. 
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MarxuaM, J. W. The'new antitrust policy and the individual business firm. Law and 
Contemp. Prob., summer 1965, pp. 607-20. . 

McGer, J. S. Some economic issues in Robinson-Patman land. Law and Contemp. Prob., 
summer, 1965, pp. 530-51. i 

Metrwatty, M. M. A comparison between representative size of plant in manufacturing 
industries in industrialised and less-industrialised countries, Yorkshire Bull. Econ. Soc. 
Research, Nov. 1965, pp. 139-55. 

PETTENATI, P. Oligopolio e accumulazione. Studi Econ., May-Aug. 1965, pp. 211-36. 

Preston, L. E. Restrictive distribution arrangements: economic analysis and public policy 
standards. Law and Contemp. Prob., summer 1965, pp. 506-29. 

Renzertt, G. Indirizzi per una riforma dell'Azienda Ferroviaria Italiana. Giorn. d. Econ., 
July-Aug. 1965, pp. 519-49. 

SCHERER, F. M. Firm size, market structure, opportunity, and the output of patented in- 
ventions. Am. Econ. Rev., Dec. 1965, pp. 1097-1125. 

STOCKER, P. Wettbewerbspolitische Erfahrungen europüischer Staaten. Schweiz. Zeitschr. f. 
Volkswirtschaft und Stat., Sept. 1965, pp. 263-300. 

TELSER, L. G. Abusive trade practices: an economic analysis. Law and Contemp. Prob., 
summer 1965, pp. 488-505. 

TOWNSEND, H. Exclusive dealing in petrol: some comments. Economica, Nov. 1965, pp. 
410-23. 

WirtLiAMSON, O. E. A dynamic theory of interfirm behavior. Quart. Jour. Econ., Nov. 
1965, pp. 579-607. 

Technical progress and its social consequences in the French textile industry, Internat. Lab. 
Rev., July 1965, pp. 51-62. 


Land Economics; Agricultural Economics; Economic Geography; 

: Housing 

AssanTE, F. Calopezzati, Propietà fondiaria e classi rurali in un comune della Calabria 
(1740-1886). Annali, 1965, 4, pp. 61-197. 

AvpALOoT, P. Etude sur les processus de polarisation et sur les réactions des industries an- 
ciennes à lg lumière de l'expérience de Lacq. Cahiers de L'LS.E.A,, March 1965, pp. 
111-64. 

Banpiw1, M. Co-operatives and agrarian reform, Internat. Lab. Rev., August 1965, pp. 
115-27. 

BERTRAND, A. L. The impact of changes in agriculture on political life in the North Ameri- 
can region. Cahiers de L’I.S.E.A., April 1965, pp. 119-31. 

CounrHÉOUX, J.-P. Groupes de pression face à l'innovation économique: la canalisation de 
la Moselle, Rev. Econ., Nov. 1965, pp. 925-43. 

DouxoNT, J. Le débat agricole des Six; ses conséquences économiques, financiéres, poli- 
tiques. Cahiers Econ. de Bruxelles, 1965, 27(3), pp. 419-36. 

Frores, E. The economics of land reform. Internat. Lab. Rev., July 1965, pp. 21-34. 

Horrman, E. S. AND Hume, J. R. Farm and non-farm income in Australia. Quart. Rev. 
Agric. Econ., July 1965, pp. 121-35. 

Kancz, J. F. The new Soviet agricultural programme. Sov. Stud., Oct. 1965, pp. 129-61. 

KLEINHANS, J. Gli elementi di costo del credito agrario. Risparmio, June 1965, pp. 1114-32. 

KrgwM, H. Eine Aufgliederung des Beitrags der Landwirtschaft zum Bruttoinlandsprodukt 
nach Quartalen. (With English summary.) Ifo-Stud., 1964, 10(1/2), pp. 33-60. 

Kruse-Ropenacxer, A. Die Landwirtschaft als binnen- und aussenwirtschaftliches Prob- 
lem der Industriestaaten. Schmollers Jahrb., 1965, 85(4), pp. 419-48. 

RurrAN, V. W. Growth stage theories and agricultural development policy. Australian 
Jour. Agric. Econ, June 1965, pp. 17-32. 
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SALLEZ, A. AND SCHLEGEL, J. Les commandes gouvernementales de sous-traitance et le 
développement régional Cahiers de L'LS.E.A., March 1965, pp. 165-03. 

Serta, L. Struttura, economia e finanziamento della agricoltura nel Kenya. Risparmio, 
Aug. 1965, pp. 1522-33. 

'(TAGLIACARNE, G. I baricentri demografici ed economici del Mec e la posizione periferica 
dell'Italia, Riv. di Pol. Econ., Aug-Sept. 1965, pp. 1191-1209. 

UMEMORA, M. Agriculture and labour supply in Japan in the Meiji era. Develop. Econ., 
Sept. 1965, pp. 269-85. 

VócmriNo, F. Gesellschaft und Wirtschaft einer süditalienischen Kleinstadt. Jahrb. f. 
Nationalók, und Stat., June 1965, pp. 494-524. 


Labor Economics 


Aszzo, Y. The relationship between wage and employment changes in individual firms. 
Swedish Jour. Econ., June 1965, pp. 101-24. 

BLAKEY, K. A. The scope for manpower analysis in planning production in certain African 
countries, Internat, Lab. Rev., Nov. 1965, pp. 380-96. 

BLAŠKOVIČ, ©. Some problems of education for choice of occupation in Czechoslovakia. 
Internat. Lab, Rev., August 1965, pp. 106-14. 

Broce, H. D. Discrimination against the Negro in employment in New York, 1920-1963. 
Am. Jour. Econ. Soc., Oct. 1965, pp. 361-81. 

Bzicos, V. M., Jz. The mutual aid pact of the airline industry. Indus. Lab. Rel. Rev., Oct. 
1965, pp. 3-20. 

Case, W. C. A critique of manpower planning and educational change in Africa, Econ. 
Develop. and Cult. Change, Oct. 1965, pp. 33-47. 


Coox, A. H. The international labor organization and Japanese politics. Indus. Lab. Rel. 
Rev., Oct. 1965, pp. 41-57. 


DongosmN, I. Labor estimates and perfection of the proportions of social reproduction. 
Prob. Econ, May 1965, pp. 19-26. 

Doutry, H. M. “Fair comparison”: the case of the United States white-collar civil service. 
Economica, Nov. 1965, pp. 375-92. 


FLANAGAN, R. J. Disguised unemployment and the structural hypothesis. Indus. Rel., Oct. 
1965, pp. 23-36. 


Forster, C. Australian unemployment, 1900-1940. Econ. Record, Sept. 1965, pp. 426-50. 


Gruman, H. J. Economic discrimination and unemployment. Am. Econ. Rev., Dec. 1965, 
pp. 1077-96. 


Kaon, D. E. The fair eee standards act: an evaluation. So. Afr. Jour. Econ., June 1965, 
pp. 131-45. 


. Wage adjustments in the Appalachian states. So. Econ. Jour., Oct. 1965, pp. 127-36. 

Prister, B. Die Problematik des Faktors Arbeit in Entwicklungsiindern und Entwicklungs- 
politik. Jahrb. f. Nationalók. und Stat., Aug. 1965, pp. 169-85. 

Rarmon, R. L. Changes in productivity and the skill-mix. Internat. Lab. Rev., Oct. 1965, 
pp. 314-24. 

Rees, A. An incomes policy for the United States? Jour. Bus. Univ. Chicago, Oct. 1965, 
pp. 374-78. 

SELIGMAN, B. B. On work, alienation, and leisure. Am. Jour. Econ. Soc., Oct. 1965, pp. 
337-59, 

Sreset, W. Die Umschichtung der Arbeits- und Verwaltungsleistungen unter den Bedin- 
gungen der Automation. Schmollers Jahrb. 1965, 85(3), pp. 287-301. 

SLOANE, A. A. Collective bargaining in trucking: prelude to a national contract. Indus. 
Lab, Rel. Rev., Oct, 1965, pp. 21-40. 

SoXOLOWSEKA, M. Some reflections on the different attitudes of men and women towards 
work. Internat. Lab. Rev., July 1965, pp. 35-50. 
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STEENKAMP, W. F, J. The problem of wage regulation. So, Afr. Jour. Econ., June 1965, 
pp. 87-100. 


YAMAMURA, K. Wage structure and economic growth in postwar Japan. Indus. Lab. Rel. 
Rev., Oct. 1965, pp. 58-69. 


Manpower shortages and active manpower policies in Europe in 1964. Internat. Lab. Rev., 
July 1965, pp. 1-20. 


Population; Welfare Programs; Consumer Economics 


ApAMS, F, G. AND GREEN, E. W. Explaining and predicting aggregative consumer attitudes. 
Internat. Econ. Rev., Sept. 1965, pp. 275-93. 


Bravo, M. The rate of return on investment in education in Great Britain, Man. School 
Econ. Soc. Stud., Sept. 1965, pp. 205-62. 


BnApbrIELD, S. Some occupational aspects of migration, Econ. Develop. and Cult. Change, 
Oct. 1965, pp. 61-70. 


CuvsAcur, M. Structure and function of the worker's family living. Keio Econ. Stud., 1964, 
2, pp. 1-16. 

Davis, K. The population impact on children in the world’s agrarian countries. Pop. Rev., 
Jan. and July 1965, pp. 2-31. j 


Denm, R. AND. Henry, L. La population d'un village du Nord de la France, Sainghin-en- 
Mélantois, de 1665 à 1851. Population, July-Aug. 1965, pp. 563-602. 


DracHoussorr, V. Economie rurale et problèmes humains du développement. Cahiers de 
L'LS.E.A., April 1965, pp. 53-72. 


FetpsTemn, M. S. Hospital bed scarcity: an analysis of the effects of inter-regional dif- 
ferences. Economica, Nov. 1965, pp. 393-409. 


Gin, B. AND OmaBog, E. N. Population censuses and national sample surveys in develop- 
ing countries. Internat, Lab. Rev., Sept. 1965, pp. 169-83, 


Huravit, J. La population des Indiens de Guyane frangalse (deuxième article). Population, 
Sept.-Oct. 1965, pp. 801-28. 


Matassis, L. Education et développement rural. Cahiers de L'LS.E.A., April 1965, pp. 27-51. 

Mortara, G. Incremento demografico e progresso economico nel pensiero e nell'azione dei 
governi L'industria, April-June 1965, pp. 207-15. 

n: Limitazione delle nascite e progresso economico. L'industria, July-Sept. 1965, pp. 
372-90. 

SroNE, L. O. Population redistribution and economic development in Puerto Rico, 1950- 
1960. Soc. and Econ. Stud. (Jamaica), Sept. 1965, pp. 264-71. 

SUTTER, J. Etude à l'échelle démographique de la fréquence et des effets d'une mutation: 
l'atteinte des incisives latérales supérieures, Population, Sept.-Oct. 1965, pp. 785-800. 
SUTTER, J. AND Goux, J. M. Les équivalents létaux et la mesure démographique de la mor- 

talité, Population, Sept.-Oct. 1965, pp. 829-50. 
Vimont, C. AND Baupor, J. Les titulaires d'un diplôme d'enseignement technique ou pro- 
fessionnel dans la population active en 1962. Population, Sept-Oct. 1965, pp. 763-84. 


Related Disciplines 
C£rkpz, M. Aspects sociologiques des changements institutionnels dans Jes sociétés rurales 
en développement. Cahiers de L'LS.E.A., April 1965, pp. 7-26. 
Fricke, R. Die geistigen Voraussetzungen der Industrialisierung im 19. und 20, Jahrhundert. 
Schmollers Jahrb. 1965, 85(3), pp. 257-72. 
GALANTINO, F. Studio statistico delle curve di diffusione dell'Alb. I'* in soggetti normali, 


aterosclerotici e diabetici degenti nella clinica medica dell'Universita di Palermo. Ánnall 
Fac. di Econ. e Com., 1965, 19(1), pp. 171-239. 





NOTES 


IMPORTANT NOTICE TO MEMBERS 


The American Economic Association is again asking members of the economics pro- 
fession to assist in the collection of data for the National Register of Scientific and Technical 
Personnel, 1966. We were most happy with the cooperation we received from our members 
in 1964. The information you provided enabled us to begin a detailed analysis of the 
economics profession ("The Structure of Economists’ Employment and Salaries, 1964”, 
American Economic Review, Supplement, December 1965). We hope that you will co- 
operate with us again this year by completing and returning at your earliest convenience 
the questionnaire you receive this month. 

Haroro F. WILLIAMSON 
Secretary 


New NDEA PROGRAM FOR INSTITUTES 


The Higher Education Act of 1965 has added economics as one of the 12 disciplines 
now eligible for support for institutes for advanced study and teaching under Title 11 of 
the National Defense Education Act. The Office of Education, following the recommenda- 
tion of a committee of economists and educators called to advise it, has invited proposals 
from colleges and universities for institutes in the teaching of economics for the summer 
of 1967 or for the academic year 1966-67. 

There is considerable flexibility as to the exact type of institute, but it must be aimed 
at helping to develop the economic understanding and teaching ability for economics of 
teachers in the secondary or primary schools; institutes for college teachers are not eligible 
for consideration at this time. If suitable applications are received, the Office of Education 
will consider supporting a substantial number of such workshops for the period indicated 
above. The legislation provides full financial support for the workshops, including stipends 
for the high school or primary school teachers participating. 

Complete information on the program, including steps to be taken in submitting pro- 
posals, can be obtained by writing to Dr. Donald Bigelow, Officer in Charge, Division of 
Educational Personnel Training, Bureau of Elementary and Secondary Education, U.S. 
Department of Education, Washington, D.C. 

This new program is in addition to the program of the National Science Foundation, 
with somewhat similar aims, which has been in operation for the past two years. 


Announcements 


The AEA and the Institute of International Education announce the ninth session of the 
Economics Institute, June 30 to August 31, 1966, at the University of Colorado, Boulder, 
Colorado. The Institute provides a summer training program for selected foreign students 
who have been admitted to regular graduate study in economics at universities and col- 
leges in the United States. 

Application forms and scholarship information can be obtained from the Institute of 
International Education, 809 United Nations Plaza, New York, N.Y. 10017 or from the 
Director of The Economics Institute, Professor Wyn F. Owen, University of Colorado, 
Boulder, Colorado 80304, 


The Survey Research Center of the University of Michigan wil] once again hold a 
Summer Institute in Survey Research Techniques. The 1966 Institute will be presented in 
two four-week sessions, the first from June 27 to July 21 and the second from July 25 
to August 18. These two sessions may be taken independently or successively. For further 
information please write to the Survey Research Center, University of Michigan, P.O. 
Box 1248, Ann Arbor, Michigan 48106. 
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The Graduate School of Büsinéss and Public Administratidn of Cornell University has 
announced a program in international development studies designed for pérsons inter- 
ested in administrative careers and advisory services abroad. Under the Master's degree 
Drogram a person may combine basic courses in administration and public affairs with 
subjects on the political, social, and economic aspects of development offered throughout 
the University and in thé School The doctoral candidate may also elect administration 
and development as a field. Students may participate in any of the four area programs 
and may include language instruction in any of the 25 languages offered at Cornell. For 
further information about the program and financial assistance, the applicant should write 
to Professor Douglas E, Ashford, Malott Hall, Cornell University. Several publications on 
international studies at Cornell and of the international development program of the 
School are available on request, 


The National Institute of Mental Health provides program grants to departments of 
economics for pre- and postdoctoral training of studerits with specific mental health re- 
search competencies, Training programs include up to four years of predoctoral training, 
with stipends, dependency allowances, and tuition support fór students; up to two years 
of postdoctoral training; as well as relevant faculty and óther training support. Programs 
should stress general excellénce of disciplinary training and should delimit a clear mental 
health training research program. Programs are initially undérwritten for a maximum of 
seven years, and, shown merit, may be renewed. Additional information may be obtained 
from Nathaniel H. Siegel, Social Sciences Section, Training and Manpower Resources 
Branch, National Institute of Mental Health, Bethesda, Maryland. 


The Department of Medical Care Organization of the School of Public Health, Uni- 
versity of Michigan, announces the availability of fellowships for a program of study 
leading to the Ph.D. degree in médical care orgühization, The program is intended to 
prepare students for careers in teaching, research, and policy formulation in the sóciological, 
economic, and administrative aspects of medical care organization. Students with a bach- 
elors or an advanced degree in the social sciences or health fields are invited to apply. 
The program of study is designed to be completed in three years and to provide com- 
petence in the following areas: medical care, relevant aspects of sociology and economics, 
&nd research methods. 

Fellowship stipends bégin at $2400 for the first year with increments for succeeding 
years. Stipends are supplemented by an additional $500 for each dependent and full tuition. 

For application or further information, write to Benjamin J. Darsky, Chairman, Doc- 
toral Program in Medical Care Organization, School of Public Health, University of Michi- 
gan, Ànn Arbor, Michigan 48104. 


Deaths 


Arthur Z. Arnold, professor of economics, New York University, December 1965, 

Andrew Jackson Dadisman, professor emeritus of economics, College of Commerce, 
West Virginia University, November 8, 1965. ` 

James R. Elliott, Jr., Northern Illinois University, De Kalb, December 1, 1965, 

John Thom Holdsworth, professor emeritus and dean emeritus, University of Miami. 
Florida, October 22, 1965, 

Murray G. Lee, American Bankets Association, New York, July 3, 1965. 

Harold G. Moulton, President Emeritus, The Brookings Institution, Washington, De- 
cember 14, 1965, 

Weldon Powell, Haskins and Sells, New York, October 23, 1965. 

David S. Roswell, New Rochelle, New York. 

Rudolph L. Treuenfels, Brooklyn, New York, October 22, 1965. 


Retirements 


Theodore N. Beckman, professor, department of business organization, Ohio State Uni- 
versity, June 1965. 
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Ralph C. Davis, professor, department of business organization, Ohio State University, 
September 1965. 


Visiting Foreign Scholars 

Case A. Cannegieter, University of Western Australia: visiting professor, department of 
economics, University of Texas, spring 1966. 

Will Grader, Nederlands Opleidings Instituut voor het Buitenland: visiting professor, 
department of finance and business environment, School of Business Administration, Uni- 
versity of Oregon. 

H. P. Hain, University of Melbourne: visiting professor of accounting, University of 
Alabama, fall 1965. 

Donald M. Lamberton, University of New South Wales: visiting associate professor, 


business administration and economics, Graduate School of Business, TS of Pitts- 
burgh, winter 1966. 


Shirley W. Lerner, University of Manchester: visiting professor, School of xor and 
Industrial Relations, Michigan State University, winter quarter 1966. 


B. H. Schatzmann, University of Neuchatel, Switzerland: visiting associate professor of 
international marketing, University of Alabama, fall 1965. 


C. N. Vakil, University of Bombay and Reserve Bank of India: visiting professor of 
international business, Graduate School of Business, Indiana University, first semester 
1965-66, 


Promotions 

Irving Abramowitz: professor, department of business organization, Ohio State University. 

David L. Bickelhaupt: professor, department of business organization, Ohio State Uni- 
versity. 

Ernest Bloch: professor, department of banking and finance, School of Commerce, New 
York University. 

Julian H. Bradsher: professor, department of economics, Oklahoma State University. 

‘Lawrence A. Danton: associate professor of economics, Municipal University of Omaha. 

Joseph S. DeSalvo: assistant professor of economics, Virginia Military Institute. 


Ronald S. Foster: associate professor, department of business organization, Ohio State 
University. 


Harry M. Johnson: associate professor of insurance, finance department, University of 
Connecticut. 

Herbert Kiesling: assistant professor, department of economics, Indiana University. 

Benjamin Klebaner: professor, department of economics, City College of New York. 

Joseph J. Klos: professor, department of economics, Oklahoma State University. 

Vincent De P. Mathews: assistant professor, department of economics, Catholic Uni- 
versity of America. 

Jean Namias: professor of economics, St. John’s University. 


David M. Nowlan: assistant professor, department of political economy, University of 
Toronto. 


Roy J. Sampson: professor, School of Business Administration, University of Oregon. 
Ned Shilling: associate professor of business statistics, Pennsylvania State University. 


Rafael A. Sison: principal economic analyst, Baltimore City Department of Planning, 
Research and Analysis Section. 


E. J. Steele: professor, department of economics, Municipal University of Omaha. 

Donald L. Thompson: associate professor, School of Business Administration, Univer- 
sity of Oregon. 

Elliot Zupnick: professor, department of economics, City College of New York. 
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Adminisirative Appoiniments 
Lewis C. Bell, University of Mississippi: director, Tax Research Center, and coordinator 
of research in business and government, Western Kentucky State College. 
Henry W. Briefs: chairman, department of economics, Georgetown University. 
Richard R. Carroll: assistant professor and chairman, department of economics, King 
College, Tennessee, 
Edwin B. Cox: assistant dean, College of Business Administration, Boston University. 


Rollin O. Dunsdon: chairman, department of economics and business administration, 
University of the Pacific. 


Dascomb R. Forbush: chairman, department of economics, Clarkson College of Tech- 
nology. 


Donald F., Forster: executive assistant to the president, University of Toronto. 

C. Edward Galbreath: acting dean, College of General Studies, George Washington 
University. 

Abraham L. Gitlow: acting dean, School of Commerce, New York University. 

Rudolph W. Hardy: executive director, New England Economic Research Foundation. 


Richard B. Harshbarger: head, department of economics and business Manchester 
College. 


Charles J. Hitch: vice president, business and finance, University of California, Berkeley. 
James H. Hund: dean, School of Business Administration, Emory University. 


William N. Kinnard, Jr.: director, Center for Real Estate and Urban Economic Studies, 
University of Connecticut, 


Benjamin Klebaner: assistant dean, College of Liberal Arts and Science, City College of 
New Vork. 

Richard H. Leftwich: professor and head, department of economics, Oklahoma State 
University. i 

Robert Lekachman: chairman, department of economics, State University of New York, 
Stony Brook. 


Richard A. Lester: director, Woodrow Wilson School of Public and International Affairs 
Graduate Program, Princeton University. 


Wesley H. Long: acting director, Center for Economic Research, department of eco- 
nomics, Bowdoin College. 


Hugh I. Macdonald, University of Toronto: chief economist, Department of Economics 
and Development of the Government of Ontario. 


Ronald R. Olsen: chairman, department of economics, University of Kansas. 


Murray E. Polakoff: chairman, department of economics, School of Commerce, New 
York University. 


Kenneth D. Ramsing: assistant dean, division of undergraduate studies in business ad- 
ministration, University of Oregon. 


Edward K. Smith, Boston College: Deputy Assistant Secretary for Economic Policy, 
U.S. Department of Commerce, Washington. 


E. J. Steele: chairman, department of economics, Municipal University of Omaha. 


Donald L. Thompson: assistant dean, division of graduate studies in business administra- 
tion, University of Oregon. 


Stan West: director, department of research and statistics, New York Stock Exchange. 


Jerome H. Zoffer: assistant dean, academic affairs, associate dean for administration, 
Graduate School of Business, University of Pittsburgh. 


Erratum 
The appointment of David LeSourd was listed incorrectly in the December 1965 number 
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of the Review. Professor LeSourd was appointed chairman, department of commerce and 
economics, University of Vermont. 


Appointments 

Jobn Q. Adams, IIT: assistant professor, department of economics, University of Mary- 
land. 

H. K. Allen, University of Illinois: visiting professor, department of economics, Southern 
Illinois University, academic year 1965-66. 

Peter L. Arcus: research associate, department of economics, Iowa State University. 

Fred D. Arditti, Massachusetts Institute of Technology: staff member, economics de- 
partment, RAND Corporation. 

Roland Artle, University of California, Berkeley: August Röhss Professor of Economics, 
University of Gothenburg, Sweden. 

Francis M. Bator: Deputy Specigl Assistant to the President for National Security 
Affairs. 

Roger D. Blackwell, Northwestern University: assistant professor, department of busi- 
ness organization, Ohio State University. 

Karl Brunner, University of California, Los Angeles: Everett D. Reese Professor of 
Economics and Banking, department of economics, Ohio State University, fall 1966. 

Thomas Burke, Boston College: instructor in economics, Georgetown University. 

Kenneth T. Cann: resident lecturer, department of economics, Indiana University, South- 
eastern Campus, 

John M. Cassels: professor, department of economics, University of Colorado, fall 1966. 

Perry Chang, Northern Illinois University: associate professor of economics, Municipal 
University of Omaha. 

Ewan Clague, U.S, Department of Labor: distinguished visiting professor, School of 
Labor and Industrial Relations, Michigan State University, spring quarter 1966. 

Darwin B. Close, University of Pennsylvania; assistant professor, department of busi- 
ness organization, Ohio State University. 

David W. Cole, Indiana University: assistant professor, department of business organi- 
zation, Ohio State University. 

Donald R. Connell, Iowa State University: assistant professor of economics, Municipal 
University of Omaha. 

Raymond Coward, Louisiana State University: lecturer in business law, University of 
Alabama. 

Edwin B. Cox: professor of statistics, College of Business Administration, Boston Uni- 
versity. 

Nelson H. Cruikshank, Social Security Department, AFL-CIO: visiting professor, 
School of Labor and Industrial Relations, Michigan State University, spring quarter 1966. 

Douglas C. Dacey, Institute for Defense Analysis, Washington: associate professor, de- 
partment of economics, University of Texas, spring 1966. 

Jim E. Davis, Long Beach State College: program economist, U.S. AID Mission, Morocco. 

Francis R. Eels: associate research professor of economics, Institute of Business, Eco- 
nomics and Government Research, University of Alaska, 

Betty G. Fishman: lecturer in economics and research associate, Regional Research In- 
stitute and College of Commerce, West Virginla University. 

Roger N. Folsom: instructor, department of economics, U.S. Naval Postgraduate School. 

Robert J. Freeman, University of Arkansas: lecturer in accounting, University of Alabama. 

Philip Friedly: assistant professor of planning, division of community and regional plan- 
ning, Faculty of Graduate Studies, University of British Columbia. 
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Richard C. Gerhan, Federal Reserve Bank of Cleveland: associate professor, department 
of economics, Baldwin-Wallace College. 

Kenneth Gordon, University of Chicago: instructor in economics, Georgetown University. 

George R. Green: assistant professor, department of economics, University of Maryland. 

Kanji Haitani, Ohio State University: assistant professor of economics, Southern Illinois 
University. 

Harry H. Hall: research associate, department of economics, Iowa State University. 

Stanley T. Hardy, Michigan State University: assistant professor, department of busi- 
ness organization, Ohio State University. l 

George H. Hempel, Washington University: research fellow, National Bureau of Eco- 
nomic R l 

Mona S. Hersh: assistant professor of economics, Texas Woman’s University. 

Daniel Howland: associate professor, department of business organization, Ohio State 
University. 

Ichirou Inukai: instructor, department of economics, University of Alaska, 

Wells H. Keddie: research director and assistant professor of labor studies, department 
of labor education, Pennyslvania State University. 

Stuart E, Kirby: professor of economics, College of Advanced Technology, University 
of Aston, Birmingham, England. 

David T. Kollat, Indiana University: assistant professor, department of business organi- 
zation, Ohio State University. 

Helen C. Kramer: instructor, department of economics, Brooklyn College. 

L. Emil Kreider, Ohio State University: instructor in economics, Southern Illinois Uni- 
versity. 

Joseph S. La Cascia, University of Florida: assistant professor of economics, Municipal 
University of Omaha. 

Neal B. Long: assistant professor, department of economics, Indiana University, South 
Bend. 

Duncan McDougall, Carleton University, Ottawa: professor, department of economics, 
University of Kansas, fall 1966. 

David L. McKee: resident lecturer, Indiana University, Fort Wayne. 

Hills S. McKenzie: associate professor, department of economics, University of Alaska. 

Peter F. M. McLoughlin, World Bank (LB.R.D.): associate professor of economics, de- 
partment of economics, University of Santa Clara, 

Thomas D. Moore, Tennessee Polytechnic Institute: assistant professor of economics, 
University of Alabama. 

C. J. Nicholas: industry economist, U.S. Department of Agriculture, Hyattsville, Mary- 
land. 

Robert E. Osborn, Jr., University of Connecticut: College of Business, Western Ken- 
tucky University. 

William H. Parks, Michigan State University: instructor, School of Business Administra- 
tion, University of Oregon. 

james W. Petersen, University of Vermont: associate head, logistics department, RAND 
Corporation. 


J. Marion Posey, University of Arkansas: assistant professor of accounting, University 
of Alabama. 


Reed M. Powell, University of California, Los Angeles: professor, department of busi- 
ness organization, Ohio State University. 


Frederic L. Pryor: assistant professor, department of economics, Swarthmore College. 
James P. Quirk, Purdue University: professor, department of economics, University of 


Kansas, fall 1966. 
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Wilbur A. Rapp, Northwestern University: assistant professor, department of business 
organization, Ohio State University. 

H. Dieter Renning, Illinois State University: assistant professor of economics, Kenyon 
College. 

Hugh Rose, University of Toronto: department of economics, University of Rochester. 

John B. Ross, Federal Reserve Bank of Dallas: research economist, Bank of America 
National Trust and Savings Association, San Francisco. 

Richard W. Ruppert, University of California, Santa Barbara: assistant professor, de- 
partment of economics, University of Kansas, fall 1966. 

Rubin Saposnik, State University of New York, Buffalo: professor, department of 
economics, Üniversity of Kansas, fall 1966. 

T. Paul Schultz, Massachusetts Institute of Technology: staff member, economics de- 
partment, RAND Corporation. 

Leslie L. D. Shaffer, University of Arizona: associate professor, management, School of 
Business Administration, University of Oregon. 

Kenneth L. Shellhammer: instructor in economics and research associate, Regional Re- 
search Institute and College of Commerce, West Virginia University. 

John W. Snow: assistant professor, department of economics, University of Maryland. 

Kenneth T. Strand, OECD: associate professor, department of economics and commerce, 
Simon Fraser University, December 1966. 

Harold K. Strom, University of California, Los Ángeles: associate professor of trans- 
portation, School of Business Administration, University of Oregon. 

Paul Swadener, Indiana University: assistant professor of insurance, School of Business 
Administration, University of Oregon. 

Sydney Turoff, State University of New York, Buffalo: assistant professor of finance, 
University of Connecticut. 

Arlon R. Tusing: assistant professor, department of economics, University of Alaska, 

Balder von Hohenbalken: visiting associate professor of economics, department of eco- 
nomics, Iowa State University. 

Robert J. Wolfson, RAND Corporation: principal scientist, System Development Cor- 
poration, Santa Monica. 

G. Donald Wood, University of Pennsylvania: instructor in economics, Georgetown 
University. 
7 Kenneth L. Wyman: assistant professor, department of political economy, University of 

oronto. 


Leaves for Special Appointments 
Clark C. Bloom, Ford Foundation, Beirut: visiting professor, department of economics, 
Southern Illinois University, fall term 1965-66. 


Lon C. Cesal, Iowa State University: Iowa-Peru project on agrarian reform and eco- 
nomic development under contract with AID, 1966-68, 


Frank S. Conklin: Iowa State University: National School of Agriculture, Chapingo, 
Mexico and University of Nuevo Leon, Monterrey, Mexico, November 1965 for three years. 


H. A, J. Green, University of Toronto: Simon Visiting Professor, University: of Man- 
chester, England, 1965-66. 


Arnold C. Harberger, University of Chicago: International Bank for Reconstruction and 
Development, autumn 1965. 


Douglas G. Hartle, University of Toronto: Royal Commission on Canada's Taxation. 


James L. Heskett, Ohio State University: visiting associate professor, Harvard Graduate 
School of Business Administration. 


Benjamin Higgins, University of 'Texas: senlor specialist, East-West Center, University 
of Hawaii, spring and summer 1966. 


NOTES 331 


Randall A. Hoffman: visiting associate professor, Iowa State University and University 
of Nuevo Leon, Monterrey, Mexico, October 1965 for three years, 


Francis Kutish, Iowa State University: U.S. Department of Agriculture, Washington, 
November 1965-July 1966. 


George W. Ladd, lowa State University: visiting professor, University of California, 
Davis, spring 1966. 

Ta-Chung Liu, Cornell University: visiting professor of economics, Brandeis University, 
1966-67. 


Stephen E. McGaughey, Iowa State University: Iowa-Peru project on agrarian reform 
and economic development under contract with AID, 1966-68. 

Philip R. Phillips, New York University: University of Lagos, Nigeria, 1965-66. 

Les E. Preston, University of California, Berkeley: visiting professor, Chinese Univer- 
sity of Hong Kong, spring 1966. 


Geoffrey S. Shepherd, Iowa State University: Iowa-Peru project on agrarian reform 
and economic development under contract with AID, September 1965 for two years. 

Larry Sjaatad, University of Chicago: University of Minnesota project, AID, University 
of Los Andes, Bogota, Colombia, winter quarter 1966. 


Richard H. Slavins, West Virginia University: Deputy Commissioner of Commerce, 
Department of Commerce, State of West Virginia. 


Wesley J. Yordon, University of Colorado: visiting lecturer in economics, Universidad 
Autonoma de Guadalajara, Mexico, academic year 1965-66. 


Resignations 
John Browning, Rutgers—The State University. 
James F. Gilsenan, School of Commerce, New York University. 
Richard L. Lesher, Ohio State University. 
William E. Schlender, Ohio State University. 
Barnard Seligman, School of Commerce, New York University. 
Atsushi Suzuki, Indiana University. 
William L. Velman, Ohio State University. 


Miscellaneous 


John H. Prime has relinquished deanship and has been named distinguished professor 
of finance, School of Commerce, New York University to begin after sabbatical leave, 
1965-66. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the Do or following up the results. The Secretary's 
office will merely afford a central point for clearing inquiries; and the Re- 
view will publish in this section a brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section 
is performing a real service, the Secretary would appreciate receiving notif- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 
address or to use a key number. Deadlines for the four issues of the Review 
are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Ecotiomic Association, 629 Noyés Stteet, Evanston, Illinois 60201. 


Vacancies 
Medical economist: This is a research position to economic aspects of hospital 
and related services in relation to the ovérall tiedical and general economy of the 
state. Requires total of 5 years of graduate tràining and research ience in eco- 


nomics, including at least 2 years of training or experience in medical ot hospital 
economics. Salary is $10,898 to $12,110, plus a wide range of progressive fringe 
benefits. Send résumé to: Robert P. Mayer, Director of Personnel, N.Y.S. Health De- 
partment, 84 Holland Avenue, Albany, New York. 12208 


Regional economist: Responsibilities include identification of potential regional re- 
search programs, formulation of research proposals for potential sponsors, direction 
of urban and regional research including those doing desk and field research. The 
Battelle-Columbus Economics Research Department néeds a staff member who has 
the ability to assess assets and liabilities of local area economics—someone who has 
working knowledge of literature related to economics and regional analysis. We re- 
uire an M.S. in economics, economic geography, regional science or a related field. 
n áddition, two aen of applicable experience in these fields is required. Salary is 
commensurate with edication and pares N Forward résumé to: L, G. Hill, Battelle 
Memorial! Institute, 505 King Avenue, Columbus, Ohio. 43201 


Manpower economist: The Battelle Memorial Institute currently has a requirement 
for a Ph.D. in economic theory, labor economics, or regional economics to supervise 
projects dealing with projected labor force requirements in areas and nations (some 
international work involved). He will participate as research steff member of regional 
economic studies with contributions focusing on the demographic characteristics of 
regional populations including employment and education, He will also participate 
in projects dealing with the formulation of educational and training programs at 
local, state, and national levels. The ability to communicate with research team mem- 
bers drawn from the disciplines of sociology, political science, educational admin- 
istration, and various process technologies is essential, Added responsibilities include 
formulation of proposals and study outline implementation of research design 
and preparation of oral and written reports. We require experience in regional eco- 
nomic studies, analysis of labor force structure, or general economic forecasting. 
Salary is commensurate with education and experience. Please forward résumé to: 
L. G. Hill, Battelle Memorial Institute, 505 King Avenue, Columbus, Ohio. 43201 


Quantitative economics, business economics: Openings exist at junior and senior levels 
in statistics and/or operations research and in business economics. Write to: Chair- 
man, De ent of Business Economics, College of Business Administration, Uni- 
versity of Hawaii, Honolulu, Hawaii. 96822 


re ee PIS — a e n 2 - M 


Economists: With continued growth, tlie Department of Economics, California State 
College at Fullerton, will have openings in September, 1966, for several economists 
(Ph.D. or near-Ph.D.), primarily at v assistant professor rank, We seek persons 
with a high degree of technical economic competence, dedicated to teaching, and de- 
voted to continuing professional activity and development. The College, five years old 
and rapidly expanding, is located on the fringe of the Los Angeles metropolitan 
area, For er details write (enclosing vita): Dr. N. Townshend-Zellner, Chair- 
man, Department of Economics, California State College, Fullerton, California. 
Economics; Rapidly expanding state university in Mississippi seeks two Ph.D.'s (as- 
sociate professor and professor) to teach undergraduate and graduate economics, 
referably in macroeconomics, trade, econometrics, and money and banking. Campus 
ousing and other fringe benefits. Fine community and climate. P312 
Senior economists: Major operations research and systems engineering adviser to 
defense establishment, now undertaking new programs in mobility technology aimed 
at developing advanced concepts, systems, and procedures, offers highly attractive and 
permanent appointments to senior economists. Must have education and/or experi- 
ence background in field of transportation and distribution analysis; military logistics 
knowledge desirable but not essential; transportation management or operations ex- 
perience is applicable. Washington, D.C. area location. Send résumé. P313 


Transportation economist: A rapidly growing operations research company offers 
senior positions for economic research in all areas of transportation. Applicants 
must be well founded in statistical, financial, and economic research techniques. 
Positions immediately available. Salary commensurate with qualifications. Please 
send résumé to: Mr. C. A. Robinson, Operations Research Incorporated, 1400 
Spring Street, Silver Spring, Maryland. 20910 

International economici: Senior economist for two-year assignment with Institute 
for Advanced Studies, Carlisle, Pennsylvania, studies in international economic 
development and long-range forecasting. Salary $16,000-$20,000. Please send résumé 
to: Mr. L. O. Russell, Operations Research Incorporated, 1400 Spring Street, Silver 
Spring, Maryland. 20910 


Senior economic analyst: Major midwestern manufacturer of industrial and consumer 
products has inimediate opening for snalyst to evaluate long- and short-range 
opponiet for company growth. Advanced degree and minimum of two years 
of experience in forecasting, capital investment pricing, and productivity analysis 
required. P319 
Economists: Six new permanent positions. Can be filled at any rank and in any 
of a number of fields of specialization. All positions require Ph.D. in economics. 
Senior positions require teaching experience and demonstrable research ability as 
evidenced by previous performance. Rapidly-growing state university with 15-man 
department expanding to 21 offers good opportunities to combine research work 
with reduced teaching load. Nine-month sal range $8,750 to over $15,000. 
Summer employment, when available, pays an additional two months’ salary. Write 
to: Jack W. Skeels; Head, Department of Economics, Northern Illinois University, 
De Kalb, Illinois. 60115 


Economics: Requirements ate Ph.D. or M.B.A. with advance credits and college 
teaching, or allied research experience. Salaries $7,500 to $12,000, depending on 
education and other qualifications; tiine months; high fringe benefits; excellent 
possibilities for advancement. A Catholic liberal arts collegé, with an economic 
major in its division of business; located in pleasant surroundings in upstate 
New York. P321 
Economics and business administration: Church-related (Lutheran) liberal arts 
college. Candidates must have a Ph.D. in the field of economics or business admin- 
istration; preparation should include economic theory, history of economic thought, 
finance, management and marketing. Business and teaching experience are highly 
desirable. Rank and salary according to qualifications. Full-time faculty member for 
position beginning in February or September, 1966. P322 
Business administration: Christian liberal arts college will have an opening in 
Septembet, 1966, for assistant or associate professor in administration, corporate 
finance, marketing, and business policy. Desire a man with teaching erience 
and Ph.D. or D.B.A. or close to a doctorate, Rank and salary according to education 
and teaching experience. For further information write to: Dr. Stewárt Lee, Geneva 
College, Beaver Falls, Pennsylvania. 


Production, | dich and related areas: February, June, or September, 1966. Rank 
and salary dependent upon degree and experience. Doctorate earned or in process 
is preferable. Graduate and undergraduate programs in business administration. 
Will have a representative at the annual meeting in New York City. Write to: 

Robert D. Myers, Chairman, Department of Administration, Production and Per- 

VE College of Business Administration, University of Toledo, Toledo, Ohio. 
3606 


Economists, statisticians: The Associated Appraisers of Earning Capacity is a 
nation-wide organization consisting primarily of professors and/or consultants in 
economics and statistics who appraise the future income of persons or property 
and capitalize this to its present worth. For income of persons, this work is per- 
formed for attorneys in connection with litigation arising out of wrongful death 
or injury. For income of property, this work is performed for professional property 
appraisers on large income properties or for attorneys in property condemnation 
proceedings. These are new applications of economic and statistical knowledge and 
research techniques. Those who do this work are required to testify as experts for 
trials and must withstand hostile cross-examination. It is one of the highest paid 
forms of work in the profession and it is possible to engage in it as & part-time 
activity. Requirements: (1) Minimum status of associate tofessor. (2) Experience 
in research in collective bargaining agreements and fringe benefit programs. (3) Lo- 
cation in or near a major metropolitan area. Please send résumé and list of publica- 
tions to: Philip Eden, President, Associated Appraisers of Harning Capacity, 1303 
Walnut Street, Berkeley, California. 94709 


Business research: Position of director, Bureau of Business Research, will require 
the organization and operation of Bureau to be established fall semester, 1966. Need 
experienced man in business and economics research with Ph.D. Must have ability 
to deal with research foundations, community and regional organizations, supervise 
research projects. Rank, full professor; salary range, $12,500-$14,500, depending 
upon experience. Send vita to: T. Hillard Cox, Division of Business 
Administration, California State College, Long Beach, California. 90804 


Economics: Head, Department of Economics, Northern Michigan University. Candi- 
date with Ph.D., some years of college or university teaching, and some contact 
with administrative responsibility. Responsibilities: to provide leadership to a grow- 
ing department of seven members in which economic theory is emphasized at the 
undergraduate level; to teach approximately a one-half time instructional load 
(about six hours). Salary $12.000-$15.000 for eleven months; starting September 1, 
1966. Apply to: Milton B. Byrd, Vice-President for Academic Affairs, Northern 
Michigan University, Marquette, Michigan. 49855 


Business administration: data processing, finance, marketing, productive manage- 
meni, personnel management: Stress laid on development of good programs through 
effective teaching research related to the field taught on both the graduate 
and undergraduate levels. Teaching prized above publications at present in a 
growth situation on a new campus recently opened. Twenty-five miles from St. 
Louis, Missouri. Ph.D.’s or D.B.A.’s badly needed in all fields listed. Teaching 
experience desirable but not required. Business experience helpful but not essen- 
tial. Salary scales highly competitive. Rapid advancement to men of right caliber. 
Write or call collect: R. D. Scott, Chairman, Faculty of Business Administration, 
Business Division, Southern Illinois University, Edwardsville, Illinois, 62025. Phone: 
Edwardsville, Illinois, Area Code 618, 692-3412. 


Managerial economics and/or administrative or production management: Ph.D. or 
with work toward the Ph.D. Opening, fall 1966. Growing professionally accredited 
state college outside of Los Angeles. Apply to: Dr. Stephen J. Barres, i 

Department of Management, California State College, Fullerton, California, 92631 


Industrial idis dnd managerial economics, quantitative controls: Openings 
during June and September, 1966, In expanding graduate program of industrial 
management, Applicants should be proficient in one or more of the following fields: 
managerial economics, industrial procurement, industrial quantitative controls, or 
industrial relations. Salary of $14,000 with upward adjustments for superior experi- 
ence and education. Moving allowance. Relatively light teaching load with maximum 
time for research. For further details, write (en osing vita) to: Dr. Richard Larsen, 
Graduate Office; University of North Dakota, Grand Forks, North Dakota. 58202 


Operations research, mathematical economics, international economic development, 
agricultural economics, manpower analysis, transportation: The expanding contract 
reseatch program of the Research Triangle Institute provides opportunities for ex- 
perienced researchers at different professional levels. Special training in mathematics, 
statistics, quantitative economics, and knowledge of electronic computers is de- 
sirable. Preference will be given to U.S. citizens experienced in constraints of con- 
tract research deadlines, proposals, and budgetary requirements. Ability to write, as 
well as flexibility to work individually or as team member or team leader and 
adaptability to changing subjects of research are essential. Salary dependent on quali- 
fications. The Research Triangle Institute is a relatively new, nonprofit, nonen- 
dowed, university-affiliated (Duke University, University of North Carolina at 
Chapel Hill, and North Carolina State University at Raleigh) Institute. Write to: 
Dr. Edgar A. Parsons, Director, Operations Research and Economics Division, Re- 
search Triangle Institute, P.O. Box 490, Durham, North Carolina. 


Statistics, operations research, computers and computer programming: Position 
available in September, 1966, for Ph.D. or candidate for that degree. Will teach 
courses in statistics and statistical decision theory and, if qualified and interested, 
operations research, mathematical models in business and economics, and computer 
programming. Opening exists at assistant professor level at a young and rapidly 
growing California state college. P327 


Business administration: Guilford College will have a permanent position available 
in September, 1966. Though a liberal arts college, the courses for this position for 
the most part will be in business administration; e.g., accounting, marketing, busi- 
ness law, business policies. Applicant must have a master’s degree; Ph.D. or 
D.B.A. or near to the doctorate preferred. Rank and salary according to education 
and teaching experience. Also inquiries are invited at the rank of associate or pro- 
fessor (with Ph.D.) for position of chairman of economics department; present 
incumbent to retire. Write, enclosing résumé, names and addresses of several refer- 
ences, to: Dean Daryl Kent, Guilford College, Greensboro, North Carolina. 27410 


Economist, system analyst: Several positions available with major California aero- 
space company for economists to conduct cost analysis of space and weapon systems. 
Junior positions require degree in economics, mathematics, (engineering, or busi- 
ness with capability desired in statistical cost analysis, pricing, budgeting, computer 
programming, or logistics. Senior positions require 3-10 years of experience in 
systems analysis, weapon systems cost analysis, or operations research in the aero- 
space industry, although substitution of government, teaching, or consulting may 
be acceptable. Education should be in a combination of two or more fields with 
an advanced degree or equivalent study required. Apply to: Cost Group, Aerospace 
Systems Analysis, Missile and Space Systems Division, Unit 24, Mail Station 1, 
Douglas Aircraft Co., 3000 Ocean Park Boulevard, Santa Monica, California, or 
call Steven Kline at EX 99311, Ext. 5146 or 2876 Collect. 


Economist: Ph.D. required to teach subjects in microeconomics at a small liberal 
arts college in New England. Economics major offered. Interested parties please 
submit résumé of background and experience and the names of three references to: 
Dr. Kenneth T. Stringer, Windham College, Putney, Vermont. 


Economics: Two new positions available beginning in September, 1966. Teaching as- 
signment to include principles and advanced courses to be selected. Ph.D. preferred. 
Rank and salary variable with degree and experience: instructor to associate professor, 
$6,500 to $10,500 for 9-month session plus additional one-fourth for summer term. 
Liberal arts background preferred. Send vita and references to: Yvonne Phillips, 
Head, Department of Social Sciences, Northwestern State College, Natchitoches, 
Louisiana. 

Economist: Rapidly growing department of economics needs applicants for teaching 
elementary economic and intermediate theory or government and business. We ex- 
pect to fill several openings in September, 1966, at the assistant professor level. 
Applicants must have economic competence and strong interest in teaching. Send 
vita. For further information address: Chairman, Department of Economics, Cali- 
fornia State College, Long Beach, California. 90804 


Economics: Indiana State College has a permanent position, effective September, 
1966, teaching Rigas of economics plus electives (negotiable). Hopa aly, the 
person employed would head a new economics department being created next year, 
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bringing to that department an equal concern for the preparation of social studies 
teachers for the secondary schools and the training of economics majors in liberal 
arts. Ph.D. preferred. Professorial rank carries a salary of $10,200-$13,670 pus 
administrative increment an prorated summer salary. Write to: Dr. Raymond L. 
Lee, Social Science Department, Indiana State College, Indiana, Pennsylvania. 15701 


Economist: The Research Division of the United Nations Economic Commission 
for Africa in Addis Ababa has a vacancy for an economist interested in conductin 

research in various aspects of economic development in Africa. The duties would 
involve preparation of. research papers, country studies, analysis and evaluation of 
development plans and presentation of projections for the African region. Two- 
year contract, Salary, including allowances, approximately $11,000-$13,000 per 
annum. Research experience essential. Enquiries and applications should be sent 
to: Service of Recruitment, Office of Personnel, United Nations Economic Com- 
mission for Africa, P.O. Box No. 3001, Addis Ababa, Ethiopia. 


Economist: Indian Institute of Technology, Kanpur, assisted by U.S. funds and 
nine outstanding U.S. universities. Faculty position open for an economist. (Indian) 
Interested candidates should immediately send their qualifications with three refer- 
ences to Professor Rajendra Prasad, Department of Humanities and Social Sciences, 
Indian Institute of Technology, Kanpur, U.P., Indian. 


Accounting: Christian liberal arts college will have an opening September, 1966, 
for an instructor or assistant professor in accounting. Desire a person with college 
teaching ience in accounting and at least a master’s degree. Rank and salary 
open. For further information write to: Dr. Stewart Lee, Geneva College, Beaver 
Falls, Pennsylvania. 


Economists; Antitrust Division, United States Department of Justice, has openings 
for economists in Washington, D.C. Candidates should have at least a master’s 
degree and possess a background of education or experience in industrial organiza- 
tion, trade regulation, industrial concentration, the structure of industry, and price 
behavior. Duties involve the application of economic analysis to the enforcement 
of the antitrust laws. All positions are within the competitive civil service; entrance 
salaries range from $7,479 to $12,510 per annum. Further information may be 
obtained by writing to: Mr. John W. PET Acting Assistant Attorney General 
for Administration, Department of Justice, Washington, D.C. 20530 


Economist: An opening exists for a Ph.D. or near-Ph.D. at Wisconsin State Uni- 
versity, Eau Claire. The usual load is 12 hours, consisting of three sections of 
principles and one advanced course each semester. There is a wide choice of ad- 
pee courses. Salary and rank are open. Write to: Chairman, Economics De- 
partment, Wisconsin State University, Hau Claire, Wisconsin. 54701 


Senior economists: The Organisation for Economic Co-operation and Development, 
Paris, has immediate vacancies for two or three senior economists in its Economics 
and Statistics Department. Chief qualifications required: good degree in economics, 
aptitude for and experience of analysis of current economic developments and pros- 
pects, and ability to draft well and to present the results in a form useful to the 
government officials concerned with general economic policies. The responsibilities 
range from the Annual Surveys which the O.E.C.D. publishes on the United King- 
dom, the United States, France, and other countries to the unpublished material 
which the Secretariat prepares for Working P No. 3 and other committees of 
the Organisation. Tax-free emoluments (married, nonresident) range from about 
61,000 to 75,000 Frs per annum, including employer's contribution to Provident 
Fund, Installation grants, children’s allowances, and other fringe benefits. Five-day 
week and generous vacation and home leave arrangements. From time to time other 
posts are likely to become available and preliminary inquiries would be welcome. 
Candidates are acceptable from any of the member countries of the Organisation. 
Applications, specifying economists, with detailed curricula vitae, should be sent 
to: Organisation for Economic Co-operation and Development, Personnel Division, 
2 rue André Pascal, Paris 16, France. 


Economic analyst: M.B.A. graduate with extensive academic p tion in eco- 
nomics and 3 to 5 years of research experience for immediate opening on corporate 
staff. The man selected will apply the skills of a professional economic analyst to 
the problems of long- and short-range corporate planning, develop unique business 
indicators which reflect the company's markets, position, and operations, and super- 


ove mem cm Tae ca e um om e a m7 — s 


vise other analysts and statisticians in the processing and development of economic 
data, Salary will be in the $10,000 to $12,000 range, depending upon qualifications. 
To apply, send résumé to: Mr. J. D. Meyers, A. O. Smith Corporation, P.O. Box 
584, Milwaukee, Wisconsin. 53201 An Equal Opportunity Employer. 


Engineering, economics, economic development, industrial development: Position 
available with consulting engineering firm having an established department of 
Engineering Reports. This department has a history of successful analysis and 
creative thinking in project evaluation for industry and government. Applicant 
would occupy a junior to middle-rank position in a definitely technology-oriented 
frame of Ee Applicant would be expected to contribute the viewpoint of 
economic training to round out the scope of a firm’s activity in engineering eco- 
nomics. An interest in and a flair for clear, succinct writing is essential. Under- 
graduate degree in science, mathematics, or engineering plus a master’s degree in 
economics is desired. Salary in $10,000 range. Write to: Lee Carter, Manager, 
Engineering Reports, R. W. Booker & Associates, Inc., 215 North 11th Street, St. 
Louis, Missouri. 63101 


Economists (industry): Needed by the Office of International Operations, Internal 
Revenue Service, in Washington, D.C. Salary is $10,619 and $12,510 per annum 
for Grades 12 and 15, respectively. Unique and challenging positions in new fields 
relating to taxation where guidelines and precedents are virtually nonexistent. 
Incumbents conduct studies on pricing and trade practices for projects or cases to 
determine the market or arm's length prices for goods, services, or intangibles flow- 
ing between controlled international organizations. And whether, under section 482 
of the Internal Revenue Code, it is necessary to apportion or allocate income among 
them to clearly reflect true taxable income. Studies may aid in the development 
of federal tax programs, affect entire industries, or support cases in litigation. 
Applicants should have a doctorate or master's degree in economics plus responsi- 
ble professional experience, preferably in industry. To apply send résumé or ap- 
plication Form SF-57 to: Director of International Operations, attention Chief, 
Economic Advisory Branch, 1229 20th Street, Washington, D.C. 20225 


Economist: Additional economist required for developing program in the social 
sciences, basic courses plus electives in area of interest; new liberal arts program; 
some opportunity for graduate teaching at master’s level; Ph.D. or near; salary and 

dependent on academic qualifications and experience. Position open September, 
1966, Send résumé to: Willim L. Carlough, Chairman, Department of Social Sci- 
ences, Bloomsburg State College, Bloomsburg, Pennsylvania. 17815 


Economics: Small, church-related (Presbyterian) college of liberal arts and sciences 
for men adding professor to economics department. Ph.D. required. Emphasis on 
teaching. Rank and salary dependent on qualifications and experience. Address ap- 
plications to: Edmund Whittaker, Department of Economics, Hampden-Sydney 
College, Hampden-Sydney, Virginia. 23943 


Economist: Ph.D. or dissertation stage. Position involves studies in the economics 
of major be system programs leading to improved ability to measure effective- 
ness and to forecast costs. Opportunity to teach one or two graduate courses per 
semester is anticipated. For additional information, send résumé to: U.S. Naval 
Ordnance Test Station, Áttention: Mr. Lary R. Buckley (Code 656), China Lake, 
California. 93555 


Operations research analyst: To do work in operational problems on the Navy's 
major weapon systems programs. Purpose is to improve weapon system operational 
effectiveness as well as conceptualizing future weapon requirements. For additional 
information, send résumé to: U.S. Naval Ordnance Test Station, Attention: Mr. 
Lary R. Buckley (Code 656), China Lake, California. 93555 


Regional economists: Must have orientstion in quantitative economics. Dual a 
pointment, partly teaching in the Department of Economics and partly research in 
our Institution for Regional Development. Up to $15,000 per academic year, de- 
pending upon lifications. Additional compensation for summertime assignments. 
Forward résumé to: D. Levinson, Chairman, Department of Economics, Ohio Uni- 
versity, Athens, Ohio. 45701 

Economies: Appointments are to be made at the level of assistant professor or 
associate professor. Ph.D. with teaching ience, Appointments will be tenable 
from August 1, 1966, Salary: assistant professor, $8,270, minimum; associate pro- 
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fessor, $10,500, minimum. Applications with curriculum vitae and the names of 
at least two referees to be sent to: Dr. Francis J. Hayes, Economics Department, 
Loyola College, Montreal, Canada. 


Economics: September, 1966, position open at assistant or associate professor rank 
in rapidly growing economics curriculum of a state college. Courses to be taught 
include principles and undergraduate electives such as consumer economics, mon 
and ing, economic growth and development, as well as possible first-year grad- 
uate level courses. Salary and rank according to qualifications and experience. Apply 
and submit credentials to: Dr. Byron Y. Fleck, Chairman, Department of Social 
Sciences, West Chester State College, West Chester, Pennsylvania. 19380 


Economics and business: Rapidly expanding new university, favorably located in 
Vancouver metropolitan area, aiming at excellence in undergraduate teaching and 
strong graduate program, invites applications at all rank levels. Ph.D., D.B.A., or 
near-doctorate required. Rapid advancement possible. Specialists required in many 
areas, including economic theory, operations research, mathematical economics, 
econometrics, comparative systems, economic history, regional economics, monetary 
economics, finance, management, marketing, and commercial law. Write to: Dr. 
Parzival Copes, Head, Department of Economics and Commerce, Simon Fraser 
. University, Burnaby 2, British Columbia, Canada. 


Economist-mathematician; Organisation for Economic Co-operation and Develop- 
ment in Paris seeks economist or statistician, with background in mathematics, 
to run its seasonal adjustment unit. O.E.C.D. re ly adjust over 300 time series 
for the major economic indicators of the Western world. The work is done with 
the aid of & computer. The main work lies in professional review of the results 
of the computer runs, but there is scope for developmental work on techniques. 
Knowledge of French is essentíal. Salary dependent on background snd experience. 
Write to: S. Berline, Head, Personnel Division, O.E.C.D., 2 rue André Pascal, 
Paris 16, France. 


Accounting, finance, management, marketing: Openings for the 1966-67 school 
year. Ph.D. degree or close to completion required. Salary and rank open. The 
College of Business st Northern lllinois University is one of the largest in the 
state with over 2,500 students and offers B.S., M.B.A., and M.S. degrees. A Ph.D. 
rogram bas been submitted for adoption in September, 1966. The business col- 
ege is housed in a new three-story building and plans are "in the hopper” for a 
graduate college of business building, Total enrollment for the University presently 
ds 15,000 students with projected enrollments of 26,000 and 35,400 for 1970 and 
1975, respectively. Send inquiries and résumés to: Dr. R. L. Thistlethwaite, Dean, 
College of Business, Northern Illinois University, De Kalb, Illinois. 60115 


Economic development, comparative economic systems, principles: Other speciali- 
zations might suffice. Ph.D. or near Ph.D. Write: Chairman, Department of Eco- 
nomics, Wisconsin State University, Stevens Point, Wisconsin. 54481 


Business administration: Accounting, marketing, or insurance. Other specializations 
might suffice. Ph.D. or near Ph.D. Write: Chairman, Department of Economics, 
Wisconsin State University, Stevens Point, Wisconsin. 54481 


Consumer economist: Teaching and research in economic problems of families and 
households. Assistant professor; salary dependent on candidate’s qualifications. Ap- 
pointment for 9 months, Ph.D. required. Write to: Thomas M. Brooks, Head, De- 
partment of Family Economics and Management, University of Connecticut, U-58, 
Storrs, Connecticut. 06268 


‘Economists and statisticians: For work on price levels, wages, productivity, em- 
ae a and national growth, the Bureau of Labor Statistics needs economists 
and statisticians. for openings at various levels. Salaries will be commensurate with 
experience. Entrance salaries aay from $7,479 to $17,055 a year. Résumés or 
Standard Forms 57 (Application for Federal Employment) should be sent to: Per- 
sonnel Officer, Bureau of Labor Statistics, U.S. Department of Labor, 441 G Street, 
N.W., Washington, D.C. 20212 


Economics: Instructorship, $6,200 to $8,200, or assistant professorship, $7,500 to 
$10,000, Economics Department. Prefer to have someone who has completed the 
doctorate or where completion of it is imminent and has had erience, Rank 
will depend upon background and experience. An instructorship being assumed 


for a person who has not completed the doctorate and an assistant professorship 
would assume the possession of the doctorate. Prefer someone to teach statistics, 
money and banking, corporation finance, and a section of the principles of eco- 
nomics. Other possible courses are: comparative economic systems, history of 
economic thought, managerial economics, and international economics. Courses 
can be tailored somewhat to the specialty of the candidate. Write to: Professor 
James S. Youtsler, Department of Economics, Skidmore College, Saratoga Springs, 
New York. 12866 


Housing and urban development economist: Established management consulting 
and research firm in Southern California is seeking a man, age 25-35, with a Ph.D. 
degree in economics or business administration, plus 1 or 2 years of commercial 
research experience in housing, real estate, or related fields. Duties will include 
forecasting, location studies, product planning, financial and urban redevelopment 
studies for developers, lenders, utilities, and government clients. Salary is com- 
mensurate with education and experience. Please forward detailed résumé to: Dr. 
C. J. Clawson, Clawson Research Corporation, Suite 220, 99 South Lake Avenue, 
Pasadena, California. 91101 


Economists: The Tennessee Valley Authority now has available a number of positions 
in Knoxville and Chattanooga, Tennessee, and Muscle Shoals, Alabama, for economists 
interested in program evaluation, regional analysis, and area development. Salaries to 
$12,500, depending on qualifications. Persons with training in agricultural, resource, 
or transportation economics or economists with backgrounds or interests in regional 
and area development programs should apply to: Chief, Employment Branch, Ten- 
nessee Valley Authority, Knoxville, Tennessee. 37902 


Economics: Head of economic research. Annual salary $8,988-811,448. Master's 
degree in city, urban, or regional planning, or economics, sociology, urban or eco- 
nomic geography, and Ph.D. in one or a combination of above disciplines Or ex- 
perienced candidates with master's degree and 5 years of professional experience, of 
which 2 years must be supervisory level experience in a Eun agency. Incumbent 
will be in charge of all economic and sociological research for Community Renewal 
Program, Metropolitan Área 'Transportation Planning, and Advance Comprehensive 
Planning program. Write to: Arthur R. Merkle, Director of City Planning, City 
Planning Department, 15th Floor, City Hall, Kansas City, Missouri. 64106 


Economist: Ph.D. completed by September, 1966. Appointment at assistant or 
associate level. Salary level: $8,500 to $13,000, denending upon experience and 
qualifications. Emphasis preferred in microeconomics, regional development, eco- 
nomics of technology, or in quantitative aspects of microeconomics. Send résumé to: 
Dascomb R. Forbush, Chairman, Department of Economics, Clarkson College of 
Technology, Potsdam, New York. 


Economists Available for Positions 
(Italics indicate fields of specialization) 


International trade, economic development, Latin-Astericas economics, labor eco- 
nomics, money and banking, business cycles, macroeconomics, corporate finance, prin- 
ee Man, 48, married; B.A., M.A, M.P.A., dissertation in progress to complete 
Ph.D. Over 10 years of experience as U.S. Army officer and U.S. Foreign Service 
officer in Latin Ámerica and Western Europe; 2 years as teaching fellow in economics 
at a state university; 9 years of college and university teaching in economics. Listed in 
American Men of Science and in Library of Congress Directory of Latin Americanists. 
Available for teaching and/or research. E1394 


Soviet economy, pup economy, comparative economic systems, economic bis- 
tory, international trade: Man, 49; Ph.D. Ten years of graduate and undergraduate 


teaching. Fluent Russian, German, French. Seeks challenging position at university, 
college, or research organization. E1402 


Accounting, corporation finance, investments, money and banking, commercial bank- 
ing: Man, 43, married; A.B., M.B.A., Ph.D. Thirteen years of graduate and under- 
graduate teaching. Considerable experience in executive development programs and 
administrative assignments. Also research experience sod publications. Desires com- 
bined teaching and responsible administrative position. E1403 
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Economics. ricis economics, agricultural education, teacher education: Man, 
47; B.S., M ; Tuskegee Institute, Ph.D., Ohio State University, 1956. Nine years 
of university teaching in economics at a large state university, both graduate and un- 
dergraduate; acting head of economics department; 7 years of teaching vocational 
education on secondary level in agricultural education; Who's Who. Presently em- 
ployed as full professor of economics in large state univérsity, Desires college ot 
cy position as professor with reseatch opportunities. Available in Sep 
1966. 1408 


Money and banking, international economici, public finance, business cycles; Man 
(Dutch) doctor of law and economics. Has Been full professór and head of de- 
partment of commerce, money and banking for 1$ years. Has published widely in 
English. Desires appointment (permanent or temporary) ia the U.S.; California or 
Texas preferred. E1410 


Economic problemi of underdeveloped areas, international public and business t- 
nance, investment, accounting: Man, 42, Indian (Goan), married; B.S, (Econ.), 
European university; Ph.D. dissertation in underdeveloped country economics in 
progress; preparing for final professional accountancy examination. Western educa- 
tion and background. Twenty years of extensive experience in senior financial posi- 
tion in national transport undertaking in East Africd, 8 years of which as officer 
in charge; presently émployed as auditor in U.S. goverbment agency; business ex- 
perience includes administrative as finance ahd àćcouñts depaftmerit head of fód- 
érate-sized undertaking. Recent publication of paper on underdeveloped country eco- 
nomics. Exténsive travel ia Europe, Asia, and África. Excellent references. Seeks 
research, operational or administrative position with research organization, fihàn- 
cial T M or business undertaking in U.S., Canada, or Britain. iL. vu 
in 1966. 1411 


Labor economics, manpower, industrial relations, labor law, comparative labor 
problems: Man, 45, martied; Ph.D. Fifteen years of teaching experience includes 
positions at major universities. Public and foreign experience; many publications. 
Present academic rank is full professor. E1415 


International economics, economic development and growth, pricd-distribution the- 
ory, macroeconomics: Man, eatly 40's, married; B.A, Washington, M.B.A., MA., 
Ph.D., Chicago (1951); Phi Beta Kappa, Magna cum laude. Teaching, government, 
and research experience; fluent Spanish; book, articles, reviews in quality journals; 
knows and uses mathematics, statistics. Last position, Academic Staff, London School 
of Economics. Seeks quality academic position teaching and research in university 
with graduate program; likes students. References: Available immediately or in 
September, 1966. E1414 


Economic principles, labor economics, personnel management, economic theory, 
managerial economics, money and banking, public utilities, economic bistory, or- 
ganization theory: Man, 46, married; Ph.D., University of Wisconsin. Presently 
professor and chairman of ten-man economics department at a state university: 
numerous scholarly articles: government-sponsored research. Experience in manage- 
ment-development and related types of special programs. Desires to relocate. Avail- 


able in June or September, 1966. E1415 
Public finance, government and business, principles: Man, 50. Several years as de- 
partment chairman. Wishes to relocate in South or Soiithwest. E1418 


Public finance, urban economics, microeconomic and macroeconomic theory: Mati, 
30, married; Ph.D. expected in summier, 1966. Ford Foundation fellowship; séveral 
years of full-time teaching experience at major eastetii university. Desites cóllege- . 
T teachiog position with opportunity for research. Available in September, 

: ` E1420 


Economics, business administration: Man, 38, single; B.S. (rùarketing), M.B.A. 
economics). Three years of college economic teaching éxpetience; 9 years of in- 
ustrial a research page Desires teaching, research, or administrative 

position with university, college, business, or governmental agency in Northeast. 

Will travel. Available immediately. E1421 


International economics, industrial planning, operations research: Man, 39, married: 
B.A, M.A., Dr.oecpubl, Universität Müchen. Twelve years of experience with 


government and industry, U.S. and Europe, in research, research planning, and 
private consulting, Desires research position in Europe or in the U.S. with con- 
sulting firm, government, industry, or trade association. Available pa 

1422 


Economic theory, history of economic thought, transportation economics, industrial 
organization, economic history, economic development, comparative economic sys- 
tems: Man, 28, married; M.A., Ph.D. course work completed. Five and a half years 
of teaching experience. At present assistant professor at a state college. Seeks col- 
lege or university teaching position in June or September, 1966. E1423 


Price theory, money, international economics, economic development: Man, 26; 
M.A., University of Mysore, India, A.M., University of Chicago. Fluent in Hindi 
and Urdu; also some research experience. Seeks teaching and/or research position in 
the U.S. or Canada. E1424 


Labor, consumer economics, public finance, principles: Man, 43, married; Ph.D. Six 
years of college teaching experience, Seeks position with college which places em- 
phasis on excellence of teaching. Prefers western area of country and associate pro- 
fessor rank. E1426 


Economics, money dnd banking, investments, marketing, aerospace management: 
Man, 33, married; B.S., M.B.A., dissertation in progress to complete Ph.D. from 
well-known midwestern university. Diversified industrial experience; teaching ex- 
perience. Desires university and/or research position in U.S, or Europe. Immediate 
availability. E1428 


Economics, business: Man, 56, married; Ph.D. Twenty years of teaching experience, 
9 as department head; business experience. Various publications. Desires teaching, 
oe administration, or some combination, Available in June or September, 
1966, E1429 


Accounting, administration: Man; B.S., Ed.M., M.B.A. Eleven years of teaching ex- 
perience; 3 years of industrial accounting experience. Desires position either in in- 
nd or college administration. Prefers New England. Available in summer or fall. 
1966. E1430 


Principles, economic history, money and banking, public finance, micro and macro 
theory: Man, 47, single; Ph.D. Several years of teaching experience at the higher 
levels, Willing to relocate. Seeks teaching position in strong liberal arts EE 

1431 


Micro and macro economic theory, growth and development, history of economic 
thought, international economics, public finance, statistics: Man, 45, married; M.A., 
Ph.D. Associate professor; modest publications; 12 years of university and college 
teaching. Seeks university teaching and/or research. Prefers East, Northeast, Mid- 
west. Available in fall, 1966. E1432 


Money and banking, monetary policy, financial intermediaries, economic theory, 
economic history and development: Man, 32, married; M.A., Ph.D. dissertation in 
progress. Three years of university teaching; 1 year of economic research in indus- 
try, government research; 3 years of administrative experience in financial office; 
currently university teacher. Desires responsible position with financial institution, 
large corporation, or government in Beirut, Lebanon. Available in September, 1966; 
earlier if absolutely necessary. E1438 


Economic theory, economic development and planning, money and banking, inter- 
national economics, economic thought, agricultural finance: Man, 32, native of In- 
dia, married; M.A. M.Litt, M.S., ue, most of Ph.D. requirements satisfied. 
Three years of teaching; 8 years of research; several publications; experience in 
banking; traveled widely. S teaching, research or administrative position; salary 
and location open. Available in June, 1966. E1440 


Principles, public finance, money and banking: Man, 48, married; Ph.D. expected 
this spring. Fourteen yeats of college and university teaching experience; business 
experience prior to teaching. Desires position stressing good teaching. Also in- 
terested in administration. Available in September, 1966. E1445 


Economic theory, quantitative methods: Man, 34; working at dissertation stage. 
Trained at one of the leading economics departments and at several important re- 
search institutes. Seven years of successful teaching in universities and now at well- 
known liberal arts college, including graduate level and adult education. Seeks po- 
sition in situation conducive to continuing professional development in atmosphere 
favorable to inquiry, where present degree credential deficiency does not prevent 
being evaluated on substantive qualifications nor block the building of financial se- 
curity for family. E1446 


Economics of developing areas, resource economics, micro and macro theory, mone- 
tary and fiscal policy, economic thought, economic history, theory of economic de- 
velopment, agricultural prices and policy: Man, 29, Indian national, married; M.A. 
in economics from an Indian university, Ph.D. from an American university near 
completion, dissertation in progress. Currently research assistant; recipient of I.LE. 
fellowship. About 5 years of research experience in two major research organiza- 
tions in India; published a number of articles in Indian economic journals. Seeks 
challenging teaching and/or research position at a U.S. or Canadian university. 
Salary and location open. Available in September, 1966: E1447 


Business administration, management: Man; Ph.D., Big Ten. Experienced in aca- 
demic administration and procedures as division and department chairman. Quali- 
fied in professional and regional accreditations; directed M.B.A. programs; back- 
ground in industry. E1451 


Principles, micro- and macroeconomic theory, money and banking, public finance, 
labor: Man, 25, single; B.A., M.S., additional work intended. One year of teaching 
experience. Will relocate. Seeks teaching position in college or university. Ávaila- 
ble in summer or September, 1966. E1452 


Labor economics, industrial and labor relations, personnel administration: Woman; 
M.B.A. Publications. Desires research writing position, preferably in oun 4 
145 


Principles, labor economics, collective bargaining, government and business, micro 
theory, public finance: Man, 29, married; prestige Ph.D. Five years of teaching ex- 
perience. Desires position for summer of 1966 only. E1455 


Principles, micro and macro theory, labor economics, managerial economics: 

46, married; Ph.D. Twenty yeats of experience, teaching, research, government, an 
consulting. Two widely adopted textbooks, plus a ings book, in the principles 
area; fourth book on current economic problems due for publication in spring of 
1966. Several articles published. Chairman and/or member of several regional gov- 
ernment committees on economic matters. Currently in administrative and teaching 
position. Desires teaching or research assignment for summer only of 1966 and/or 
1967 in U.S. or abroad. E1456 


Economy of the U.S.S.R., economic geography, economic history o] U.S: Man, 45, 
married; M.A. and Ph.D. in economics and Russian. Russian and German lan- 
guages; 12 years of teaching and research experience; assistant professor; widely 
traveled. Available in summer or.fall, 1966. E1457 


Economic development, monetary economics, international economics, macro and 
micro theory: Man, 29, Indian, single; B.Com. (Honors), M.A., Ph.D., U.S. Three 
years of teaching experience as a graduate teaching assistant; 2 years as an assistant 
professor at a leading state university in the U.S. Publications in U.S. and Euro- 
pean learned journals. Currently research associate in Delhi. Seeks permanent or 
temporary teaching position in an American or Canadian university. Available in 
June, 1966. E1460 


Public finance and fiscal policy, national income accounting, international finance, 
economics of social welfare, economic development, regional economics: Man, 37, 
married; M.A., additional work towards Ph.D. Fellowships; languages; 8 years of 
progressive research experience; publications. Seeks research position. Willing to 
relocate. E1463 


Development economics, planning, economic theory, international trade, money, 
banking, insurance, public finance, labor economics, economic history, business 
administration: Man, 45, married; Ph.D. Over 40 publications; 20 years of re- 

business, and graduate teaching experience in Europe, U.S., Latin America, 
Middle East, Africa, and Asia; fluent in 8 languages; formerly U.N. Technical 


Assistance, at present Industrial Sector Programmer at regional development author- 
ity (SUDENE), Recife, Brazil, on behalf of the O.A.S. Seeks responsible teaching 
and/or research, consulting, administrative position with university, research 
organization, or international business for October 1, 1966, in U.S. or oor 

E1469 


Labor relations, international business, government and business, money and bank- 
ing, public finance, antitrust policy: Man, 29; B.A. (Michigan, honors), LL.B. 
(Columbia), N.Y.U. Business and legal training. Will relocate to any area. Salary 
and position open. E1470 


Principles, statistics, international trade, comparative systems, history of thought, 
money and banking, introduction to business: Man, 34, married; Ph.D., Illinois. 
Has published; 7 years of teaching experience; presently teaching in Europe. 
Interested in teaching position in U.S. Available in September, 1966. E1471 


Development economics, international economics, statistics, agricultural economics, 
economic theory: Man, 48, married; M.S., Iowa State, M.A, Ph.D. expected in 
1966, Harvard University. Fourteen years of experience as section and acting 
branch chief, FAO of United Nations, Rome, Italy; 6 years of research experience 
with U.S. government. Numerous publications. Fluent Spanish, Italian, French, 
German. Wishes to relocate in the United States. Desires teaching and/or research 
position with university, college or international business. E1472 


Price theory, macroeconomics, Albee daa labor, economic development, economic 
history, comparative systems, interaisciplinary colloquium, statistics: Man, 30, 
married; B.S., M.S., Ph.D. course work. Three years of teaching experience; 1 
year of industrial research planning. Available in June, 1966. E1473 


Economics, business administration: Man, 52, married; two Ph.D.s. Many pub- 
lications; Whos Who; 27 years of graduate and undergraduate teaching and ad- 
ministrative experience; broad business experience as consultant. At present full 
professor at 25,000 student state university; seeks new teaching or administrative 
position. E1474 


Economic development: Man, 30, married; Ph.D. Ten years of experience in 
university teaching and in advisory work in developing countries; 25 journal papers 
plus a book, a monograph and several other papers under editorial consideration. 
Wishes university or advisory post. E1475 


Statistics, operation research, taxes, transportation, international trade, finance: 
Man, 55, single; Ph.D., J.D. Ten years of experience in teaching and many years in 
research; intends to relocate in New England or New York region. Several publi- 
cations; good references. Available in September, 1966. E1476 


Consumption, regional economics: Man, 44; M.B.A., B.S. Commerce (Economics). 
qu pisce in consumption and regional economics and oriented in mathematics 
and statistics. Presently employed as economist by U.S. government agency and has 
career and veteran status. Desires another position as economist with minimum 
of GS-11 rating with another government agency. E1477 


Principles, labor, theory, academic administration: Man, 54, married; Ph.D. Thirty 
years of apoi 10 in administrative positions. Formerly full professor and 
chairman of department. Extensive experience in industry and labor arbitration. 
Seeks opportunity to get into mainstream of teaching or administration. Salary is 
negotiable but must meet present standards, Available 1n September, 1966. E1478 


Principles, economie development, international economics, economy of Latin 
America, comparative economic systems: Man, 27; Ph.D. expected in June at good 
northeastern university. Desires university level teaching beginning in sph 
1966. 1479 


Investments, ee comparative economic systems, foreign trade, Russian: Man, 
59; two fellowships. Former economist with U.S. government agency; broad 
business experience; broad academic experience, including administration as de- 
partment head. Various publications; textbook on investments in progress. Ex- 
TA references, Prefers university or liberal arts college. Available in 2 
1966. 1480 


Labor economics, economic development and history, economic principles and 
theory, comparative economic systems: Man, 33, married; M.B.A., all Ph.D. require- 
ments completed except dissertation, which is in process. Six years of college teach- 
ing experience; 9 months with research organization. Geographic location open, but 
we preferred (currently located in East). Seeks teaching position for p 
1966. 1481 


Management consulting, international and business economics, value engineering 
economics, product planning, styling: Man, just over 40, single; M.Sc. (mechanical- 
automotive engineering), M.A. (economics, management), candidate for Ph.D. 
(economics), dissertation about completed; examinations in international law. U.S. 
Citizen. Over 10 years of private top management Sila in U.S. and Europe; 
top management training and teaching. Fluent German. Applicant for Harvard 
University top management program. Seeks management position (or special train- 
ing program) in U.S. corporation or in management consulting, U.S. or overseas 
location; not necessarily but preferably automotive industry-related; level assistant 
to executive director. Other offers considered. Available in summer, 1966. E1482 


International economics, monetary economics: Man, 45; M.B.A., Ph.D. Professor at 
large eastern university; author with expertise and knowledge of languages. Seeks 
interesting teaching position close to research libraries or international-financial 
assignment. Available during 1966-67. E1483 


International economics, economic development, urban and regional growth, eco- 
nomic theory and thought, comparative economic systems, Soviet economy, labor 
economics, money and banking» Man, 50; Ph.D., Ford Foundation research fellow- 
ship. Publications, including one book. Now on a state university faculty. Desires a 
senior teaching position with a progressive institution. E1484 


Development economics, economic research, resource economics, managerial eco- 
nomics, planning, manpower utilization, national economics: Man, 58, married; 
B.S. in engineering, graduate study in economics but no advanced degree. Adviser 
and consultant on problems of unemployment and low income, mostly in Appalachia 
and India; economist, U.S. government, postwar planning; development economist 
with industry, especially electric utilities. Préfers research on applied techniques 
of development, studies and projections of manpower utilization, and employment 
patterns, preparation of an economic framework” for development planning and 
decisions. Numerous writings on development and development research. — E1485 


Statistics, mathematical economics, macro. and micro theory, international economics, 
comparative systems, economic development and growth, industrial planning: Man, 
32; M.A., all Ph.D. requirements except thesis completed at New School for 
Social Research. Five years of téaching experience, Desires teaching position in or 
ras to New York metropolitan area, Available in fall, 1966. E1486 


^* Microeconomics, business economics, marketing economics and forecasting: Man 
38, married; Ph.D. Eight years as economist for a major corporation; 3 years of 
teaching of graduate and undergraduate level. Consultant to various companies and 
organizations. Many articles, some in top journals, Desires teaching position with 
research opportunities. E1487 


Macro and micro economic theory, international economics, money and banking, 
business cycles: Man; B.A., M.A., Ph.D. in 1960. Five years of full-time teaching 
of various university economics courses; Ford Foundation research fellowship. 
Modest publication record; presently assistant professor in a state university. Desires 
a change in geographical location. E1488 


Money and banking, international economics, economic development, economic 
history, theory: Man, 29, married; Ph.D., 1965. Four years of teaching experience 
in state and liberal arts colleges. Knowledge of romance languages. Desires teaching 
or research position. E1489 


Finance, management, mathematics, oe methods, personnel: Man, married; 
Ph.D. in business administration, undergraduate training in science and mathematics. 
Diversified teaching experience in above ateas; also experience in teaching adults 
beyond the college age; business experience as business manager, chemical pur- 


chasing agent, and consultant; currently professor arid chairman of department of 
business. Desires teaching and/or administrative position at undergraduate or 
graduate level; also interested in management training and development for 
industry. E1490 


Economic theory, economic bistory, labor economics, money and banking: Man, 31, 
Indian; M.A., working towards Ph.D. Trained in labor welfare; 6 years of graduate 
and undergrduate teaching experience; several publications. Desires teaching or 
research position. Available in September, 1966. E1491 


International economics, quantitative methods, economic development, economic 

theory: Man, 31; Ph.D. Four years of research experience; 2 years of graduate 

teaching experience at university or research institute. Available in fall, 1966. 
E1492 


Consumer economics, marketing research, business statistics, macro- and micro- 
economics, quantitative analysis, economic development, regional planning: Man, 
44, married; Ph.D. Broad research, business, and some teaching experience. Seeks 
teaching or research position in college or university. Available in summer or 
September, 1966. E1493 


Business and mathematical statistics, macro and micro economic theory, money and 
banking, econometrics, mathematics for economists: Man, 45, foreign-born, educated 
in the U.S.; M.A., Ph.D. Four years of teaching experience. Presently teaching in 
a liberal arts college. Desires a teaching position with a progressive institution. 
Available in September, 1966. E1494 


Business statistics, statistical inference, regression and correlation analysis, economic 
principles, financial management, corporation finance, money and banking, interna- 
tional economics, history of economic thought, investment principles: Man, 47, 
married; Ph.D. in economics from one of top ten eastern schools. Ten years of 
teaching experience, last 7 years as associate professor; other industry and govern- 
ment experience at the senior level in economics and statistics; number of various 
professional and honorary organizations; presently associate professor. Desires 
teaching position in megalopolis with preference to the New York area. Available 
in September, 1966. E1495 


Accounting, finance, economic principles, labor, industrial organization: Man, under 

40. Teaching and business experience. Now has tenured post but will relocate for 

better teaching and research environmnt. Available for summer or fall, 1966. "a 
E149 


Mathematical economics, econometrics, elementary and advanced statistics, linear 
programming, operations research, economics theory: Man, early forties; married; 

i ; .D., economics major, statistics minor. Several years of research 
experience and graduate and undergraduate teaching. Desires teaching and research 
position. Available in June or September. E1497 


Principles, economic problems of underdeveloped areas (Middle East, Black Africa), 
economic bistory, business cycles, economic geography, cooperation, political science: 
Man, 30, single, Israeli nationality; doctorate (rer.pol, insigni cum laude), Basle 
University, scholarships. Army lieutenant; some lecturing experience; 18 months in 
industry; 3 years of research economy of developing countries; English, French, 
German, Hebrew. Dissertation in printing stage, book form, by List Institute for 
economic and social research, Basle. Available in mid-1966. E1498 


Money and banking, international finance, economic thought, principles, labor eco- 
nomics, business cycles: Man, 53, married; Ph.D., Wisconsin. Eighteen years of 
college teaching; chairman of economics department in liberal arts college; widely 
traveled in Europe; linguistic ability. Seeks rag eager college position, preferably 
in Midwest. Might consider attractive offer for position overseas. Available in 
September, 1966. E1499 


Russian economics, business and government, economic theory: Man, 28, matried; 
B.S., LL.B., M.A. in economics ected in June, 1966. Has a teaching assistantship 
at a large university. Desires a college teaching and/or research position. E1500 


Labor economics, labor legislation, economic thought, principles: Man; Ph.D. Fifteen 
years of teaching experience; excellent references. Desires teaching position in 
New York metropolitan area beginning in September, 1966. B1501 


Mathematical economics, econometrics, statistics, interindustry analysis, macro- and 
microeconomics: Man, 30; Ph.D. Some teaching and research experience, Desires 
teaching or research position. Available immediately. E1502 


International economics, Exropean economy, economic thought, theory: Man, 58; 
Ph.D. Retired from foreign service. French, German, Italian, Spanish. Teaching 
experience. Listed in Who's Who in America and Who's Who in Prance. Desires 
teaching position. Will also consider working abroad for private business or interna- 
tional agency. E1503 


Principles, micro and macro theory, statistics, money and banking, finance, labor 
economics: Man, 36, married; completed requirements for Ph.D., dissertation in 
process, expected in June, 1966. Long experience in teaching; 4 years of research 
and analysis. Desires teaching position and/or research in or close to New York 
metropolitan area. Available in summer, 1966. E1504 


Principles of economics, comparative economic systems, money and banking, in- 
surance, insurance investments: Man, 33, married; B.S., business administration, 

economics, course work complete (May) for Ph.D., economics, minor in 
philosophy and political science. Several years of experience on Wall Street. E1505 
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Which is right 
for you? 


If your hearing is normal, the tele- 
phone handset on the left is for you. 
It’s what you use now. 

But if hearing is a problem, the 
one on the right may be a help. 

Its a transistorized handset for 
the hard of hearing that has been 
developed by engineers at Bell Tele- 
phone Laboratories. 


The small, thumb-operated knob 
lets the hearer adjust the volume 
of the caller’s voice as on a radio, 
making it as loud as desired. The 
handset fits inconspicuously ‘on any 
phone base, in any color. It’s one 
of a number of telephone aids for 
the handicapped. 


For the speechless, there is an elec- 
tronic artificial larynx, also developed 
at Bell Laboratories. This provides 
a steady tone in the throat cavity 
which can be modulated into words 
by shaping mouth and lips. 


Several thousand bedfast children 
around the country keep in touch 
with classroom work from home or 
hospita! via two-way Bell System 
amplified telephone circuits. 

For the blind, there are switch- 
boards that operate by touch. Other 


devices for other impairments are 
being worked on. 


Some of this equipment looks like 
the regular thing—some doesn’t. 

But the point of it all is to give 
the handicapped service that’s as close 
to the regular as we can make it. 

If you'd like more information 
about any of these helpful special 
services, just call a Bell System Busi- 
ness Office, or ask a telephone man. 


Bell System 
American Telephone & Telegraph 
and Associated Companies 
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Capital and G 
By JOHN HICKS, Oxford University 


The noted British economist compares four main methods of dynamic economics as ways 
of reducing the theory of changing economy into manageable terms: the Static method 
(classical and neoclassical); the Temporary Equilibrium method (of Sir John’s own 
Value and Capital) ; the Fixprice method (post-Keynesian) ; and the Growth Equilibrium 
method. Special attention is given the last, the newest of the four approaches, in its first 
systematic exposition in recent years. Appendices relating the study to mathematical work 
are included. "Excellent. Should clarify growth theory as Falue and Capital did the 
theory of consumer demand."—W. McDaniel, University of Missouri 

1965 350 pp. $5.00 


Development Finance: Planning and Control 
By URSULA K. HICKS, Oxford University 


For courses in economic development and public finance, this book provides a clear, 
systematic, and comprehensive survey of the field, including its fiscal and financial aspects. 
After consideration of general development strategy, the discussion turns to choice in 
the public expenditure program, the importance of building the financial infrastructure, 
taxation, budgeting, and expenditure control. “There js far too little attention given to the 
subject of how projects are to be financed in most of the literature on development in 
the emerging countries. This is a valuable book for both the economist and the political 
scientist." — ey G. Harvey, Boston University 

1965 208 pp. $3.50 


Readings in Economics and Politics 
Second Edition 
Edited by H. C. HARLAN, Chicago City Junior College 


Tax cuts, gold reserves, and automation are among the problems explored in selections 
new to this well-known reader in the Second Edition. Some compose the section "Tax 
Reform, Gold, and Aba elsewhere, others augment topics or substitute more timely 
or substantial statements for old articles. In clear and forceful views, the book examines 
twelve basic political-economic areas, including farm problems, capital and labor, the 
relationship among prices, profits, and wages, and stability and growth in employment. 

1966 800 pp. paper $2.75 


Leading Issues in Development 


+ 

Economics: Selected Materials and Commentary 

GERALD M, MEIER, Stanford University 

In a new kind of course book in economic development Professor Meier draws upon a 
wide varjety of sources for theoretical, applied, and policy materials that bear on central 
issues in the field. The main preoccupations of development economists are considered-— 
Rostow's stages of growth, dualistic development, capital accumulation, effects of infla- 
tion, and criteria for investment among others. Professor Meier's extensive integral com- 
mentary clarifies the discussion and encourages further study. “This is now the best text 
in the field—excellently conceived, superbly execgted."— Hans Q, Schmitt, University of 


Wisconsin 
592 pp. $7.00 
Oxford University Press / New York 
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of the World Third Edition 


Prepared by the Cartographic Department of the Clarendon Press in collaboration with 
The Economist Intelligence Unit 


New economic patterns are reflected in the Third Edition of this atlas, a detailed, hand- 
somely produced guide to trade and production throughout the world. The editors expand 
coverage of fuel, power, and industries, adding maps that show natural gas resources, 
distribution of petroleum refineries, and aircraft production centers. The book is a version 
of the Oxford Economic Atlas of the World that is paperbound and omits its statistical 
index on individual countries. Maps and tables are printed in color. “A wealth of informa- 
tion graphically and clearly presented.”--George P. Patten, The Ohio State University 


1965 138 pp. paper $3.50 


Oxford Regional Economic Atlas of Africa 


Prepared by P. H. ADY, Oxford University, and the Cartographic Department of the 
Clarendon Press, with the assistance of A. H. HAZLEWOOD, Oxford University 


Drawing upon every available source of information, the editors present this book as the 
first attempt to show in quantitative terms the geographical distribution of production for 
the whole of Africa—a service of great value to the economist, the geographer, and the 
African specialist. The book contains sixty-nine pages of topical maps, an economic com- 
mentary comprising sixty pages of text and statistical tables, forty-three pages of topo- 
graphical maps, and a sixty-page gazetteer, set in triple columns. Color is used in maps 
and tables. “The atlas is the best detailed collection of data that I have yet found available 
on Africa.”—Byron E. Emery, University of Toledo 


1965 232 pp. cloth $15.00 paper $7.00 


History of Economic Analysis 
By JOSEPH A. SCHUMPETER 


In this classic work, one of the great economists of the time sets forth the development of 
scientific analysis in economics, from the beginnings of historical, statistical, and theoreti- 
cal knowledge of economic phenomena in ancient Greece to modern developments “stem- 
ming from the Marshall-Wic ty pearl economics in totalitarian countries, dynamics 
and business cycle research, and Keynes and modern macroeconomics, Methodological 
questions are considered in the first section; historical periods are treated in four follow- 
ing sections. 

1954 1,286 pp. text edition $10.00 


Money and Income: 4» Outline of Monetary Economics 


By A. C. L. DAY, London School of Economics, and STERIE T. BEZA, International 
Monetary Fund. 


The authors systematically present in full the theory of macroeconomics and discuss 
monetary events and institutions, in a revision of the noted English study Outline of 
Monetary Economics expressly adapted for American students with extensive coverage of 
United States monetary history and banking systems. Inflation, stability, and international 
finance receive particular attention, as topics of lasting practical importance. 


1960 650 pp. $7.50 


Oxford University. Press / New York 
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Systems of Social Accounts 


By G. STUVEL, University of Oxford. This introductory text on national accounts - 
demonstrates how statistics of national income and expenditure can be made to speak for 
themselves if their recording in systems of social accounts is subject to a very simple but 
highly effective accounting discipline. The various systems of sector accounts are pre- 
sented as off-shoots of a more aggregative system—that of national and domestic accounts. 
Throughout, the author uses his experience acquired during the ten years when he was 
in charge of national accounts work for the Organization for European Economic Co- 
operation. Figures. $6.40 


Obstacles to Change in Latin America 


Edited by CLAUDIO VELIZ, formerly of the University of Chile. The purpose of the 
1965 Chatham House Conference, from which the essays in this volume stem, was to study 
the factors which prevented positive institutional changes in Latin America. A principal 
contemporary problem, that of excessive stability, Is discussed here by Latin Americans, 
who, apart from being academically distinguished, are placed near the sources of political 
power in their respective countries, The paradox of the growth and power of a large urban 
population before industrialization is examined, along with the social contract between a 
traditional aristocracy and a new middle class which is disinterested or incapable of lead- 
ing necessary reform movements, RIJA. . l $6.75 


Commonwealth Banking Systems 


Edited by W. F. CRICK, formerly of the London School of Economics. This book is a 
successor to Sayers’ Banking in the British Commonwealth, published in 1952. The many 
important developments since then have necessitated an entirely new book, while regional 
gaps in the earlier book have been filled so as to cover nearly all territories (outside the 
British Isles) which are, or were until recent years, within the Commonwealth. All the 
contributors have written from first-hand knowledge gained within their respective regions 
largely through experience in central or commercial banking or through their work as 
university economista, $8.00 


Industrialisation and Race Relations 


A Symposium 


Edited by GUY HUNTER. The first part of the symposium contains a number of de- 
soriptive essays on racial issues in relation to industrial expansion in certain countries. 
Part II deals with the racial issue as it appears to a progressive industrialist with world 
interests (A. P. Blair, formerly of Royal Dutch Shell) ; a theoretical essay on the subject 
by Herbert Blumer of California; and a paper viewing the subject from the historical and 
political points of view by the editor. I.R.R. $6.75 


Oxford University Press / New York 
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Modern Capitalism 
The Changing Balance of Public and Private Power 


By ANDREW SHONFIELD, Director of Studies, Royal Institute of International 
Affairs, London. “An absolutely essential study of contemporary capitalism in the Western 
world. This is the right book at the right time by the right man... .. The first major at- 
tempt by a trained economist, experienced journalist and practicing specialist in inter- 
national affairs to make sense out of the complex Y Cn in relations between private 


and public economic power... .. MODERN CAPIT asa tract for our time, is 
excellent in itself. It should have the equally excellent effect of stimulating a 

standard of public argument about the economic virtues and the political hazards of eco- 
nomic planning in advanced industrial societies.” —ROBERT LEKACHMAN, N.Y. Times 
Book Review us $10.50 


The World Economy at the Crossroads 


A Survey of Current Problems of Money, Trade, and 
Economic Development ELM 


By HARRY G. JOHNSON, University of Chicago. The world economy that postwar 
planners sought to reconstruct has reached a turning point. The question is whether new 
arrangements can be evolved to prevent the international economy from disintegrating 
into a world of rival blocs, Against the background of Bretton Woods and the postwar 
evolution of the international economic system, the author examines in detail outstanding 
issues in the field of international monetary and trade arrangements, seeking viable pA 
tions, 


The Poverty of Abundance 
Hoover, the Nation, the Depression 


By ALBERT U. ROMASCO, New York University. “A penetrating and sophisticated 
study of the response of American institutions, including the Presidency, to the Depres- 
sion years." —W ALTER JOHNSON. “A sound and comprehensive account of real merit, filli 

an important gap in our knowledge of 20th century American history."—FRANX n 


Germany: Yesterday and Tomorrow 


By PETER H. MERKL, University of California, Santa Barbara. “A sound and con- 
sclentious analysis of a problem of the most vital interest to us all"—Jouw 

*Must reading for all wish to understand what has gone on in Germany since the 
close of World War IL... Truly a remarkable and valuable book."—Epcan ANSEL 
Mownzz. “A beautifully written, thoughtful book, seeking the complex truth rather than 
easy answers... still the most searching book so far on the subject of German guilt.” 
PETER VIERECK $7.50 


Oxford University Press / New York . 
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Just published . . . 


GROWTH AND WELFARE 
IN THE AMERICAN PAST: 


A NEW ECONOMIC HISTORY 


by Douglass C. North, University of Washington, Seattle. 
A wholly new approach to American economic history, this 
concise book explores the major economic trends and is- 
sues in our past, using economic theory and statistics in a - 
non-technical, understandable way. Its central focus is to 
analyze sources of growth in the economy and to consider 
how the welfare of different groups in that economy was 
influenced by that growth. A number of basic issues in 
American economic history are reappraised, and in many: 
cases such reappraisals are original in this book and by this 
author. March 1966, 224 pp., paperbound $2.95 


(prices shown are for student use) 


For an approval copy, write: Box 903 


PRENTICE-HALL 
Englewood Cliffs, N.J. 07632 
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OTHER IMPORTAN T 


^. THE STRUCTURE OF 
ECONOMIC SCIENCE: 
Essays on Methodology 


Edited by Sherman Krupp, Queens. 
College, The City University of: 
New York. This new book offers a : 


collection of original essays on logic 
and methods of economic inquiry. 
Providing background mister for 
p in the field of theory, this 
couid be the basic text for 
courses in "economic methodol- 
ogy" or the methodology of the so- 
cial sciences. June 1966, SPUR 
320 pp., $7.95. 


BOOKS FROM P-H 


^ECONOMIC SYSTEMS 


Gregory Grossman, University of 
California, Berkeley. This book is 
an examination of the range of dif- 
ferent economic systems, East and 
West. Topics include: the criteria 
for judging various economic sys- 
tems, the major 'isms, economic 
ideologies, and the operation of 
market and non-market economies, 
including their characteristics and 
essential differences. (In the Foun- 


. dations of Modern Economics Se- 


ries) April 1966, paper $1.50, 
cloth $3.95 


WORKBOOK FOR THE FOUNDATIONS OF 
MODERN ECONOMICS SERIES 


Eric Gustafson, University of California at Davis, and Robert Hartman, 
Brandeis University. To be published this spring, this workbook is being 


ide for use in ca 
odern Economics 


ction with the volumes in The Foundations of 
es. April 1966, approx. 160 pp., $2. 95. 


TWO NEW SPECTRUM BOOKS 


. THE ECONOMICS OF 
POVERTY: | 
An American Paradox 


Edited by Burton A. Welsbrod, Uni- 
versity of Wisconsin. The selections 
in this volume analyze the com- 
plex questions surrounding the is- 
sue of poverty, as well as the prin- 
cipal answers which have been of- 
fered to these questions. Placing 
poverty within an economic frame- 
work, the essays compare the 
strengths arid weaknesses of alter- 
native courses of action, what anti- 
poverty programs cost, who should 
direct such efforts, and what short 
and long range effects each ap- 


proach might have. 5-131 (orig.), 


paper $1.95, cloth, $4.95, 


DEFENSE AND . 
DISARMAMENT: 
The Economics of 
‘Transition . 


` Edited by Roger E. Bolton, Williams | 


College. Examining the general 
impact of defense on the economy, 
the editor discusses the possibility 
and desirability of disarmament. 
Dr. Bolton has included selections 
that treat such topics as the eco- 
nomic and social consequences of 


disarmament, its impact on re- 


search .and development, adjust- 
ments to foresee, and the dan 

of political pressure. 5-133 (orig.), 
paper $1.95, cloth diia 


(prices shown are for student use) 
For approval copies, write: Box.903 


PRENTICE-HALL, 
Englewood Cliffs, N.J. 07632 
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From Harcourt, Brace d» World 


| MACROECONOMIC ANALYSIS 


by Epwarp SHAPIRO 
A highly readable new book that provides the student with an expanded | . 


treatment of the essentials of aggregate economic analysis wl: Se a step — 


by-step development of two-sector, three-séctor, and four-sector esian - 


models. After a en of the concepts and mechanics of the mea~- . 


surement process, the author develops a basic theoretical model of the 
economy, emphasizing the crucial area of investment. He concludes with 
an unusually comprehensive and sophisticated treatment of policy, in 
which he discusses inflation, growth, and economic stabilization. The the- 
oretical discussion is carefully tested against empirical data throughout. 

608 pages, $8.95 (probable). Publication: April a * 3 , 


A THEORY OF FINANCIAL ANALYSIS — 
by EucxNe M. Lerner and WiLLARD T. CARLETON | 


The basic purpose of this text is to bring together and analyze all the fac- 
tors that influence security prices. It examines the firm from the point of 
view: of the financial officer and of the investor, and is unique in this 
integration of the theoretical aspects of finance and investments. The 
authors provide a workable theoretical basis for the kinds of model-build- 
ing and estimating that are becoming the typical mode for empirical fi- 
nancial research. Summaries are presented at the end of each chapter. 
This book is designed for use in the second course in finance or invest-. 
ments, 320 pages, $7.95 (probable). Publication: April ^" | - — 


MONEY AND THE ECONOMY 
by Joun J. Kiem pug des | 
This clear and concise textbook presents, in historical perspective, the 

operations of the banking system, together with a critical analysis of | 
monetary theory and policy. This balanced presentation gives the student: 
a well-integrated, overall view of the banking system and the theory on. 


which it is based. The analytical framework developed/ by the author is :. 


of special importance; his model of income determination is used as a . 
basis for discussion of current controversies in economic policy. 436 pages, - 


" 5 
t 
4 a 


AN INTRODUCTION TO MICROECONOMIC THEORY 
by WiiLiAM I. Davisson and. JoHN G: RANLETT 


This text gives a sound and lucid presentation. of the microeconomics 
portion of the basic principles course. It can serve as a valuable supple- 
ment for introductory economics and as a highly useful primer for inter- 
mediate price theory and managerial economics courses. Vivid examples 
from the contemporary business world are used ide ipis to stress the 
practical applications of economic theory. Paperbound. 226 pages, $2.45 
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Books for economics courses 


ECONOMIES OF THE WORLD TODAY: Second Edition 


by Cram Wircox, WiLLIs D. WEATHERFORD, JR., 
HOLLAND Hunter, and MORTON S. BARATZ . 


The new edition of this book, like its widely adopted predecessor, is pri- 
marily designed to give the student a perspective on the breadth and com- 
plexity of economic organization by comparing specific national econo- 
mies. The main features of the economic systems of the Soviet Union, 
Great Britain, Communist China, India; Nigeria, and the United States 
are examined in detail. The chapter on Nigeria 1s new to this edition; 
the chapters on the other economies have been rewritten in the light of 
developments and added perspective since 1960. Paperbound. 171 pages, 
$1.95. Just published 


HISTORY OF THE AMERICAN ECONOMY 
Second Edition 


by Ross M. ROBERTSON 


Taking as its theme the increasing role of the federal government in the 
American economy, this introductory text analyzes economic situations 
and developments from colonial times to the present, with particular em- 

hasis on the period since 1920. The new Second Edition is distinguished 

y its clear presentation of such important themes as agricultural growth 
and development, the evolution of industrial concentration, the impact 
of the Depression on the nation, and the modern problems of employ- 
ment, economic growth, and technological change. 690 pages, with some 
165 illustrations, $8.50 ; 


New titles in the paperbound Forces in American Economic Growth 
Series, under the General Editorship of Alfred D. Chandler, Jr.: Just pub- 
lished—The Colonial Merchant: Sources and Readings, compiled and ed- 
ited by Stuart Bruchey, 199 pages, $2.95. To be published in the fall: 
Cotton and the Growth of the American Economy: 1790-1860, by Stuart 
Bruchey; Slavery and the Southern Economy, compiled and edited by 
Harold D. Woodman, 256 pages, $2.95 (probable). 


Now available in the Harbinger Series: The General Theory of Employ- 
ment, Interest, and Money, by John Maynard Keynes. Paperbound. 405 


pages, $2.95 


HE Harcourt, Brace à» World, Inc. 
LA dia New York / Chicago / Burlingame 

Please mention Tur Auxaicag Ecowoxic Rxvixw When Writing to Advertisers 
ix 





Wiley lets you choose your teaching approach . . . 
A One-Volume Introductory Text 


will stimulate informed controversy .. . 


MONEY AND FINANCE... 
Readings in Theory, Policy, and Institutions 


Edited by Deans Carson, Northwestern University. 
This selection of readings is designed to stimulate informed 
classroom controversy by acquainting students with the 
many volatile issues that surround the dynamic world of 
money and finance. Professor Carson has chosen articles 
that will unify diverse theoretical developments and sup- 

lement textbook coverage of monetary theory and policy, 

anking institutions, the money market, and international 
monetary problems. Carefully edited, the book emphasizes 
recent theory and explores current disputes over the func- 
tions and effectiveness of the Federal Reserve System. 
1966. 372 pages. $4.50. | 


“a solid foundation of monetary theory...” 


MONEY AND BANKING 
An Introduction to Analysis and Policy 


^ By Joun G. RANLETT, Sacramento State College. *. . . a 
presentation of the economic and financial principles of 
the monetary banking system of the United S ates. Based 
` on a solid foundation of monetary theory, the book pre- 
sents more theoretical material than most, and includes a 
review of the basic international aspects of money and 
banking." —T he Industrial Banker. 1965. 528 pages. $7.95. 


compact, straightforward, and lively . . .. 


ECONOMICS: Analysis and Policy 


EY NORMAN F. Keiser, San Jose State College. An in- 
troductory text that is outstanding for its compactness 
and uncluttered, straightforward exposition. It is carefully 
organized so that it covers important fundamentals and 
analysis in logical sequence, is selective but not over- 
abundant in its presentation of historical background ma- 
terial, and offers concise, lively discussions of current 
issues and problems in economics. 1965. 720 pages. $8.50... 


JOHN WILEY & SONS, Inc. 


Please mention Tus AxxzicAX Economic Review When Writing to Advertisers 
x 





... A Modern Paperback Series 
- & expert imr in § concise Volumes .- 


Editor of the series is- XS TI. I X 
KENYON KNOPF, Grinnell College 


Practical i in sc ope, this new series constitutes a eomp 
Introduction to Economics. It includes three theory vol- 
umes—The Market System and National Income and Em- 
ployment Analysis—plus five volumes on such persistent .. 
economic problems as poverty, economic stability, eco- `“ 
nomic growth, international aa and’ appued price 
theory. 
Volumes i in: a Introduction to Economics 
Series to be published i in the Spring are 
THE MARKET. SY STEM 
By ROBERT HAVEMAN and KENYON KNOPF, both of 
Grinnell College. 1966. 221 pages. $1.95 
“This is a ‘well- -written, highly readable 'introdüction to micro- 
‘economics which really can be undertaken by someone with no 
previous. perd -or -preparation.: t is a straightio rward, no-. 
| Vies speed ‘exposition which takes-the reader well into the‘ 
the firm and theory of the household.”—from a pre- 
ep UE review. 
NATIONAL INCOME AND. EMPLOYMENT 
ANALYSIS 
By ARNOLD Coreny, Amherst College. 1966. 144 
pages. $1.95... `. 
INTERNATIONAL. ECONOMIC PROBLEMS 
oo ras University of North Carolina. 1966. 
6 pages. $1.95. 
EOUNOMIC. GROWTH AND DEVELOPMENT 
B "m E. estos p of Wisconsin. ; 


Ready for Fall daa. Mice TM a ot eo e 
THE ECONOMICS OF POVERTY : Pus TOME 
By ALAN BATCHELDER, Kenyon College. IE 
TOWARD ECONOMIC STABILITY 

- By Maurice W. Lex, University of North Carolina. 

CASE STUDIES IN AMERICAN INDUSTRY 
By Leonard W. Weiss, University of Wisconsin. Each. 
volume: Approx. 150 pages. Prob. $1.95. >+ ' 
AN ANALYSIS OF CAPITALISM VERSUS SOCIALISM. : 
By HEINZ KOHLER, Amherst College. 130 pages. $1.95.. : 


605. ‘Third Avenue, New York, ‘New -— 10016 
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ECONOMICS: THEORY AND PRACTICE 
Second Edition 


Melville J. Ulmer E 


Thoroughly revised &nd expanded for two-semester use, Professor Ulmer's 
` text not only explain the fundamental theories with rigor and clarity but 
shows the beginning student why they are important and how they can be ` 
- used. The first three chapters are entirely new and comprise an overall view 
of the major economic isenes of the 1960's and the analytical tools required 
to understand them. 4 Student's and an Instructor's Manuel are available. 


757 pages | 1965 A M $795 


ECONOMIC ISSUES AND POLICIES” 
Readings in. Introductory Economics 


Second Edition 
Edited by Arthur L. Grey, Jr; and John E. ‘Elliott 


In this major revision two-thirds of the selections are new and over 25 per- 
cent of the book is devoted to world economic problems. While the editors’ 
objectives, their plan of organization, and their criteria for selection remain 
. essentially the same as in the popular first edition, the specific content of the 
book reflects the changing emphases of professiónal and public discussion, 
utilizes new and. significant published materials, and provides an excellent 
supplementary. text on the issues: 2 ae 1960's. 4 Correlation Chart is avail. 
able. - | : 
548 pages, paper . 00105 7426... ^. $45 


r 


_ MODERN AMERICAN. CAPITALISM 
Ideologies and Issues |: c 
R. Joseph Monsen, Jr. | 


— This timely supplementary text summarizes : briefly the major capitalistic 
: ` ideologies found in the United. States today, identifying some of the groupe 


espousing them, and analyzing the ‘positions the groups take on some major  - 


issues of our day—issues essentially economic and political in their ramifi- - 
cations. For Introductory economics or courses in T economic Eyb- 
tems. 


142 pages | BB (8195 paper; $3.25 cloth | 


Hough ton M flin C. ompany 


E PW PAR VILANIA? GENEYA AILE PALKAS C FALO ALTO 





Please mention Tux AxxzicAx Economic Rrvixw When Writing to Advertisers - 


-ff 


COMPARATIVE ECONOMIC SYSTEMS 
Competing Ways to Stability and Growth 
Allan G. Gruchy 
In this excellent study the author employs an operational approach, focusing 
on actual systems and the policies pursued in each to attain economic goals. 
Contemporary macro- and micro-economic theory are extensively used, espe- 
cially the former, in application to a wide variety of problems in numerous 


political settings. The Scandinavian and the American economies receive 
exceptionally full and thorough treatment. 


908 pages 1966 > $9.95 


SOVIET ECONOMIC POWER 
Its Organization, Growth, and. Challenge 
Second Editión 
Robert W. Campbell 


The Second Edition of SOVIET ECONOMIC POWER, like the first, ex- 
plains the fundamentals of the Soviet economy in terms the student can 
readily grasp. Up to date and technically sound, the new edition evaluates 
Soviet economio performance, its growth and its deceleration, reflecting a 
changing perspective on the Soviet system and its prospects. For compara- 
tive systems courses and a highly suitable EE Íor introductory eco- 
nomica. 


About 225 pages, paper | ] 4n April 1966 Publication 


PUBLIC FINANCE AND FISCAL POLICY 
Selected Readings 
Edited by Joseph Scherer and James A. Papke - 
Fifty-three selections from periodical literature and government agency re- 
ports focus on policy in an analytical approach which treats in depth current 
issues and significant developments in the field of public finance, fiscal pol- 


icy, and debt management since World War IL. General Editor, Marshall D. 
Ketchum, University of Chicago. . 


590 pages (00 GXIA” o oc A March 1966 Publication 


LM 


Hough ton Mi fin Company 


Baiada "n ts £X bal: PALL CAT ALIA 
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An Introductory Text That 
Concentrates on Basie 
Heonermie Theory 


Heormeorrtes: 
Principles of Income, Prices and Growth 


by R. Murray Havens, University of Alabama, 
John S. Henderson, Georgia State College, and 
Dale L. Cramer, University of Alabama- 


This new book places primary emphasis on basic economic 
principles and analytic tools while keeping discussion of in- 
stitutional material to a minimum. It stresses economic growth 
as a vital problem in today's business, and weaves this treat- 
ment into the theoretical consideration at many points. 


Foreign trade is studied as an important part of the func- 
tioning of the economy, and: the methods of analysis de- 
veloped earlier are used to examine its effects on employment, 
prices, and growth. The book points up the unusually close 
connection between national income and monetary theory, 
and presents a treatment of marginal productivity wage 
theory that permits a correlation with collective bargaining. 
An interest theory is, also presented that uses the loanable 
funds approach while incorporating the important role of the 
banking system. 


1966, 704 pages, $8.95 


. Write to the Facalty Service Desk for an 
Examination Copy 


THE MACMILLAN COMPANY 


60 FIFTH AVENUE, NEW YORK TOO. 
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Four Textbooks 
For Your Economics Students 





Tho Theory 
of Price, | 
Third Edition : 


^ Macroeconomic 
Theory 


by Gardner Ackley, Chairman, 


. Council of Economic Advisors to 


by George J. Stigler, University a of ` 


i Chicago 
Using a minimum of nahna, 


the President . 


a This Is a detalled. and rigorous 


Professor Stigler has substantially. . 


rewritten, revitalized, 


and ex-. 


panded this widely adopted text. .. 


The Third Edition features a much 


analysis of the development of 
Keynesian .and post-Keynesian 


- macroeconomics that emphasizes 


their continuity from classical 


;theorles. Although the author's 


fuller examination of the pricing. 
of productive servicés than did . 
the Second Edition; it also. now 
Includes an Introduction to the: 


elements of Capital Theory and a 


view of ecónomics as a sclence. ..- 


1966, 368 pages, $6.95 


Business - 
Finance: 
Theory and Management: © 


by Stephen 
A. D'Ambrosio, both of the 
University of Washington ' 


approach Is primarily theoretical, 
he repeatedly stresses the rele- 
vance of theory to policy and to 


the dlagnosis of current economic 


<. conditions. 


` 1961, 397 pages, $9.00 . 


E “Money and 
o Banking: — 


Analysis and Policy 


. The purpose of this text is three- - 


fold: to. give the student In an 
Introductory business finance 
course an understanding of the 
role of finance In the firm, an 
analysis of the theory underlying 
financial decision-making, and 


tralning in the methods of optl- ` 


mizing financial contributions to 
the goals of the firm. 
1966, 592 pages, $950 


by Charles R. Whittesley, Arthur M. 


^ Freedman, and Edward S. | 
' Herman, all of the Wharton 


os $e Univ of Pennsylvania 
H.AmhérandChanep Oo VOD OP Pennsy 


This basic text provides a com- 


F prehensive treatment of money 


and banking, with emphasis on 
monetary and fiscal analysis and 
applications : to public policy. 
This text represents a “. . . SUC- 
cessful attempt to ‘concentrate 


upon what appear to be the more 


enduring aspects of the subject’ 
while at the same time maintain- 
Ing contact with the real world by 
placing these aspects In historical 
perspective." The Journal of Finance 
1965, 640 pages, $8.50 


Write to tho Facalty 8 Service Desk for Risalsedon Copies 


THE MACMILLAN COMPANY 





60 FIETH AVENUE, NEW YORK 10011 


Please mention Tux AwxuicAw Ecoxomic Revinw When Writing to Advertisers 


a 





MANAGEMENT OF PROSPERITY 
By ARTHUR F. BURNS - 


— In light of the conflict between the Federal Reserve Board and —— 
- the Johnson Administration, this book by the former Chairman  : 
of the Council of Economic Advisers is most important., In his 
analysis of America’s longest sustained boom, Professor Burns 
. asks for a reconsideration of minimum wage policies and more 
research on labor market po . Just Published $3.50 


ECONOMIE ADVICE AND PRESIDENTIAL. LEADERSHIP 


The Council of Economic Advisers | i 


By EDWARD S: FLASH, JR. 


Established to avert depressions and recessions and to stimu- 
late employment, the. Council of Economic Advisers has 
evolved from a purely advisory body to a- powerful decision- 
` making group. ‘This book describes how the Council has func- 
tioned: under Presidents Truman, Eisenhower, and Kennedy 
and how its orientation has been modifled zh successive chair-. 
men. ^" - $8.95 


eas 2 MODERN CAPITAL THEORY | 
| 077^ By DONALD DEWEY . 


` A masterly introduction to the modern theory ot apiid and ` 
interest. "This is the first deflnitive work in rarus theory since 


‘Fisher’s The Theory of Interest.. a specialized book 
which has every chance of ap a classic.’ ios 
Journal `. | 7 $6.50 

2 T iM On VALUE AME 

- By CLARA K. SULLIVAN - 


"Although the concept of value-added taxation developed over 
40 years ago, this volume represents the first definitive treat- 
ment—in any language. . . . impressive for its depth and its 
penetration of hitherto unbroken goug "——Banking Law 
`, Journal . = $10.00 
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Four Books - 
did the National Bureau of Economie Research 


TRANSPORTATION ECONOMICS - 


Contains 16 papers. which. deal authoritatively with various 


aspects of transportation economics: 1) the uses and measure- 
ment of cost for transport policy; 2) investment, innovation, 
and technological change in transport industries; 3) urban 
transportation; and: 4) public policy in relation to transporta- 
tion, Special Conference No. 17  .. $10.00 


OUTPUT, EMPLOYMENT, AND PRODUCTIVITY IN THE 
UNITED STATES AFTER 1000 


This volume, containing 14 papers delivered at a Conference. 


on Income and Wealth, divides. the discussion of sources of 


output growth into: 1) consumption, investment, and employ-. - 
ment; 2) output of final products; 3) minerals and fuels; 4) ' 
power and machines; and 5) sources of productivity change. - 
SAUEN in Income and Wealth NG 30° >- l $12.50 


THE MEASUREMENT AND INTERPRETATION 
OF JOB VACANCIES — 


This study provides a guidline to aid the government in formu- 
lating and carrying out its responsibilities under the Employ- 
ment Act. Topics discussed include: needs and uses of job va- 
cancy data, experimental vacancy surveys in the U.S., and al- 


ternative approaches to i ta ‘vacancies, n 2 


FOREIGN TAX POLICIES AND. ECONOMIC. GROWTH 


Provides analysis and evaluation ‘of the contribution of tax 
policy to postwar economic development in the U.K., Sweden, 
France, Italy, M J Japan, and the Netherlands. . 


.., [Cleth $10.00; Paper $3.50 . 


COLUMBIA UNIVERSITY PRESS 


New York M. Y.- Y. 10027 
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Outstanding C onamni Books 


ECONOMICS, Third Edition 


By CAMPBELL R. McCONNELL, University 
of Nebraska. Off press. 


The Third Edition of this popular intro- 
ductory text appears in a reorganized 
and updated format. The treatment Is 
tighter and the less essential descriptive 
materials are eliminated. Part Two, the 
section on employment theory and fiscal 
policy, is substantially rewritten, reor- 
ganized, and expanded. A new chapter 
expands and clarlfies the material on pub- 
lic debt. A brlef summary chapter—also 
new to this edition— draws together and 
integrates components of employment 
theory, monetary policy, and fiscal policy. 


Supplementary Materials: 


STUDY GUIDE 
to accompany McConnell: Economics, 
Third Edition 


By ROBERT C. BINGHAM, Kent State Uni- 
versity. 


KEY CONCEPTS IN ECONOMICS 
to accompany McConnell: Economics, 
Third Edition 


(Avallable in combined format with the 
Study Guide or as a separate unit.) 


OVERHEAD TRANSPARENCIES 
INSTRUCTOR'S MANUAL 


ECONOMIC 155UES: Readings and 
Cases, Second Edition 


By CAMPBELL R. McCONNELL. Off press. 


The 81 selections in thls readings book— 
nearly twice as many as in the previous 
edition—provide the Instructor with an 
unusual amount of flexibility. Readings 
by Arthur M. Schlesinger, Jr., Sumner H. 
Slichter, John Kenneth Galbraith, Ralph 
J. Cordiner, Walter P. Reuther, Joseph A. 
Schumpeter, Leon H. Keyserling, and 
many others familiarize the student with 
economic controversy. ° 


ECONOMICS: An Introductory 
Analysis, Sixth Edition 


By: PAUL A. SAMUELSON, Massachusetts 
Institute of Technology. 700 pages, $8.50. 


An extensive revision of the standard 
text for introductory economics the world 
over. Mlcro-economics sections have 
been thoroughly revised and reorganized; 
major portions have been entirely rewrit- 
ten. Increased emphasis on what com- 
patitive pricing accomplished in terms of 
efficlency. A new chapter Is included on 
the analytical theory of growth. Discus- 
sions of contemporary problems have 
been updated. Retains valuable aids for. 
teacher and student, 


STUDY GUIDE AND WORK- 
BOOK to accompany 
SAMUELSON: ECONOMICS, 
Sixth Edition 


By ROMNEY ROBINSON, Brandeis Univer- 


sity. 288 pages, $2.95. 


A thorough revision of an important study 
aid for students using SAMUELSON. 
Contains: tutorial notes on each chapter 
» n lists of terms . . . review questions 
with answers . . . test questions without 
answers. 


READINGS IN ECONOMICS, 
Fourth Edition 


By PAUL A. SAMUELSON, and ROBERT L 
BISHOP, both of Massachusetts !InstHute 
of Technology; JOHN R. COLEMAN and 
PHILIP R, SAUNDERS, both -of Carnegie 
InstHute of Technology. 496 pages, $5.95, 
clothbound. Soft-cover Text Edition avail- 
able for classroom adoption. 


A collection of 79 selections that make 
for good reading In themselves or as sup- 
plements to the textbook. There are ex- 
cerpts from the classics as well as the 
best current writings. Both case materials 
and analytical articles, both key debotes 
and balanced surveys on a wide range 
of issues ore included. The reader is 
guided by Introductory notes and key 
questions. 


È M-Graw- FGI Book Company 
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“From Me Graw- Hill 


THE STOCK MARKET, 
Fourth Edition 


By WILFORD J. EITEMAN, University of 
Michigan; CHARLES A. DICE, Ohlo State 
University; and DAVID KURT EITEMAN, 


University of California, Los Angeles. Off - 


press. 

The new edition of this practical yet the- 
oretica! guide for both student and in- 
vestor reflects developments in the field 
since the Third Editlon cr 14° 
years ago. =. 


GOVERNMENT SECURITIES KT 


MARKET ; 
By IRA ©. SCOTT, Columbia University. 

256 pages, $12.50. 

The first book ever published on the sub- 
ject of the dealer market in U. S. Govern- 
ment securities, Describes the public debt 
and the dealer market while offering. a 


theoretical and statistical treatment of the 


behavior of the dealer firms. 


THE IDENTIFICATION. a 
PROBLEM IN ECONOMETRICS . 
By FRANKLIN M, FISHER, Massachusetts 
Institute of Technology. Economics Hand- 
book Series. Off. press. 

A major contribution to the field of « econ- 
ometrics, written by an outstanding econ- . 
ometrician. The only extended and unified 
treatment of identification. theory, it inte-. 
grates that theory info a discussion of : 
fhe structure and estimation ‘of simulen; 
ous equation. teet l 


MONEY, PRICES, AND . è 
POLICY, Second Edition 
By WALTER W. HAINES, New YE Uni- 
versity. Off press. >` ; 

Like Its predecessor, this. book olei 


broad coverage written In a lucid, con-- 


cise, and eminently readable style. New 
features include a chapter on interest- 
rata and Income theory; expanded. dis- 
cussions of bank liquidity ‘and portfollo ' 
management, and of credit and finance; 
and detalled consideration, of the U. S. 
balance of paymenti probem. and inter- 
national liquidity. — "wo. Hp 

t * 





MACRO-ECONOMICS: The - 
Measurement, Analysis, and 
Control of Aggregate Economic 
Activity, Second Edition 

By THOMAS F. DERNBURG, Oberlin Col- 
lege, and DUNCAN M. McDOUGALL, 


. Royal. Commission on Taxation, Ottawa, 
Canada. 310 pages, $7.50. 


This revised and enlarged edition retains 
the'same basic purpose of its predecessor: 
to: incorporate the major areas of mod- 
' ern aggregate economic analysis. Income 


' medsurement and the determination of 


the level of Income are combined with the 
problems -of growth and fluctuations 
UR a unified ail of sei aa 


OPERATIONS RESEARCH, "AND 
' QUANTITATIVE ECONOMICS 
By HENRI THEIL, Econometric Institute, 
Rotterdam, JOHN C. G. BOOT, SUNY at 
Buffalo; and TEUN KLOEK, Econometric 
‘Institute, Rotterdam. 300 pages, $8.95. 


Written primarily for the nonspecialist 
with only a high school. , background of 
algebra, this book discusses the questions 
with which quantitative economics and 
: operations research are concerned, It in- 
. fegrates econometrics and operations re- 
- search, thus forming a new combination. 
, Basic ideas and results, rather than mathe- 


matical’ techniques, are aca 


INCOME AND WELFARE IN 
THE UNITED STATES 

By JAMES N. MORGAN, HARVEY E. 
, BRAZER, WILBUR J. COHEN, all of the 
' University. of Michigan, ond MARTIN H. 
DAVID, The University of Wisconsin. 544 
Pages, $8.50. 


"X national personal-interview survey Is 
“employed to study the distribution and 
redistribution of income, what determines 
‘ peoples’ Incomes,. and the Intergenera- 
‘tonal: transmission pattern. The analysis 
of this survey combines demographic, 
| economic, and. socia!l-psychological mea- 
“surements on each family studied to give 
a. ‘datailed explanation of what deter- 
“mines the economic position of that fam- 
Me l 


Send for your examination copies P does 
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ESSAYS IN NORMATIVE. ECONOMICS 


By ABRAM BERGSON 


These ten authoritative essays on. welfare doo 
including four Abad eger ha unpublished pieces as well. 
as a number alrea cited, deal with the con- 

. cept of social kr wd conditions f for an economic 
optimum, problems of measuring utility and MEM 
and the application of welfare economics to Boclalis 
resource ocation. Belknap EI 25. 2 


GROWTH AND STRUCTURE IN THE 
ECONOMY OF MODERN ITALY > - 
By GEORGE H. -HILDEBRAND - 


This examination of Italy’s remarkable atomik r- ^ 


` vival after World War II analyzes the circumstances, 
policies, and leaders contributing to the recovery. The 
author discusses the nation’s rapid industrial growth, 
its acute problems of massive unemployment and eco- 

~ nomic division between North ‘and South, and the 
efforts made to resolve’ those problema.. $11. 95 . 


THE GENESIS OF MODERN MANAGEMENT 
ve os pie rear pc CR a C i 
By SIDNEY POLLARD l | 


m a rds study of the evolution an ractces 2: 
ent during the nan 
tion in G in Great ritain up to` Oe when He i vital 
. pause d been completed, M ollard focuses on 
he lon Lea pire aspect of the problem of the first -. 
Eo e on net go anager: -and how sd set abput Bolv- E 


AMERICAN RAILROADS AND THE 
TRANSFORMATION-OF:THE — © 
ANTE-BELLUM ECONOMY 

By ALBERT FISHLOW 


In this study of the role played by railroads in initiat- | 

ing an and modern economic growth in the ` 
U.S. before the Civil War, the author in tes the 
direct benefits of lower cost rtation, the char- 
acter of the demands created by the railways, and the 
developmental sequences xd set in motion. Harvard 
Economic pue 187. $10.0 


zt 
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PROGRAM BUDGETING 





Program Analysis and the Federal Budget 


^ Edited by DAVID NOVICK 


This book is designed to help improve understanding 
of the principles of program budgeting in relation is 
the federal decisionmaking process; to stimulate 
others to develop these ideas further; and to accelerate 
pe application of program budgeting in governmental 

M S In RAND Corporation-Sponsored Research 
- y. $ 


ANALYTICAL ECONOMICS 


Issues and Problems 
By NICHOLAS . GEORGESCU-ROEGEN 


Nicholas Georgescu-Roegen, an internationally re- 

nowned economist, undertakes to answer the ques- 

tion: “What kind of science is economics?” In addi- 

n to twelve of his most influential essays, this vol- 

contains a new, major introductory essay en- 

titled "ome Orientation Issues in Economics” that is 
a book in itself. $12.95 


MONEY IN THE INTERNATIONAL ECONOMY 


A Study in Balance-of-Payments Adjustment, 
International Liquidity, and Exchange Rates 
By GOTTFRIED HABERLER 


An analysis of the instability of the international. 
money mechanism in facilitating and we romoting the 
international exchange of gonna i and the division of 
labor. x Haberler also discusses balance-of-pay- 
ments pi cy causes of disequilibrium, and interna- 
tional 1 , and offers new proposals that would 

$1 


greatly EOM America’s monetary policy. Paper- 


MARKET CONTROL AND PLANNING 
IN COMMUNIST CHINA 


By DWIGHT H. PERKINS 


Focusing on a major problem that has confronted the 
Chinese Communists—whether to centralize all con- 
trols in the hands of the planners, or to allow facto tory 
and farm mana some bs des of autonomy—t 

study throws light on the SEE] nature and sig- 
nificance of the broad trends in China's economy and 


UY since 1949. Harvard Economic Studies, 128. 





Ef UNIVERSITY PRESS 
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STUDIES IN MATHEMATICAL AND 
MANAGERIAL ECONOMICS 
Series Edited by HENRI THEIL «e University of Chicago 


STATISTICAL METHODS 
IN ECONOMETRICS 


E. MALINVAUD 


* ,. a careful, critical survey of the field with many original con- 
tributions . . . all illuminating. Malinvaud's book is at once more 
advanced and of broader coverage than most existing books in the 
field. American Economic Review. Part I: a general introduction to 
‘econometric models and methods.:Part II: general theory of linear 
inultiple regression. Part III: problems of non-linearity and with 
errors-in-variables models. Part IV: time-series analysis and associated 
problems. Part V: simultaneous equations models and methods. 


1966 


APPLIED ECONOMIC FORECASTING 
HENRI THIEL « University of Chicago . 


The ality of economic. theories as related to satisfactory forecasts 
- js considered from both a methodological and an empirical viewpoint. 
Areas covered include econometrics, macro-models, preliminary 
estimates of recent changes, and various. survey techniques dealing 
with micro-economic variables: 


br T 1966 


THE THEORY OF -. t 
QUANTITATIVE ECONOMIC POLICY 


KARL FOX, JATI KUMAR SENGUPTA, ERIK THORBECKE 
| lowa State University. 


Comprehensive covers quantitative economic policy. from the 
formulation and specification stages to the estimation and. empirical 
applications. Part One presents and synthesizes the major theoretical, 
methodological, and technical contributions made.in the area of 
quantitative economic policy. Part Two applies the theoretical and 
methodological framework to concrete and oer policy settings 
and problems. 5 
a . a 1966 
_ Available outside the U.S: and Canada through | | 
NORTH-HOLLAND PUBLISHING COMPANY » Amsterdam, Holland 


RAND M¢NALLY & COMPANY 


| The College Department + Box7600 + Chicago, lilinois 60680 
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MONEY, BANKING AND. 
PUBLIC POLICY 


HAROLD BARGER « Columbia University 


In addition to providing a-compact, up-to-date account of monetary 
and fiscal theory, this basic text includes a discussion of the monetary 
aspects of the business cycle. Bank and nonbank financial institutions 
are described and their regulation discussed; banking in other countries 
is examined. Monetary and fiscal policy are evaluated in relation to 
growth, unemployment, inflation, and the gold problem. Because the 
organization of the text is based on classroom experience, it offers a 
balanced, integrated treatment of theory and description. 


1962 e 714 pages « $8.50 


STATISTICS: An Introduction to 
Quantitative Economic Research 


DANIEL B. SUITS » University of Michigan 


This brief introductory statistics text focuses on economic research 
and is directed toward understanding the basic logic of the research 
method used and interpretation of the results obtained. It includes 
specific, realistic examples of the application of each technique to be 
learned. Worksheets showing systematic and efficient data layout and 
computing procedures facilitate effective and accurate applications. 
Numerous short-cut calculating systems are presented throughout; 
requires a minimum of formal mathematics. 


1963 » 260 pages œ $6.50 


PUBLIC ECONOMICS 


LIEF JOHANSEN * University of Oslo, Norway 


Modern economic theory is applied to the problems of fiscal policy 
and general public economy. The general theory of relationships 
between targets and instruments of economic policy is examined. 
Because the text assumes a.prior knowledge of basic economic theory 
and mathematics, it can approach special problems of public economy 
in a more direct and precise way. All important forms of taxes and 
their specific effects are discussed. Special chapters are devoted to a 
welfare-theoretical treatment of taxation forms and to methods of 
measuring effects of tax systems on income distribution. 


Available outside the U.S. and Canada from 
North-Holland Publishing Co. 


1966 » 380 pages e $9.50 


RAND M€NALLY & COMPANY 


The College Department « Box7600 + Chicago, Illinois 60680 
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ECONOMICS 


by 
LIPSEY AND STEINER 








is a new introductory book that E 


is the first £o reflect the profound change in method and point 
of view. that economics has undergone during the past 15 years 


has been planned and tested for reaching e economics as it ts prac- 
ticed—as a genuine social science se 2 
continually recognizes the interdependence of economic the- 
ory and empirical observation | à 


emphasizes quantitative investigation and the need 


for precise measurements when dealing with the predictions and consequences 


of theories 


objectively . examines the uses and limitations of economic cca 
in dealing with public policy 


The “Workbook by Judith C. Shapiro contains a study guide, a 


glossary, special exercises, and hundreds of multiple-choice, short-answer, and 
essay questions. Instructor's Key available. . 


The Grstructor : S Manual. by the authors; 


contains original essays on the presentation of each b. di of the text, answers 
all discussion questions in the text, and offers hundreds more examination ques- 
tions and answers. 
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widely —— PET Harper texts . 


William N. Loucks | Seventh Edition 
" Comparative Economic Systems 


Lester V. Chandler Ul Fourth Edition 
The Economics of Money and Banking 


. Kenneth E. Boulding Fourth Edition 


Economic Analysis 


Vol. 1: Microeconomics / Vol. Il: Macroeconomics 


Vernon A. Mund Fourth Edition 


Government and Business 


Leland B, Yeager 
International Monetary Relations 


. Taro Yamane 


Statistics, An Introductory Analysis 


Harper & Row, Publishers * 49 East 33 St., New York 10016 
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New 


Democracy and Economic Change in India 


By GEORGE ROSEN, Essentially an analysis of the Indian experience since Independence, 
this book throws its net in a far wider arc and should be of interest particularly to 
persons concerned with American policy toward “underdeveloped” countries in 
general. It deals with the impact of economic change on.India as a whole and on 
the economic, social and political positions of specific groups such as the rural castes 
and the urban classes. It also examines the other side of the coin—the impact of 
social change upon specific economic policies as these affect the character and pros- 
pects of Indian development. | $6.75 


Ideology and Organization in Communist China 


By H. F. SCHURMANN. After discussing the ideology of the Chinese Communist Party 
in the first part of his new book, Schurmann attempts to answer the question of how 
the C.C.P. organization functions and why it is so successful. In following chapters 
he analyzes the organization of the Party and government; industrial organization 
(especially the struggle between the professionals and politicians); and the history 
of village organization from traditional times to communization in 1958. A publica- 
tion of tbe Center for Chinese Studies. $12.50 


Economic Development and Export Growth 


A Study of Northern Rhodesia, 1920-1960. By ROBERT E. BALDWIN. An analysis of 
the effect of European financed and directed economic enterprise on a native sub- 
sistence economy—how Northern Rhodesia developed, in just two decades, one of 
the world's most rapidly growing economies. There are detailed studies of the copper 
industry, the labor market, agriculture, the transportation system, and the economic 
activities of the government. $6.00 


African Law 


Its Adaptation and Development. Edited by LEO KUPER and HILDA KUPER. 'Án anal- 
ysis of the legal systems of African societies in terms of the societies’ function, struc- 
ture, and ideation. In addition to the editors, the contributors include Anthony N. 
Allott, James N. D. Anderson, Gabriel D'Arboussier, Taslim Olawale Elias, Daryll 
Forde, Max Gluckman, Phillip and Iona Mayer, M. G. Smith, and Jan Vansina. 
Published under the auspices of the African Studies Center, UCLA. $7.50 


„ from California 


NN UNIVERSITY OF CALIFORNIA PRESS 
- Berkeley 94720 
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1966 Economies Texts rrom lawn 


INTERMEDIATE ECONOMIC ANALYSIS; Fifth Ediflon 
- By JOHN F. DUE, University of Illinois, and 
ROBERT W. CLOWER, Northwestern University 


The new Fifth Edition has been substantially rewritten to raise the level of the analy- 
sis, to eliminate material now covered more adequately In principles courses than In 
the past, and to improve exposition. The introductory and price theory chapters have 


been heavily rewritten, as have the =a on Investment and on interest: About 550 
Pages :. & aid - ; 


MICROECONOMIC MEOR 
By C. E. FERGUSON, Duke University 


Generally, this new text is more thorough thon any now on the market.This 1s espe- 
clally true for the theory of production with more than one varlable input, the theory . 
of general economlc equilibrium, and the theory of welfare economics. The text relies 
almost exclusively upon graphical analysIs, but there Is a falrly complete mathematical 
toyerage n footnotes, Asan 400 T 


PUBLIC POLICIES TOWARD BUSINESS, Third Edition 
By CLAIR WILCOX, Swarthmore College . 


In this new edition, many chapters have been rewrltten and reorganized. All the factual . 
material has been updated through 1965. (In the flelds of mergers, gas regulation, 
broadcasting, and atomic energy the: updating Includes ‘much new material.) A new 
final pan to the book has been added, ennued "Which Controls?" About 900 Pages 


4 


THE SOVIET ECONOMY: A Book of Readings, Revised Edition 


Edited by MORRIS BORNSTEIN and DANIEL R. FUSFELD, 
both of the University of Michigan 


Of the 23 articles in the Revised Edition, 16 are new. More up-to-date and more read- 
able material has. been. substituted on. many toples, and subjects such as banking, 
Marxist Ideology, and planning controversies are covered for the first time. Wherever 
possible, full articles have been Included. Tapemonne) 339 Pages 


ECONOMICS OF TRANSPORTATION, Sixth Edition 
By D. PHILIP LOCKLIN, Professor Emeritus, University of lilinois 


In this new revision, the author has brought all factual materlal up to date, notes 
significant developments in. the Industry, and: shows changes In public policy as they 
are reflected In new legislation, in decisions of the regulatory bodles, and In deci- 
sions of the courts. More emphasis has been given to recent changes In rate policy. 
894 Pages 


WRITE TODAY FOR EXAMINATION COPIES 


FR nou D. IRWIN, INC. E 
DEE = HOMEWOOD o ILLINOIS 
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In preparation... 


ECONOMICS IN BRIEF 
by CARL G. UHR, University of California, Riverside 


An introductory economics handbook which oe on the forces deter- 
mining the levels of national income and employment, and the challeng- 
ing problems of economic growth and development. 


Spring 1966; about 150 pages; about $1.95 paperbound 


Recently published .. 
LABOR Readings on Major Issues 


_ Edited by RICHARD A. LESTER, Princeton University 


A stimulating collection of articles and cases including historical, institu- 
tional, and political analysis as well as various aspects of economic theory. 


1965; 640 pages; $4.95 paperbound | 


INTRODUCTION TO THE USE OF 


ECONOMIC INDICATORS 


by FRANCIS S. DOODY, Boston University _ 
A basic introduction to economic measurement and business forecasting, 


this text tells the be ES where to find and how to use the 


sources of economie e book features tables and figures as well as 
several of tear-out worksheets Mes practical exercises in the use of 
major indicators. 


1965; 182 pages; $2.95 paperbound 


LAW AND ECON OMIC POLICY 
IN AMERICA 

The Evolution of the Sherman Anti-Trust Act 

by WILLIAM LETWIN, Massachusetts Institute of Technology 
Professor Letwin traces the evolution of the anti-trust law from its origins 


in English common law on monopolies at the time of John of Gaunt 
through the Clayton Anti-Trust Act. dais er the Sherman Act as an 


example of Hcg dela forth in restraint of trade, he pre a Recerca 
ana Hle of erent difficulties of attempting to legislate economi 
policy. 


1965; 320 pages; $5.95 
For further information, write to 
RANDOM HOUSE, Inc. 
The College Department 501 Madison Avenue New York 10022 
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| Notable PHOENIX PAPERBACKS 
/ in Economics... 


ESSAYS IN THE HISTORY OF ECONOMICS 
By Grores J. STIGLER 


“... these have become such well-known landmarks 
that no scholar in this fleld should be unfamiliar with them. 
From a teaching ou of view... their collection in book 
form presents a welcome oppor unity to introduce students to 
an analytical (though ely non-mathematical) approach to 
the history of economic thought.”-—-THOMAS SOWELL, Amert- 


can Economic Review. 891 pages, $2.95 
THE NATION'S ECONOMIC OBJECTIVES | 
Edited by EDGAR O. EDWARDS 


Contributors: KENNETH E. BOULDING, ARTHUR F. BURNS, LESTER 
V. CHANDLER, BEYMOUR E. HARRIS, SIMON KUZNETS, FRITZ: 
MACHLUP, EDWARD 8. MASON, and JACOB VINER. 

“This book will be a source of pride and pleasure to econo- 
mists. We can be proud... that some economists have some- 
thing important to say to the public and can say it in an 
understandable way.”—HERBERT STBIN, American Economic 
Review. 167 pages, $1.75 


THE ECONOMICS OF TRADE UNIONS 
By ALBERT REES 


A volume in the Cambridge Economie Handbooks series 


Mr. Rees’ book is one of the few that looks at trade unions 
from the economist’s standpoint. '...8 small gem...a 
lucid and economical treatment of a large and complex sub- 
ject."—ALLEN M, CARTTER, American Economic Review. 

£08 pages, $1.85 


CAPITALISM AND FREEDOM 

By MILTON FRIEDMAN 
“.. brilliantly restates the central assumptions of his 
school... applies them to a wide variety of economic situa- 
tions ... Friedman’s logic is keen. His prose is lucid. His tone 
is civilized . . . "—T'he New Leader, '* .. . the most brilliant 
conservative economist in the United States."—T'ime. 

202 pages, $1.50 


UNIVERSITY OF CHICAGO PRESS 
Chicago, Illinois 


For examination copies write to: 


University of Chicago Press, College Department 
5750 Els Avenue, Chicago, Illinois 60687 
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New Books in Economics — 
Irom The Johns Hopkins Press 


Forestry in Communist China 
by S. D. Richardson / $6.95 


In 1963, S. D. Richardson, director of research for the New Zealand 
Forest Service, toured Communist China—one of the first foresters 
to visit there in recent times. American Forests has cited him for 
his outstanding work-there as an observer and reporter. This de- 
tailed account with illustrations considers the current state of for- 
estry in mainland China including vegetation, soil types, land-use, 
production and consumption of forest products, estimates of tree 
cover, and stocking, forest nursery practice, and forest industries. 


Gov Soil Conservation 
Thirty Years ot the New Decentralization 
by Robert J. Morgan / $8.50 


This book examines the administrative and political processes used 
in the soil conservation effort, particularly the soil conservation 
districts established by legislative action of the states. Here is a 
comprehensive examination of the governance of soil conservation 
that also reveals many s the broader problems of en in the 
United States. 


The ee of Vocational Rehabilitation 
by Ronald W. Conley / $6.00. 


A vital study of the economic problems caused by physical gidi men- 
tal disability and the economic feasibility of rehabilitating men- 
tally and physically handicapped persons. These. are areas into 
which few professional economists have 8o far ventured. The leg- 
islative origins of the United States’ rehabilitation program are 
discussed and its effectiveness in reducing the problem caused by 
disability are analyzed. 


The Common Wealth in Ocean Fisheries . 
Some Problems of Growth and Economic Allocation ` 


by Francis T. Christy, Jr, and Anthony Scott / $6.50 

With growing problema of. protein malnutrition in many countries 
and the prospect of large. increases in world population, it is not 
. surprising that many. people look to the ocean as a major source of 
tomorrow’s food. Can ocean fisheries meet the growing need? The 
authors examine this question, with special emphasis on the eco- 
nomic and legal problems. The role of international law and of 
bilateral international setroments is aleo discussed. 


The Johns. Hopkins Press 
'" Baltimore 
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THE AGE OF THE ECONOMIST 


DANIEL R. FUSFELD, University of Michigan 


A useful and interesting supplement to the standard economics texts, this book 
presents a historical discourse on the relation between the ideas of great econ- 
omists, on the one hand, and, on the other, the political and philosophical ideas 
and economic circumstances of their times. Four leading themes are featured: 
the conflict between ideology and science, the relation of economics to the 
climate of opinion, its relation to the problems of government policy, and its 
growth as science. Professor Fusfeld’s application of the “sociology of knowl- 
edge” approach emphasizes the significance of economics for public policy, 
ideological disputes, and social philosophies. The Age of the Economist is 
designed for courses in which the instructor wants his students to know some- 
thing about the development of economics in its intellectual and historical set- 
ting, including principles of economics, economic policy, and social science 
survey courses. Scott, Foresman Paperbacks in Economics. Ready late Spring, 
192 pages, $2.25, hardbound, $3.50 


PROBLEMS IN NATIONAL INCOME 
ANALYSIS AND FORECASTING 


ROBERT HANEY SCOTT, University of Washington 


This workbook consists of 23 problems in national income analysis designed 
to expose the student to the analytical techniques of modern macroeconomics. 
It also contains five lessons on forecasting of economic conditions, based on 
the approach of the National Bureau of Economic Research. The book builds 
on a single set of numbers, enabling the student to work with the same model: 
from simple through more complex problems. The student learns to appre- 
ciate how analytical models can help us to understand how national income is 
determined, and how various national policies can affect national income. The 
book can supplement a text for principles of economics courses or for inter- 
mediate courses in macroeconomic theory; money and banking, or business 
cycles. An instructor’s manual and answer key will be available. Ready in 
April, 96 pages, 815 x 11, punched and perforated, softbound, prob. $1.75 


College Division 
SCOTT, FORESMAN AND COMPANY 
Glenview, Illinois 
Atlanta Dallas Palo Alto Fair Lawn, N.J. 
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THE ELEMENTS OF 
INPUT-OUTPUT AN ALYSIS 
by WILLIAM H. MIERNYK, Director of the Regional 
Research Institute, V est Virginia University | l 
À complete yet non-technical introduction to one of the major “tools of 
Seg tag Air economica. The author illustrates the application of this tech- 
E nique in projections and impact studies, and discusses regional 
5 and eE on input-output analysis, international developments in the 
5 field, and recent research on ELE economics. 
1965; 160 pages; $2.95 paperbound. i D GE, 
| PUBLIC FINANCE =» 
E ^— Selected Readings i 
: by HELEN À. CAMERON, The Ohio State University and 
WILLIAM HENDERSON, Denison University 
This collection of leading contemporary articles covers the main ideas 
of outstanding fiscal theorists on budgeting, government spending, taxa- 


tion, the role of government activity in e economy, and local govern- 
ment’s finance, 


1965; 320 pages; $3.50 paperbound 


$ COMPARATIVE ECON omic. 
I. SYSTEMS | 

A Header. 

Edited by MARSHALL GOLDMAN, Wellesley Collega 


“The breadth and depth of the treatment of comiparative syst by Pro- E 
fessor Goldman places this book aE Ike top er acy lit fuc clase eae. . 

Professor Edward P. o: rid oj Maine 
1964; 512 pages; $4.50 paperbound 


ECONOMIC THOUGHT. 


A Historical Anthology 
Edited by JAMES A. GHERITY, Northern Illinois University 


A new book of readings stressing the use of original articles by the-im- 
portant figures in the development of economic hongi, which also in- 
cludes selections ‘from more recent scholars; 


1965; 576 pages; $4.50 paperbound 

For further information, write to "i 

A RANDOM HOUSE, Ine. 

The College Department 501 Madison Avenue’ New York 10022 
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NEW FROM CAMBRIDGE 


The British Economy in 1975 
WILFRED BECKERMAN and Associates 
A comprehensive statistical projection in terms of output, employ- 
ment and investment, and the patterns of foreign trade and private 
consumption. Special chapters on health, housing, education, energy 
and transport. $15.50 


British Economic History, 1870-1914 

Edited by W. H. B. COURT 

Nine essays pinpoint the leading characteristics of the era. The con- 

temporary climate of opinion is represented by the accompanying 

documents which are drawn from many sources. 

Cloth $12.00 Paper $4.95 
A Scheme of Economic Theory 
. G.L. S. SHACKLE 
Professor Shackle examines five approaches to economic analysis and 


seeks a single, unified and coherent basis that would serve for all 
economic theories. $7.50 


The Nature of. Economic Thought: 


Selected Papers, 1955-64 
G. L. S. SHACKLE 


A collection of the author's articles on various aspects of economic 
thought, including a survey of the role of interest in the economy. 
All of them reflect his view that history and philosophy, political 
theory, psychology and economics form a single theme in the study 
of man. $12.50 


Historical Statistics of Canada 
M. C. URQUHART, Editor; K. A. H. BUCKLEY, 
Assistant Editor 
Presents a wide range of statistical time series, with material describ- 
ing the series, covering where possible 1867 to 1950. Useful to anyone 
doing analytical work in the social sciences and to all interested in 


the quantitative aspects of the economic, social and political history 
of Canada. $15.00 


The British Building Industry 

MARIAN BOWLEY 

A study of the industry in relation to efficiency and developing tech- 
niques, from the Crystal Palace to the Roehampton tower-blocks. 
Discusses separation of function between designers and construction 
people, non-traditional building, the nature of economic rationality 
in design, and problems of the adaptation of the industry and related 
professions to economic, social and technological change. 


CAMBRIDGE UNIVERSITY PRESS 
32 East 57th Street, New York, N.Y. 10022 
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ELEMENTARY STATISTICS 
FOR ECONOMICS AND BUSINESS 


LAWRENCE J. KAPLAN, The City University of New York—A nontech- 
nical introduction to statistics, this book presents the basic principles 
simply and concisely. It illustrates theory and concepts with practical 
problems and worked-out solutions. Each statistical measure initiates 
with the concept, follows with a definition and a formula, and then 
provides a problem and solution. For many measures, the character- 
istics, advantages, disadvantages, and applications are given. 

April 1966 


ECONOMIC ANALYSIS OF THE FIRM: 
Theory and Practice 


Ivory L. Lyons and MANUEL ZYMELMAN, both T N prienter Uni- 
versity—To provide insight into the correlation between the “theory” 

of the firm and its “practice,” this new text integrates economic prin- 
ciples with actual business behavior. It emphasizes analysis, but pro- 
vides rigorous and precise theory. Concerned primarily with micro- 
economics, the book analyzes the individual business firm and the 
different types of markets in which it operates. A major feature dis- 
tinguishing this text is the interweaving of twenty-five cases in the 
. immediate context of the principles they illustrate. April 1966 


MONETARY AND BANKING THEORY 


Epwarp Marcos, Brooklyn College, and Murro Renpi Mancus, 
Pace College—“A fine new money and banking textbook . ... [that] 
.. fs problems-oriented and treats these problems in a lucid, modern, 
theoretical manner."—Marvin M. Kristein, State University of New 
. York at Stony Brook. Here is an analysis, at the introductory level, of 
monetary influences in banking and the — behind them. 

1965 / $7.50 


INTERNATIONAL TRADE AND FINANCE 


Epwarp Marcus and Miprep Reno Mancos—" Focuses significant- 
_ ly on the problems of developing countries . . . simply and effectively 
written."—International Development Review. “As an elementary 
| text it is one of the best I have read." —Holger L. Engberg, New York 
University. 'This text balances theory and policy and their applica- 
tions to contemporary problems. 1965 / $8.75 


Pitman Publishing Corporation 
20 East 46 Street, New York, New York 10017 
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MAIZE IN TROPICAL AFRICA 
by Marvin P. Miracle 


An analytical study of the growth and distribution of maize, 
revealing’ its current and historical importance as a foodstuff 
and export in the economies of tropical African communities, 
with suggestions for future development. 

304 pages, maps and charts. $7.50 


THE FORMATIVE YEARS OF SOCIAL SECURITY 
| by Arthur J, Altmeyer 


A chronicle of the administration of social security during the 
years 1935-1953, by a man whose involvement and knowledge 
of the people and organizations concerned enabled him to ex- 
plain the struggles of the federal and staté authorities in the 
development of this social welfare program. | 

$20 pages. $6.50 


THE SEIGNEURIAL SYSTEM IN EARLY 
CANADA: A Geographical Study 
by Richard C. Harris 
A geographical analysis of a feudal system that existed during 
the French regime in Canada, and, as the author contends, had 
little social or economic impact upon the land and was largely 


irrelevant to the development of Canada. . 
240 pages, 30 illus. i _ 3 $10.00 


FINANCIAL INSTITUTIONS AND INDUSTRIAL- 
IZATION IN THE RHINELAND, 1815-1870 
by Richard Tilly 
An historical exploration of the Rhineland’s financial and 
industrial development in its economic and political context 
during the period, 1815-1870, discussing the role of private 


banking institutions and influence of the Prussian state. 
1a% pages. : OTENE .  . $6.50 


THE UNIVERSITY OF WISCONSIN PRESS 
P.O. Box 1379 + Madison, Wisconsin 53701 
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THE NEW DEAL AND THE PROBLEM 
OF MONOPOLY 


By ELLIS W. HAWLEY. Professor Hawley analyzes the National Recovery Ad- 
ministration, the sources and nature of the antitrust ideology, the rise of Keynesian- 
ism, the confusion within the Roosevelt Administration during the recession of 
1937-38, and the government career of Thurman Arnold. Attention is given to the 
administrators of the New Deal and to the beliefs, pressures, and symbols that 
affected their policy decisions. How and why these ideas and pressures produced 
policies that were economically inconsistent yet politically workable is aso explained. 


480 pages, $10.00 T 


MANPOWER PLANNING IN A FREE SOCIETY 


By RICHARD A. LESTER. Professor Lester pro a pro to im the 
utilization of manpower in the United States, without assuming any c change 
in the nation’s economy or structure of government. "He analyzes the need for man- 
power planning and the nature of such planning in a free society. 


232 pages, $5.00 


Princeton University Press 


A Milestone in urban land economies ... 


ESSAYS IN URBAN LAND ECONOMICS 


These 16 distinguished festscriffen written In honor of Leo Grebler describe and analyze 
the present status of urban land economics and comment on Its future. The essays deal 
Intensively with housing economics, policy, and finance, as well as urban problems and 
the distribution of economic activity. 


CONTENTS 

Place Prosperity v. pons Prosperity: Welfare Considerations in the Geographic Redistribution 

of Economie Activity 2... .ccccccerecenres "-— —— eee POS MORE redes awe louis Winnick 
Land Development and Local Public Finance ........ CE 
land Values and tha Dynamics of Residential Location 
Some Theoretical Considerations for the Structure of the Housing Market EE es N 
Residential Rehabilitation ..sesssrsssasssooo E E E ME RE T M. Carter McFarland 
Twenty Years of Rent Control In New York “City Moe Ad Pad d Va ,. Ernest M. Fisher 
Factors SRM eng Chee mens neve Purchases, and Ownership Rates . 


""^"»"t9t'£:-95»2"294 


The Income Level of New Housing ‘Demand VENAE CR A KORR WERE SANA: Wallacs Smith 
Future Factors In Housing Demand: Some Comments ........ ss. . Arthur M. Weimer 
Housing as Social Overhead Capital 2.2... ccccccaccssesecserncsseccesecrescss Leland S. Burns 
FHA-FNMA Policy and Mortgage Interest Rates ...sspasessanseseasooee 

‘Some Economic Aspects of Income-Producing Real Estate .......... sees Gases Robe M, Fisher 


Some Preliminary Observations on the Publicly Held Company and Mencgemso! in the Light Con- 
struction Industry Jam 


The Enduring City * Er 9? 99 9* 9 €* ee * 9 9 € 8 * 9 9 » & 8 9^ $ 9 8 » t et L SE SE JE DE JE SE E 2*5355989** *9*$* 
Entrepreneurial Influences In Shaping the hastan Cities . Frank G. Mittelbach 
Price Discrimination Against Negroes In the Rental Housing Market ....... osse es Gheaster Rapkin 


Spring 1966; 360 pages $6.50 


Order from: HOUSING AND URBAN LAND STUDIES, Graduate School of Business Admn., University 
of California, Los Angeles, Callfamia 90024 
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Just published in a paperbound edition . . . 

THE EXPERIENCE OF ECONOMIC GROWTH 

Case Studies in Economic Histo 

Edited by BARRY E. SUPPLE, University of Sussex 

Covering a broad time epan, this impressive collection of essays introduces 
the student to the economic growth of. industrial countries by presenting 
detailed studies of economic development in six key nations as well as a 
generous m essay which examines economie history. and its 
relationship to theory. 

March 1966; 458 pages; $3.75 paperbound ` 

RANDOM HOUSE STUDIES IN ECONOMICS AND LABOR 
A series of distinguished works in ae CELER ecidons.: 


Just published .. 
PUBLIC INTERNATIONAL LENDING FOR DEVELOPMENT 
by RAYMOND F. MIKESELL, U y of Oregon 
1966; SEll; $2.45 paperbound; $495 hu hardcover l 
New Directions in Theory and Poli | 
ew ons in. Theory and Po 
HEPHERD and THO MAS G. GIES, 


by WILLIAM G. 8 
both of The University of Micigen 1966; SH12; Ho. 


Recently published .. 
INTERNATIONAL TRADE THEORY 
Hume to Ohlin 

dived by WILL WILLIAM R. ALLEN, University of California, Los Angeles 


ENOLOTMENT. UNEMPLOYMENT, AND PUBLIC POLICY . 

by SEYMOUR L. WOLFBEIN, Special Assistarit to the Secretary for Eco- 
nomic Affairs, U.S. Department of Labor : 

1965; SLEI; $2.25 

RANDOM HOUSE PRIMER SERIES IN ECONOMICS 
eel di arie pmo d PL PETER DRE SEEN Ene: New 
School for Social Research and PEREON AT Inc... 

Just published... m 

A PRIMER ON EMPLOYMENT AND WAGES 

by WALTER GALENSON, University of California, Berkeley 

A straightforward and realistic introduction to labor market economics. 
The au or examines the structure of the labor force and the wage system, 
the role of trade unions in wage-price determination; and the problems of 
unemployment and poverty. in ue FAT ee fcn vss $1.95 


Recently published , ... 
A PRIMER ON MONEY. BANKING, AND GOLD | 
by PETER L. BERNSTEIN V524 $1.95 


A PRIMER ON iius in MEN 
by ROBERT L. HEILBRONER and PETER L. BERNSTEIN V233 He 


For further information, write to -`` 
The = Department 501 Madison Avenue | New York 10022 
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4 Noteworthy Titles 


ECONOMICS 

An Analysis of Principles and Policies 

Sth Edition—By Hailstones and Dodd 

Three: new chapters are Included in this revislon and all material 


: -İş updated. Balance in the development of subject matter is 
: . maintained through the use of a.microeconomic approach. in 


some areas and by a macroeconomic approach in others. Eco- 
nomic problems and policies are related ‘to current problems 
and events In the economy to acquaint the SRM with the 


. practical aspects of economic analysis; 


PREFACE TO ECONOMETRICS 
2nd Edition—By Brennan. | 
This new edition provides an introduction to guants. meth- 


` ods In economics that can be understood by the undergraduate. 


It Is also an Ideal book for graduate students who lack a back- 
ground In econometrics. It presents methods of handling data, 
quantitative empirica! estimates, and tests of economlc theory 
In forms that are used In actual research by economists. ; 


BASIC ECONOMICS - 
2nd Edition—By Hailstones - 


Here Is an Intensive, scholarly presenteon of mia TOEO 
that can be covered in one semester. It treats the fundamental 
economlc principles..needed for a basic understanding of the 
operation of our American economic system. In addition to . 
treating the private sectors, it presents the role of government - 
in the economy and offers a practical gulde to me use of gov — 
ernment action. . l 


READINGS N ECONOMICS 


By Hailstones ` E 


The sixty- four selected readings In this book focus on anes and : | 
problems of a mixed economy. This rich selection of readin 
will broaden the scope of any economics course and will a 


.new meaning to textbook principles and problems as they relate - 


to the everyday operation of our economic system. 


i SOUTH WESTERN PUBLISHING CO.. 


(Specialists in Business and Economic Education) 
Cincinnati, Ohio 45227 Chicago, Ill. 60644 Dallas, Texas 75202 
_ New Rochelle, N.Y. 10802 . "e Burlingame, Calif. 94010 
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NEW-1966 — — 


AN INTRODUCTION TO ECONOMICS: 
THE CHALLENGE. TO THE AMERICAN ECONOMY 
SECOND EDITION > > > 


By Rendigs Fels, Vanderbilt University. Based on the many sug: 
stions received from the adopters and reviewers of the first edi- 
on, this text has been substantially rewritten and reconstructed. 
The book, however, will continue to utilize the pollcy-Issues approach 
for teaching economic principles. An Instructor’s Manual is avail- 
able upon adoption. March—tent. list price $8.50 (net $7.23) 


A STUDENT WORKBOOK has been prepared by Edward W. Erickson, 
North Carolina State University; and C. Efon Hinshaw, Vanderbilt Uni- 
versity. March. P 


ECONOMICS: RU M 
PRINCIPLES, PROBLEMS, AND PERSPECTIVES 
SECOND EDITION E 


By Howard S. Dye, John R.. Moore, and J. Fred Holly, all of the 
University of Tennessee. This highly successful text continues to 
center around economic growth, stabillty,, and income. Part of the 
contents has been reorganized and important new material has been 
added. Great emphasis Is placed upon recent developments in the 
Sy aan States’ economy. tent. April-——tent. list price $8.50 (net 


FUNDAMENTAL STATISTICS FOR - 
BUSINESS AND ECONOMICS 
THIRD EDITION l 


By John Neter, University of Minnesota; and William Wasserman, 
Syracuse University. Material on statistical decision-making has 
been expanded and.reorganized. The authors have added entirely 
new chapters covering.such concepts as Chi-square distribution, the 
analysis of variance and Bayeslan inference. Numerous revisions 
have also been made to improve the clarity of the presentation as 
well as to bring materials up-to-date. An lristructor's Manual accom- 
panles this text. late Spring—tent. list price $9.95 (net $8.46) 


DEPT. M—Allyn and Bacon, Inc., 150 Tremont St., 
= Boston, Mass. 02111 
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Next step 
in American 
economic 
evolution? 


THE GUARANTEED INCOME 
Edited by Robert Theobald 


With public attention increasingly focused on 
the “negative income tax,” or guaranteed in- 
come, as a possible solution to the rapid ad- 
vance of as baaien and mounting ti loss, 
. ten-experts—including economist C. E. Ayres, 
anthropologist Conrad Arensberg, philosopher 
Marshall McLuhan and psychologist. Erich 
Fromm-—consider the implications of such a 
proposal on the society, the economy, and the 
individual, discussing its probable cultural ef- 
fects and its impact on patterns of life. $4.95 


Two New Doubleday Anchor Books of — 
Special Interest... 


STRATEGY AND STRUCTURE 
by Alfred D. Chandler, Jr. 


This book shows how the seventy largest corpo- 
rations in America have dealt with a single, 
vital economic problem: the effective admin- 
istration of an ing business. Based on 
‘corporation records and interviews, the book 
focuses intensively on General Motora, DuPont, 
Standard Oil of New Jersey, and Sears, Roe- 
buck. $2.45 


INTERNATIONAL POLITICAL 
COMMUNITIES 


Regional organizations appear on all conti- 
nents, Under what conditions do they grow or 
falter? In this volume, political scientists, 
economists and sociologists analyze the older 
political communities in the West and the new 
unions evolving in Europe, Africa and Latin 
America, An Anchor Original. $1.95 


DOUBLEDAY & COMPANY, INC, 
Garden City, New York 


Our Laidlew division, River Forest, Illinois, serves the 
textbook needs of today's schools l 


el DOUBLEDAY 
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Economics of Research and Development 


Edited by Richard A. Tybout From viewpoints representing 
a remarkable variety of professional competence, and concern, 
the essays in this volume examine the economics of technol- 
ogical change in present-day national productivity, The authors 
are economists and authorities in a wide range of related fields, 
representing two Western nations with histories of high pro- 
ductivity, Germany and the United States. $7.50 


The Polaris Missile Strike T 


A GENERAL Economic Systems ANALYSIS 


By Robert E. Kuenne An important contribution to the design 
of large-scale interdependence models and the effort to increase 
their applicability to the analysis of real-world problems, this 
study of the Polaris deterrence system offers solutions to prob- 
lems with great economic content that are of considerable 
value methodologically, for a large-scale probabilistic: model 
is constrycted and an iterative algorithm for its solution is pre- 
sented that is susceptible of use by computer. $8.00 


The Practice of Local Union Leadership 


at 


By Robert W. Miller, Frederick A. Zeller, and Glenn W. Miller 
A systematic investigation of leadership as it is practiced in 
five local unions that attempts to reach an understanding of the 
problems and potentialities of the local-union organization. 
The authors — two labor economists and a practicing psychol- 
ogist — conclude that if unions are to become more meaning- 
ful and helpful to their members, a re-evaluation of their total 
structures and goals seems necessary in light of altered eco- 
nomic and social conditions and a rapidly changing s 

6.25 


The Uncommon Defense sil Congress, 
1945-1963 


By Edward A. Kolodziej A comprehensive description, anal- 
ysis, and evaluation of Congress’ use of its power of the purse 
to influence military force levels, weapons systems, and strategic 
policy, which argues that Congress can assume a more positive, 
active, and informed role in-the construction of effective 
strategic policies under the hazardous conditions of contempo- 
rary international tension. , $7.50 


The Western Alliance: Its Status and Prospects 


Edited by Edgar S. Furniss, Jr. Dirk Stikker, Cortlandt V. R. 
Schuyler, Richard Goold-Adams, Paul Stehlin, Horst Blomeyer, 
Jens M. Boyesen, Evelyn Shuckburgh, Frederick E. Nolting, 
and Edgar S. Furniss, in on the likelihood that the Western 
Alliance can answer the individual, complex needs of its mem- 
ber states, while providing impetus and direction to the state- 
craft of the Free World. E $4.75 





€, 


Ohio State University Press 


164 West NINETEENTH AVENUE CorvwBvus, Onto 43210 
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From ST. MARTIN'S. 
eos o f. Economic — 


American Economic Neeson Royal Economic Society 


Vol. I—Money, Interest and Welfare: Monetary Theory and Policy, - 
H. G. Johnson. Survey of Inflation Theory, M. Bronfenbrenner and F. D. 
Holzman. Recent Theories Concerning the Nature and Role of Interest, 
G, L. S. Shackle, A iiid a Welfare Economics, 1939-59, E. J. Mishan. 
; 240 pp. $4.25 


Vol. IL Growth and evalu: The Theory of Economic Growth, 
.. F. H. Hahn and R. C. O. Matthews. Comparative Advantage and Develop- 
' ment Policy, H. B. Chenery. The Pure Theory of International Trade, 
J. Bhagwati. Regional Economics, J. R. Mayer. .- _ 288 pp. $4.25 


Vol. III—Resource Allocation. -— . Tobe gabled: $4.25 


College DOTT 


ST. MARTIN'S PRESS 
175 Fifth Avenue, New York, N.Y. 10010 | 





THE ECONOMIC RECORD 
The Journal of the Economie Soci of: Australia and New Zealand 
Published Three 


Volume 41 


The New Zealand 
Australian Economic 


Articles 
p Price Scheme i Woo 1—A Def 


Australia "RL a 

ppa Pro an 

And Ceucraliv Planned | Je e a A csiralia' V Esieesos with T 
Deficiencies in the Australian Capital Market eaea II ww RB 


LE les to S te Foreign Iuvestment in India 
Pro BEN Md o Soviet Firm: A Note oa the 1964 Discussions 


axation e@eeeetPeeeeR naa àesst9t223s224492bT4*5296€2724& wrest A. H. Boxer 
38th A.N. AS: needs (Abatraci) : = 
News and N : 
eviews . : 
. Published four times a year 
Annua] Subscription ££ 2.10.0. . Single Copies 14s.. 


Pa 
LONDON AND NEW YORK e CAMBRIDGE 
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A Clearinghouse for Vital and 
Up-to-Date Research Material 
in Economics and Development 


Among New Titles: 


THE BOLIVIAN ECONOMY, 1952-65 
The Revolution and its Aftermath 


By CORNELIUS H. ZONDAG. ca. 250 pp. Map, 
tables, charts, $13.00 


COMMUNITY ECONOMIC 
DEVELOPMENT EFFORTS 
Five Case Studies 


Published for the Committes for Economic De- 
velopment, 349 pp. Maps, tables, charts. $7.5C 


FOUNDATIONS OF AN 

AFRICAN ECONOMY 

A Study of Investment and Growth 
in Nigeria 


By OJETUNJI ABOYADE. 377 pp. Tables, 
bibliog. $15.00 


THE ECONOMICS OF A 
SOCIALIST ENTERPRISE 
A Case Study of the Polish Firm 


By GEORGE R. FEIWEL 414 pp. Tables, charts, 
appendixes, bibliog. $17.50 


ECONOMIC INTEGRATION 
IN THE SOVIET BLOC 
With an East German Case Study 


By HEINZ KOHLER. 425 pp. Tables, appendixes, 
bibliog. : . $15.00 


FOREIGN INVESTMENT AND 
DEVELOPMENT IN LIBERIA 


By RUSSELL U. McLAUGHLIN, 232 pp. Tables, 
charts, appendixes, bibliog. $15.00 


DEVELOPMENT STRATEGY 
IN THAILAND 
A Study of Economic Growth 


By ROBERT J. MUSCAT. 325 pp. Map, tables, 
a cae dido $15.00 


ECONOMIC DEVELOPMENT 
IN LATIN AMERICA 
An Annotated Bibliography 


By JOHN R. WISH. 160 pp. Index. $8.00 


HOW LATIN AMERICA VIEWS 
THE U. S. INVESTOR 


Edited by RAYMOND VERNON. Published In 
cooperation with the Harvard University Grad- 
uate School of Business Administratlon. 130 
pp. Tables, $10.00 


A FINANCIAL ANALYSIS OF 
MIDDLE EASTERN OIL 
CONCESSIONS: 1901-65 


By ZUHAYR MIKDASHI ca. 300 pp. Map, ta- 
bles, ‘eppendixes, bibliag. $17.50 


CRUDE OIL PRICES IN THE 
MIDDLE EAST 

A Study. in Oligopolistic 
Price Behavior ! 


By HELMUT J, FRANK, 222 pp. Tables, charts, 
bibliog. $15.00 


THE. SOCIOLOGY OF 
DEVELOPMENT 
Iran as an Asian Case Study 


By NORMAN JACOBS. ca. 550 pp. Bibliog. 


$13.50 


FREDERICK A. Publishers 
/— 111 Fourth Avenue, New York, N.Y. 10003 
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“CHOOSING FALL TEXTS? 
ORDER YOUR COPY:FOR TEXT EXAMINATION 


PRICE THEORY: A Provisional Text | EX 
by Milton Friedman, University of Chicago 2 gy 


Currently used in nearly 100 colleges and universities, Price Theory 

5 provides a rigorous text in theory designed to foster the examination of 

27 concrete problems. This outstanding book presents systematic coverage oe 
ae of the subject and is one of the most thoroughly and patiently proven i 
a texts in modern economic:theory. “I believe that the state of economic oe 
- - thought would be advanced by a wide reading of these notes, both by por 
- graduate students and Er ee "—Roger Miller, American Eco- = 





= nomic Review. 256 pp., 125 charts, $6.00 : 
IT INFLATION. AND THE THEORY OF MONEY : BÍ 
2 by F. J. Ball, University of Manchester t 


rd Essentially non-mathematical in approach, this imaginative synthesis [ 
ao presents an accurate review of the literature and an original view of E 
ie . theory and public policy regarding inflation, “A thoughtful, scholarly = 
E and systematic treatise. . <. If this reviewer were asked to hang a course one 
E 


on inflation theory upon one single text, it would almost certainly be 
© cc this one. ”—Martin Bronfenbrenner, Journal of Finance. 
5 520 pp., clothbound, $7.50 — — 
` Paperbound edition in quantities of 5 or more, $2.95 zt 


SOCIAL ACCOUNTING SYSTEMS ; 
by M. Yanovsky, State Comptroller's Office, Israel ' | € 
ES Building logically, clearly, Social Accounting Systems provides a care- | e 
2s ful, detailed, comparison of the three major systems—national: accounts, . Am 
input-output and flow:ofrfunds—examining the systems as they are i ~. 
actually used. '“A vertitable: Baedeker for economists, . . . A highly | E 
valauble contribution to the highly specialized field of national accounts ma 
analysis." —Science and Society. 224 pp., clothbound, $6.00 - 
Paperbound edition in quantities of 5 or more, $295 T 


THE STATIONARY ECONOMY = — | 2 
by J. E. Meade, Cambridge University ` _ 


., First in a series of indepetident volumes in a projected Principles of | 
"' Political Economy, this book is a rigorous and elegant non-mathematical TE 
statement on the basic principles and problems’ of contemporary eco-  ##§= EXE 
nomic theory by one of ae world’s most distinguished sconomic |. E 
theorists. 232 Pp. clothbound, $6.00 ` i 


| Order directly froin Al Aldine; text examination copies on request | : 
ALDINE PUBLISHING COMPANY ` : 


320.West Adams Street * Chicago, lilinois 60606 
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A Mathatron digital computer. - zu 
for statistics costs $5,990 complete. ...- x 
except for one digit x 


| 

Your index finger. Some people use the. third finger. That's all 5 
right. Tap in the problem, digit by digit, symbol by.symbol, just as 
if you were writing it out. 

Of course, the Mathatron can’t do everything. But it solves | 
problems in moving averages, sample mean and variance, stand- | 
ard deviation, variance about an assumed mean, linear least" 
squares, linear correlation, multiple linear regressions, fitting '- 
polynomials by least squares, chi-square goodness Of fit; Chie 
square contingency tables, T-test of, sample means, analysis of 
variances and others... That's quite a bit for a machine twice the 
size of your typewriter. l 

-If you already have a big computer; sonsider this: so;do 80%. © 
of our existing Mathatron owners. But they can't stand the time | 
lag, or the hourly rate, or the gaff. If you're using a calculator; how" 
would you like to multiply your productive time by about ten? 

Find out how simple ang versatile a earte size digital 
computer can be. : | 

| 


HOO mo etate sees amm s E an nte aaa HAE m Sn calm SET TT AM vem PUn n rumano ee mentem. MY 


—— — -— 0 jm 
` 
ry 


: | MATHATRONICS, INC. 


257 Crescent Street, , Waltham, Massachusetts 02154 (617) 894- 0835 
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Van Nostrand 


Just Published... 


INTRODUCTION TO ANALYTICS AND INSTITUTIONS OF 
MONEY AMD BANKING > 


Wiliam J. Frazer, Jr., University of Florida and 
^ William P. Yobe, Duke University 


This text offers a systematic application of mathematics to a broad range of 
basic topics in money and banking. The student is introduced to the opera- 
tions of the banking system, the role and formation of economic policy, and 
the latter’s effect upon the various sectors of the economy. The authors em- 
ploy elementary mathematics, and the level of analysis falls within the 
background of most sophomore students. 1966, 704 pages, $10.75. 


THE MANAGEMENT OF BUSINESS FINANCE 

Paul R. Hastings, Sacramento State College 

This introductory text integrates nearly all phases of financial management 
into the flow of funds concept and expands the flow of funds to include 
long-term as well as short-term finance. It discusses the relationship of the 
finance function with related functions of management, and how sales policy, 
inventory policy, depreciation techniques, and policy decisions in other areas 
affect financial policy and vice versa. 1966, about 550 pages and $8.95. 


BUSINESS, GOVERNMENT, AND PUBLIC POLICY- 


Asher Isaacs (late) and Reuben E. Slessinger, 
both of the University of Pittsburgh 


Written for an undergraduate course in business, government, and public . 
policy, this text employs an integrated politico-economic-legal approach. 
Brief Contents: Theories and Realities; The Market Economy; Government 
and the Market Economy; Regulation of Business in General; Regulation of 
Specific Sectors of Business; State and Local Regulations; The International 
Dimension; Summary and General Considerations for Public Policy. 1964, 
. 461 pages, $8.75. 


Princeton, New Jersey 08540 
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MONEY, BANKING, AND ECONOMIC ACTIVITY D 
George G. Sause, Lafayette College 


Exceptionally well written, this new text presents a study of the money and 
banking system and its relation to economic activity. Intended primarily for 
the one semester college course, the text offers a rigorous treatment of monetary 
theory combined with and made understandable by a study of the historical de- 
velopment of money and financial institutions. Particular attention is devoted to 
the nature, effect and limitations of monetary policy, Included is a wealth of 
statistical information which is used to support Professor Sause’s argument and 
which gives precision to student's understanding of the subject matter. 


Clothbound 550 pages Just Published 


THE ECONOMICS OF LABOR AND 
COLLECTIVE BARGAINING 
William H. Miernyk, University of Colorado 


Including all the necessary materials for a full-year course in Jabor problems, 
this text presents a well-rounded, modern survey of the problems of labor, with 
particular attention to wage theory and the theory of bargaining. The text pre- 
sents an extensive discussion of the “union growth debate,” with particular em- 
phasis on the Bell-Bernstein debate. The impact of unions on the economy is 
also discussed in some detail. Problems of unemployment and present govern- 
ment policies are examined. A chapter on manpower management includes a 
thorough discussion on personnel management. 


Gloihbound 512 pages $8.50 


ISSUES IN AMERICAN ECONOMIC ASTOR 
Selected Readings 


Gerald D. Nash, The University of New Mexico 


A distinctive paperbound text presenting a collection of readings designed to 
introduce students to important controversial issues in American Economic His- 
tory. 

Paperbound 560 pages $4.95 


MODERN ECONOMIC PROBLEMS IN 
HISTORICAL PERSPECTIVE Second Edition 


Douglas F. Dowd, Cornell University 
This modern, up-to-date edition describes the historical origin, institutional con- 


text, and social consequences of today’s major economic problems. 
Paperbound 198 pages $2.25 


D. C. HEATH AND COMPANY College Department 


Home Office: Boston, Mass. 02116 Sales Offices: Englewood, N.J. 07631 
Chicago, Ill 60616 San Francisco, Calif. 94105 Atlanta, Ga. 30324 
Dallas, Tex. 75247 
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New and established | 


LABOR RELATIONS AND COLLECTIVE BARGAINING 


Bevars D. Mabry, Bowling Green State University 


Ready in April! This text presents a comprehensive examination of the prin- 
ciples of labor relations and collective bargaining against the background of 
union and management structure, federal and state labor law, and the eco- 
nomic impact of the bargaining process. The author follows an interdisciplin- 
ary approach, combining and integrating concepts in the allied social sciences 
wherever they contribute to a better understanding oflabor relations. Particular 
emphasis is given to the theory of collective bargaining; existing theories are 
summarized and contrasted with the author’s own. Discussion questions are 








provided. 1966. 485 pp., illus. $7.50 
m IN LABOR RELATIONS AAND COLLECTIVE BARGAINING $idó 
1968. ; 


READINGS IN INTERNATIONAL ECONOMIC RELATIONS 


. Edited by Finn B. Jensen, Lehigh University; and Ingo Walter, 
University of Misouri, St. Louis 


Just Published! Designed primarily for introductory courses in international 
economies, this book presents the significant aspects of international eco- 
nomic relations in clear, non-technical terms. The URS emphasize prob- 
lems which have gained rapidly in importance since World War II and which 
promise to characterise the international economy in years to come. Each 
ens is introduced by a short editorial section, and the material is arranged 
80 that chapters or individual readings may be omitted. Chapters are self- 
contained, allowing the instructor to alter the order of readings. Includes a 
comprehensive guide to further reading. 1966. 580 pp. ` $6.50 


PERSONAL FINANCE 


Elvin F. Donaldson and John K. Pfahi, both of The Ohio State University 


Ready in April! Fourth Edition discusses the entire range of problems in the 
management of personal finances in a readable non-technical style. Presenta 
practical information on the many factors influencing income, investment, 
and expenditure. Intelligent financial planning, budgeting, borrowing, home 
own P and saving are all covered from the personal viewpoint. Discusses 
1965 Social Security amendments, Medicare, and the Tax law. Instructor’s 
Supplement available. 4th Ed., 1966. 795 pp., illus. $8.75 


ELEMENTS OF BUSINESS ENTERPRISE 


Dwight L. Gentry and Charles A. Taff, both University of Maryland 


Ready in April! Second Edition refines the pattern of analytical and realistie 
discussion that distinguished the first edition. Offering a balanced treatment 
to beginning students, book stresses sound nacenan principles underlying 
successful organization, operation, and control of various types of businesses. 
Covers computer techno ony and quantitative techniques as they affect 
administrative direction. Includes topics from behavioral sciences. Case 

roblems and discussion questions. Instructor’s Supplements available. 2nd 

d., 1966. 650 pp., (llus. $8.00 


STUDENT WORKBOOK. Prepared by James H. Donnelly and John M. 
Ivancevich, both University of Maryland. 1966. 8} X 103.128 pp. $8.50. 





The Ronald Press Company 
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REAL ESTATE 


Arthur M. Weimer, Indiana University; and Homer Hoyt, 
Homer Hoyt Associates 


Ready in April! This book provides a thorough coverage of real estate opera- 
tions from the decision-making standpoint. Special emphasis is placed on 
those factors which set real estate decisions apart from decisions in other busi- 
ness areas, as well as in personal and governmental areas—particularly those 
factors related to income production at fixed sites. Although special emphasis 
is given to broad principles and concepts, a substantial amount of material on 
current practices is presented, primarily in the form of numerous study proj- 
ects. A special chapter on international real estate trends is included. In- 
structor’s Supplement available. 5th Ed., 1966. 800 pp., illus. $8.50 


THE STOCK MARKET 


George L. Leffler, late of The Pennsylvania State University; 
Revised by Loring C. Farwell, Northwestern University 


Third Edition of this leading guide discusses the operations, functions, and 
intricacies of the stock market and the securities business. Reflecting current 
conditions, the book proceeds from the simplest principles of stock market 
operation to complex trading and investment techniques. The market’s eco- 
nomic functions, stock price movements, and federal regulation of securities 
are analyzed. It investigates in detail such important topics as the relationship 
between brokers and their customers, margin buying, odd lot purchases, 
formula plans, Puts and Calls, etc. 9rd Ed., 1968. 654 pp., illus. $8.50 


STATISTICAL ANALYSIS 


Samuel B. Richmond, Columbia University 


In this modern treatment of the subject, statistics and statistical analyses are 
considered as major tools in the d process. Although no mathe- 
matical preparation beyond secondary school algebra is req , theoretical 
correctness has not been compromised. Recently developed ideas involving 
Bayes’ theorem and subjective probabilities are discussed. Extensive illustra- 
tive problems are included. Instructor's Supplement available. 2nd Ed., 
1964. 688 pp., illus. $8.50 


ECONOMIC AND SOCIAL SECURITY 
Public and Private Measures Against Economic Insecurity 


John G. Turnbull, C. Arthur Willams, Jr., both of the University of Minnesota; 
and Earl F. Cheit, University of California, Berkeley 


Designed for all students of gocial insurance and social security, this book 
offers a thorough discussion of the various public and private measures for 
extending economic security. Following the a S reus and successful 
pattern established in the volume, the Second tion retains the use of 
analytical tools in evaluating the private and social insurances and assistances 
involved in such problems as old age and death, occupational disability and 
non-occupational iliness, unemployment, and substandard working conditions. 
aria ET, is on principles and understanding, and any abstract discussion of 
sta s detail or administrative complexity is avolded. $nd Ed., Mrs 
pp., illus. i 
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TRANSPORTATION 
AND ECONOMIC POLICY 
By John B. Lansing, University of Michigan 


This new text takes an analytical approach to the goals and problems of transporta- 
tion policy and discusses their bearing on those of the national economy. It em- 
phasizes the need for combining economic theory with practice as well as the role 
of transportation in economic development. Relevant legislation is discussed in 
depth—from the Hepburn Act of 1906 to the Transportation Act of 1958. Special 
attention is paid to the social and political objectives of transportation policy. 
Transportation and Economic Policy is a classroom-tested text that anticipates the 
needs of upper-level courses for which it is intended. Comprehensive in coverage 
and clear in presentation, it defines fundamental terms and explains important 
concepts and formulas with sample problems, tables, and diagrams. It traces the | 
historical development of the transportation systems of the USSR, India, Canada, 
Great Britain, as well as the United States. 


Just Published — | 432 pages — ' $7.95 (tent.) 


THE SECURITIES MARKETS 
Operations and Issues 


By Sidney Robbins; Professor of Finance, Graduate School of Business, 
Columbia University 


“Most books in this area tend to be either legalistic or economic, without recog- 
nizing the necessity of tying law and economics together. This is the job he 
[Professor Robbins] has undertaken so well here."—from the Foreword by William 
L. Cary, Dwight Professor of Law, Columbia University, and former Chairman of 
the Securities and Exchange Commission 
Sidney Robbins, chief economist (1962-63) of the Special Study of Securities 
Markets is uniquely qualified to present this study of the critical and controversial 
issues besetting the American securities markets today. He provides the first 
analytical framework of law and economics to review such contemporary market 
problems as— 

° legal challenges against the dominance of the New York Stock Exchange 

in certain areas 
e special forms of trading that have become sufficiently important to be de- 
scribed as “third” and “fourth” markets 

* unique institutional transactions 

* the challenge of automation 

e the ever changing concept of self-regulation 
In addition, Professor Robbins reveals the operations of the ui exchange in 
relation to the Special Study of Securities Markets, the Securities Acts Amendments 
of 1964, the rules of the Securities and Exchange Commission issued over recent 
years, and the manifold changes adopted by the self-regulatory agencies. 
1966 820 pages $7.95 
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GOALS, PRIORITIES, AND DOLLARS— 
THE NEXT DECADE 


By Leonard A. Lecht, Director of the National Goals Project of the 
Center for Priority Analysis 


This is the first comprehensive analysis of our nation’s objectives in sixteen key 
areas and their anticipated costs in the 1970s. The study shows that the amounts 
needed for realizing our goals in social welfare, national defense, apace exploration, 
and other areas will far exceed our anticipated resources and that we will have to in- 
crease our resources or decide which areas will receive priority. This penetrating 
and realistic analysis provides a sound basis for major economic considerations of 
the future, and will be of value to both advanced and introductory courses in: 
economics, 


March 1966 352 pp.. Cloth $6.95 (tent.) Paper $2.95 (tent.) 


PENSION FUNDS Measuring Investment Performance 
By Peter O. Dietz, Northwestern University 


Concerned with the management of noninsured pension plans, this book realistically 
develops and tests a model for evaluating investment performance from the point 
of view of the corporate financial manager. It deals with the problems of appraising 
the results of major investment decisions in the complex world of investment man- 
agement—a world where there are no absolute standards. The evaluation model 
presented by the author can be used to compare the investment results of several. 
plans as well as to compare the results of a specific fund with its objectives. _ 


1966 192 pp. $5.95 


INTERNATIONAL BUSINESS 
By Howe Martyn, American University, Washington 


“Professor Howe Martyn has utilized many years of practical business experience 
in Canada, the United States, and foreign countries in assembling and presenting 
the material in the wide range of subjects covered. His analyses and evaluations 
are well larded with specific examples of companies participating in international 
business and of government policies favorable or unfavorable. These examples well 
emphasize the rapid internationalization of business.”—-Journal of Marketing 


1964 302 pp. $5.95 


Available at your bookstore or directly from... 
THE FREE PRESS 


A Division of The Mocmillan Company 
60 Fifth Avenue, New York 10011 
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JUST PUBLISHED 


READINGS IN FINANCE. Edited by Harold A. Wolf and S. Lee Richardson, both of 
the University of Colorado. 320 pp., illus., paper, $3.95 (tentJ 


COMPUTER PROGRAMMING—Fortran IV. Decima M. Anderson, Drexel Institute of 
Technology. 435 pp., illus., paper, spiral-bound, $6.50 


CASES IN PERSONNEL MANAGEMENT AND SUPERVISION. Edited by Richard P. | 
Calhoon, University of North Carolina. 229 pp., illus, paper, $2.95 


READINGS IN PROMOTION MANAGEMENT. Edited by James U. McNeal, Oklahoma 
State University. 353 pp. illus, paper, $3.95 


MANAGERIAL ECONOMICS. Chester R. Wasson, T of- Southern California 
PET pp. Jes, $6.50 (tentJ 


BUSINESS. POLICIES AND DECISION MAKING. Raymond n Ziegler, Merrimack Col- 
loge. : 284 pp., Illus., paper, $3.95 (tentJ 


PUBLIC POLICY AND THE MODERN CORPORATION. Edited by Donald Grunewald, 
Rutgers University; and Henry L. Bass, Hunter College. 380 pp., Illus., paper, $3.95 


ELEMENTARY AGGREGATE ECONOMICS. Howard J. Sherman, University of Callfornia, 
Berkeley. 256 pp- illus, paper, $2.95 (tent) 


MANAGEMENT ORGANIZATION. Albert K. Wickesberg, University of Minnesota. 
224 pp., PU pape $2.50 (tentJ 


COMING THIS SPRING | 


`: PRINCIPLES OF LOGISTICS MANAGEMENT. James A Constantin, University of Okla- 
home. — 600 pp. llus, $8.50 (tont) 


BUSINESS IN SOCIETY: An Introduction to Business. William H. Withers, Queens 
College. 600 pp., illus., $7.00 (tent.) 


RESOURCES AND INDUSTRIES OF THI UNITED STATES. Olin T. Mouzon, University of 
Norih Carolina. |... 450 pp. illus, $8.50 (tent) 


BUSINESS ETHICS. Thomas M. Garrett, Cambridge Center for Social Studies. 
.200 pp. paper, $2.50 (tent) 


MANAGEMENT AND THE LAW. Samuel Fox, University of lilinols. 
- 200 pP. paper, $2.95 (tent) 


UNDERSTANDING QUANTITATIVE ANALYSIS. Chester R. Wasson, University of South- 
ern California. 150 pp., illus., paper, $2.50 (tent) 
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3 onthe Dynamics of the Marketplace 


— 


MONEY. AND BANKING 
FIFTH EDITION. 


‘© RAYMOND P. KENT; University of Notre Dame 


A major revision, this book presents much new ma- 
terial on recent developments in theory, policy, insti- 
tutions, and procedures. Its outstanding distinguishing 
characteristic is the lengthy treatment given to finan- 
cial institutions other than the commercial and Federal 
Reserve banks (the "nonbank financial institutions"). 
Emphasis throughout is on control] of the quantity of 
money in circulation to promote full employment, 
economic growth, and reasonable stability in price 
level, including the tie-in of monetary control with 
fiscal policy. The material covers balance of payments, 


`> recent legislation, the gold drain and silver problem, 


the Federal. Reserve System controversy, and new 
descriptions of the major price indexes. 


March 1966 ^. . — 896 pp. $9.50 
READINGS IN MACRO- 
ECONOMICS . 


` ^M. G. MUELLER, University of California, 
. "Los Angeles. 
. - A supplementary text of 28 readings that covers such 


items as: determinants of the level of aggregate in- 
come in the classical and Keynesian models e con- 
sumption and investment expenditures + money, the 
price level, and employment e economic fluctuations 


^ and growth e policy issues, The only book which in one 


‘volume supplements the macroeconomics course and 
text at the intermediate as well as advanced level. 


March 1966  - 416 pp ` $5.95 paper (tent.) 


- THE PRICE SYSTEM AND 


RESOURCE ALLOCATION 


— THIRD EDITION 


RICHARD H. LEFTWICH, Chairman, Dept. of 
Economics, Oklahoma State, University 

Just as clearly written as the first two editions, this 
book explains and examines the price system as the 
organizing force in a free enterprise economy. How this 
force affects economic efficiency is featured through- | 


/ out the book, and the fundamental concepts and prin- 


ciples of price theory are fully revealed. A chapter on 
linear programming has been added. 


| January 1966. ^. 384pp. $6.75 


Holt, Rinehart and. 
Winston, Ine. 
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SOME ESTIMATES OF THE COST OF CAPITAL TO THE 
ELECTRIC UTILITY INDUSTRY, 1954-57 


By MERTON H. MILLER AND FRANCO MoDIGLIANi* 


In its simplest form, the central normative proposition of the micro 
theory of capital is that the firm should adjust its capital stock until 
the marginal rate of return on further investment (or disinvestment) is 
equal to the cost of capital. Under conditions of perfect certainty— which 
is the assumption on which most of classical theory has been developed— 
the concept of the cost of capital presents no particular difficulty. It is 
simply the market rate of interest. Since all securities must have the 
same yield in equilibrium under certainty there is only one such rate 
per period, and it is, in principle, a directly observable magnitude. 
Under real-world conditions, however, we are confronted not with one, 
but with a bewildering variety of securities, with very different kinds 
and priorities of claims to portions of the (uncertain) future earnings 
of the firm. Since these securities will also, in general, have different 
anticipated yields, it is by no means clear which yield or combination 
of yields is the relevant cost of capital for rational investment planning. 
Nor, because it is based on anticipations, is the cost of capital any longer 
a directly observable magnitude. It must, rather, somehow be inferred 
from what is observable, namely, the market prices of the various kinds 
of claims represented by the different securities. 

Although most (but not all) recent studies of investment behavior 
have shown some awareness of these difficulties, a common approach 
in empirical work has been simply to ignore the problem and to use 


* (The authors are, respectively, professor of finance and economics at the Graduate School 
of Business, University of Chicago and professor of economics and industrial management at 
Massachusetts Institute of Technology. 

In the course of the several years during which this paper has been in preparation we have 
been fortunate in having the assistance of many institutions and individuals, In particular, 
we wish to express our thanks to (1) The Ford Foundation which has subsidized the project 
in a variety of ways ranging from Ford Faculty Research Fellowships to the authors to research 
grants to both schools for the project; (2) the Research Committees of the Graduate School of 
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without comment or explicit justification some standard index of cur- 
rent, nominal yields on high-grade corporate bonds (or even govern- 
ment bonds) as a measure of the cost of capital. Other writers use both 
a current bond yield series to approximate the cost of debt capital and 
a current profit series to measure the “availability” and hence, presum- - 
ably, also the “cost” of equity capital. Still others have tried indexes 
of share prices, current dividend yields, or current earnings yields alone 
or in various averages with bond yields along lines suggested in the 
standard texts on corporation finance. How much error is involved in 
the use of such measures is still unknown, though even a cursory survey 
of the underlying theory suggests many grounds for apprehension on 
this score. But we cannot be sure. Too little work has yet been done to 
permit even a rough calibration of these series as proxies for the cost of 
capital, let alone to provide acceptable alternative series. 

It is the purpose of this paper to take at least some first steps toward 
closing this gap in our information about the factors affecting invest- 
ment. We shall attempt here to develop effective methods for inferring 
the cost of capital relevant for optimal investment decisions from data 
on the market values of securities. As a concrete application of these 
techniques—which we hope will prove of interest not only to economists 
concerned with understanding investment behavior, but also to the 
many corporate officials we know to be currently engaged in similar 
investigations—we shall present some actual estimates of the cost of 
capital for a sample of large electric utilities for the years 1954, 1956, 
and 1957. 

The sample consists of 63 separate firms representing all of the (con- 
solidated) systems classified as of 1950 as Class A by the Federal Power 
Commission; plus those of the smaller Class B systems whose assets 
devoted to electricity generation were at least $15 million in 1950. The 
cutoff at $15 million was, of course, an arbitrary one and represented 
what we hoped would be a workable compromise between our desire to 
have as large a sample as possible and yet to avoid having to find valua- 
tions for many small companies whose securities are not widely held 
or actively traded. Consolidated systems rather than individual com- 
panies were used to avoid the many problems (both of accounting and 
of valuation) posed by intercompany holdings of securities. A list of the 
included companies is appended as Appendix A. 

As a testing ground for techniques of estimating the cost of capital 
the large utilities offer a number of important advantages. They permit 
us to have both a large sample and one in which the component firms 
are remarkably homogeneous in terms of product, technology, and 


1 Except for the Hartford Electric Light Company whose accounts could not be adequately 
reconstructed and made continuous over the entire sample period. 
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market conditions. In addition, as a by-product of regulation, substan- 
tially uniform accounting conventions (down to even such small, but 
often annoying, details as choice of fiscal year) are followed throughout 
the industry. In the years studied, moreover, earnings have been highly 
stable with few of the wide swings in year-to-year reported earnings 
due to strikes, cyclical or competitive shifts in demand, write-offs of 
assets, mergers, and the like that often render the published earnings 
figures virtually meaningless in more sprawling and less sheltered sectors. 

As for the sample years, we are embarrassed to have to admit that 
1957 was chosen because it was the latest full year available when we 
began this study. The year 1954, we felt, would be far enough back to 
Show up any significant trend in the cost of capital, but not so far back 
as to create problems of continuity for the companies in the sample. 
Since there were some months of business recession in both these years 
we included the boom year 1956 in the sample in the hope that it might 
provide some evidence on cyclical swings in the cost of capital if such 
were sizable or important. 

The paper itself will be presented in four main sections. We begin in 
Section I by providing an operational definition of the cost of capital 
and developing therefrom the link between cost of capital and market 
valuation (largely along lines set forth in our previous papers [14] 
[15] and [17]). Section II describes the econometric model and tech- 
niques to be used in estimating the cost of capital. The estimates them- 
selves are presented along with some tests of the specification in Section 
III. Section IV provides an economic interpretation of the results and 
a comparison, insofar as that is possible, with other, more conventional 
estimates. 


I. Valuation and the Cost of Capital 


As used throughout, the term cost of capital, C, will be taken to mean 
that minimum prospective rate of yield that a proposed investment in 
real assets must offer to be just worthwhile undertaking from the stand- 
point of the current owners of the firm. Under conditions of perfect 
capital markets (and even in some special cases where systematic imper- 
fections are present) there is a one-for-one correspondence between 
“‘worthwhileness” in the above sense and the current market value of 
the owners’ interest. If the management of the firm takes as its working 
criterion for investment (and other) decisions "maximize the market 
value of the shares held by the current owners of the firm,” then it can 
be shown (see, e.g., Hirshleifer [8]) that this policy is also equivalent 
to maximizing the economic welfare or utility of the owners. Thus, 
valuation and the cost of capital are intimately related. 
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A. The Simple Certainty Model 


The precise relation between them is most easily seen in the context 
of a simple certainty model in which all real assets are assumed to 
yield uniform, sure income streams in perpetuity and in which the mar- 
ket rate of interest, r, is given and constant over time. If, in addition, we 
assume perfect capital markets, rational investor behavior, and no tax 
differentials on different sources of income, then it can readily be shown 
that the equilibrium current market value, V, of any firm (i.e., the sum 
of the market values of all securities or other claims to its future earn- 
ings) is given by 


(1) V =— X, 


where X is the (uniform) income per period generated in perpetuity by 
the assets presently held. The term 1/r in (1)—the reciprocal of the 
interest rate—is commonly referred to as the market “capitalization 
rate" for sure streams since it represents the factor the market applies 
to a unit income flow in converting it to a capital stock. 

For an expansion of real assets to be worth undertaking from the 
standpoint of the current owners of such a firm, the investment must 
lead to an increase in the market value of their holdings. If we let 
dA =the purchase cost of the assets acquired, dS°= the change in value 
of the holdings of the original owners, and d.S* — the market value of the 
additional securities issued to finance the investment, then differentiat- 
ing (1) with respect to A yields: 


2 —- jene ns 

(2) dA dA dA — dA F dÁ r 

It follows that the cost of capital, C, must be the reciprocal of the mar- 
ket capitalization rate for earnings since from (2), dS°/dA >0 if, and 
only if, dX/dA >r, i.e., if, and only if, the rate of return on the new 
investment is equal to or greater than the market rate of interest.? 








B. Extension to the Case of Uncertainty 


When we turn from a world of certainty to one of uncertainty, the 
problem of defining the cost of capital in operational terms becomes a 
much more formidable one for which no completely general solution is 
yet available. We have at least been able to show, however (see [15]), 


? We have here stated (and shall continue to state) the conditions for optimality of invest- 
ment decisions in terms of the rate of return or internal yield on investment. Although it is 
well known that there may be cases in which such a rate of return cannot be adequately or 
unambiguously defined (see, e.g., Hirshleifer [8]), such cases are largely ruled out by our 
additional simplifying assumptions. 
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that if we retain the assumptions of perpetual streams, rational investor 
behavior, perfect markets, no taxes (and no “growth” in a sense to be 
more precisely defined later), then an analog of the certainty valuation 
formula (1) does carry through to the case of uncertainty. In particular, 
if we restrict attention to what we have called a “risk equivalent class" 
of firms, then the equilibrium market valuation of any firm in such a 
class can be expressed as 


NES 
(3) V—-—X for all firms in class k 

Dk 
where V is the sum of the market values of all the firm's securities; X 
is the expected level of average annual earnings generated by the assets 
it currently holds; and where 1/p, can be interpreted as the market's 
capitalization rate for the expected value of uncertain, pure equity 
earnings streams of the type characteristic of class & Hence, by a 
straightforward extension of the reasoning in the previous section, the 
cost of capital for a proposed expansion in scale by any firm in the class 
is simply p,. The precise value of p, will, of course, be different from 

3 At the level of pure theory a "'risk-equivalent class" can be defined in precise terms as a 
collection of firms such that the elements of the (uncertain) future earnings stream of each 
firm is proportional to (and hence perfectly correlated with) those of every other member of 
the class. (See [15].) For empirical purposes, however, the best that can usually be done is to 
work with reasonably homogeneous industries and hope that the differences among firms are 
amall, random and not strongly correlated with any of the explanatory variables. As noted 
above, the utility industry probably has the best prospects for meeting these tests and that 
is one of the reasons why we chose it. It is perhaps also worth noting in this connection that 
a recent study of comovements among security prices by King [10a] does find strong (but, 
of course, far from perfect) correlation of price movements within most of the two-digit 
industries studied including the electric utility industry. 

4 The fact that under uncertainty we have to allow, in principle, for financing by many 
different types of securities creates no very serious difficulty. To illustrate, let dS*=the value 
of any new shares floated and dD=the value of any additional debt floated. Then from (3) 

av ase ds» dD dX 1 
dA dA aA dA GA p 
and it is easily seen that 


dA 
regardless of whether the new investment is financed entirely by stock 


dS" dD 
———— Wem -—— ms () 
e pose c. ) 





.. dX 
2.0 requires 14^" 


or by bonds 
aD dS" 
—— -1 and —--0 
o Ue ud ) 


or by any combination of the two. Note that for simplicity we here and throughout ignore the 
possible second-order repercussions of the financing method used on the market value of any 
already outstanding debt. 
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class to class, presumably increasing with the market's uncertainty as 
to the level of future long-run earnings in the class (and reflecting also 
the nature and extent of the covariation with the returns in other 
classes). Though the various p's themselves would not be directly ob- 
servable they could, in principle, be iuferred from the market valua- 
tions, e.g., by regressing the observed V on estimates of X over a cross 
section of firms within a class.5 

An important implication of (3) is that the market value of a firm 
depends only on its real earning power and on the market capitalization 
rate for pure equity streams of its class, and not at all upon the particu- 
lar mix of security types that characterize its financial structure. This 
independence of value and financial structure is basically a reflection 
of the assumption of perfect capital markets—an assumption implying, 
among other things, that for comparable collateral, the supply curve of 
borrowed funds for individuals is the same as that for corporations. 
Hence if corporations making heavy use of borrowed funds should sell, 
say, at a premium relative to unlevered corporations in the same class, 
rational investors could always obtain a more efficient portfolio by 
selling the “overvalued” levered shares, purchasing the “undervalued” 
unlevered shares, and restoring the previous degree of leverage by bor- 
rowing against the shares on personal account. And conversely if 
levered shares should sell at a discount, in which case the “arbitrage” 
operation involves selling the unlevered shares, buying the levered 
shares, and unlevering them by also buying a pro rata share of the firm’s 
debts.’ 

With reference to the cost of capital, the independence of market 
value and financial policy implies, of course, that the cost of capital 
relevant for investment decisions is also independent of how the in- 
vestment is to be financed, even though the particular securities con- 
sidered may, and in general will, have very different expected yields. 
This seeming paradox disappears as soon as it is recognized that the 


5 Although p; is a constant over the class, it need not, of course, be regarded as a constant 
over time. Variations in p, over time will create no serious additional problems with the 
interpretation of (3) as a perpetuity formula so long as such changes in py as occur are in the 
nature of *unanticipated" changes (as would be the case, for example, if the process governing 
the behavior of Ap; over time were essentially a random walk with zero mean). Note also 
that the assumption that all assets generate perpetual streams is less restrictive than might 
appear at first sight. The perpetuity valuation formulas may still be good approximations at 
the level of the firm as & whole even where the component assets have finite lives, provided 
that the firm is close to a steady state in which replacements balance depreciation ànd pro- 
vided X is interpreted as net earnings after depreciation (but before interest). 

* A fuller &ccount of the arbitrage mechanism and proof of the independence proposition 
is given in our [15]. It is perhaps worth noting that the independence proposition can be 
proved under assumptions much weaker than those necessary to develop equation (3). In 
particular, neither the perpetuity assumption nor the concept of a risk equivalent class is 
essential (see, e.g., the discussion in our [14, pp. 429-30] and also Hirshleifer [9]). — 
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independence property also requires that the common shares in levered 
corporations have higher expected yields than those of less levered cor- 
porations in the same class—a differential which can be thought of as 
compensation for the greater “riskiness” attaching to levered shares. 
Thus, the apparent gain in terms of the cost of capital coming from the 
ability of a firm to finance an investment with “cheap” debt capital is 
offset (and with rational behavior in a perfect capital market exactly 
offset) by the correspondingly higher cost of equity capital.’ 

The reason for this effect can perhaps be seen somewhat more readily 
by deriving from (3) an explicit expression for the value of the shares in 
terms of net profits and financial structure. Making use of the identities 
V=S+D-+P (where S= the market value of the common stock, D = the 
market value of the firm's debts, and P=the market value of the pre- 
ferred stock) and X=#+R+Pds (where 4- expected net profits to 
the common shareholders, R=expected interest payments and Pdv 
= expected preferred dividends) it is easily seen that (3) implies 


— 


1 R Pd 
& s- 3, (p- E) (p - 75) 
Dk Pk Pk 


The market value of the debt, D, represents the capitalized value of the 
expected interest stream R; and since the interest component of total 
expected earnings is less "risky" than the stream of earnings itself 
(at least over the range of leverage that safety-oriented creditors nor- 
mally permit), it will tend to be capitalized more favorably than the 
rate 1/p,. Hence (D— (R/p,)) and (P— (Pdo/px)) are positive and may be 
thought of as in the nature of risk discounts to be subtracted from 
capitalized net profits in arriving at the value of the shares. 

Note finally that (4) could serve equally well, in principle, with (3) 
as a cross-sectional valuation equation from which to infer 1/p,. 
Clearly, however, (3) is more efficient (since it requires estimating only 
a single coefficient) and accordingly will be used here as the basis for 
estimation. 


C. The Effect of Corporate Income Taxes 


When we extend the analysis to allow for the existence of corporate 
income taxes and the deductibility of interest payments, the most im- 


? References here and elsewhere in the paper to differences in "risk" in relation to differences 
in expected yields as among securities are, of course, entirely heuristic and intended solely to 
provide a rationalization of the theoretical results in a way that accords with ordinary, com- 
mon-sense notions about relative valuations. The results themselves, however, are in no way 
dependent on any special assumptions with respect to risk or “risk aversion”; and readers 
who find our rationalization in terms of these categories unsatisfactory are free to substitute 
their own. 
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portant change is that market value and financial structure are no 
longer completely independent. To see what is involved let us again 
denote by 1/p, the capitalization rate in a given class for pure equity 
streams available to investors (ie., streams of expected net profits 
after taxes in unlevered firms); by X, a firm's expected total earnings, 
now to be taken as earnings before taxes as well as interest; and let 7 
be the (constant) marginal and average rate of corporate income taxa- 
tion. Then the market value of an unlevered firm can be expressed as: 


E X(1 — 7) 
Dh i 


(5) Vu = Sy 


where X(1—7) is the unlevered firm's earnings after taxes. The value 
of a levered firm with D of debt or other securities whose payments are 
tax deductible can be shown to be: 
X(1 — 1) 
(6) VES PLT = a, 
| Pk 


Note that in (6), the expression X(1— 7) no longer represents the firm's 
earnings after taxes or any other standard accounting concept when D 
is not zero and hence when X includes some tax-deductible interest. To 
avoid confusion, therefore, we shall hereafter refer to X(1—7) as “tax 
adjusted” earnings, using the symbol X* for earnings after taxes in the 
ordinary accounting sense (ie., for the sum of expected net profits 
after taxes, preferred dividends and interest payments as they actually 
come onto the market for sale to the various security purchasers).? 
As to the meaning of (6), it says, in effect, that the government pays 
a subsidy to firms using certain sources of capital which under current 
law would include bonds, notes, and other firm contractual obligations 
of indebtedness but not preferred stocks or common stocks.? The addi- 
tion to the present worth of the firm occasioned by these tax savings is 
the corporate tax rate times the market value of the debt—the latter 


* The relation between the various concepts can easily be established by observing that 
taxes paid will be (X —RK) so that Y= X"+7(¥—R) and hence X(1—7) X" —7R. In earlier 
versions of this paper, we made extensive use of valuation formulas based on X" rather than 
¥(1—r) largely because of what we felt was the greater intuitive appeal and familiarity of 
the former concept. This advantage, however, we now believe is not sufficient to outweigh 
the loss in the efficiency of estimation relative to the somewhat simpler valuation relations 
based on the tax-adjusted concept. Furthermore, the concept of tax-adjusted earnings, 
though not known by that name, is actually a fairly standard concept in the literature on 
capital budgeting. (See, e.g., [2].) 

* There is one exception to the rule that dividends on preferred stocks are not tax-deductible, 
and that, unfortunately, occurs in the electric utility industry. The deduction, however, is 
only a partial one and applies only to a limited set of issues (those outstanding as of 1942 or 
‘issued subsequently in redemption of such issues). Hence, the error involved in ignoring this 
complication (as we shall) is not likely to be important for present purposes. 
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being, of course, the present worth, as judged by the market, of the 
future stream of tax-deductible payments.!? 

With respect to the value of the common shares, the effect of the tax 
`- subsidy for interest is to change (4) to 


1 R Pdr 
m  sete-a-o (o-E)-( 75 

pk pk pk 
which can be derived from (6) by noting that 4*— (1—7)(X — R) — Pdv 
— net profits to the common stockholders after taxes. That the subtrac- 
tion from S due to debt financing is now reduced to the fraction (1—7) 
of its former size reflects the fact that the government's claim on the 
firm's earnings is essentially similar to that of a stockholder (see n. 10). 
Hence while the government can claim 7 per cent of the profits, it must 
also bear 7 per cent of the "risk," including the risk introduced by 
leverage. In the case of nondeductible preferred stock, no such profit- 
sharing takes place so that the suptracnon due to this form of leverage 
retains its previous value. 

Since the deductibility of interest aan thus makes the value of 
the firm a function of its financial policy, it must also make the required 
yield or cost of capital a function of financial policy. To see the precise 
nature of this dependence, let d.S°, as before, stand for the change in the 
market value of the shares held by the current owners of the firm; 

= the value of any new common shares issued; dP = the value of any 


new preferred stock issued; and dD = the value of any new tax-deductible 
debt issued, with dS*+dP-+dD=dA. Then from (6) we have: 


d5"  d5* dP dD dS dX(1—7) 1 dD 
o = RT L — ff —— 4r 
dA dA dA dA dA dA Pk dA 


10 Since the proof is developed in detail in [7], we shall not reproduce it here, The reader 
may, however, easily convince himself of the correctness of (6) by means of the following 
parable. Suppose that we were back in the no-tax world of formulas (3) and (4) and that all 
stocks were owned by two families—the G or Government family owning precisely r per cent 
of the shares in every corporation and the P or Private family owning the remaining (1—7) 
per cent plus all the bonds. (For simplicity, ignore preferred stock.) Then the value of the 
combined stockholdings of both families in a levered firm is: 


x 
Sr + SE = Sr = Vz- Di = — Di 
The value of the purely Private family holdings of stocks and bonds in the firm must then 
be: 


X(1 — 7) 
pk 


VI = Si + Di = (1 — 1)Sz + DL- == DDE + DE = 369. up 


For some additional discussion of this way of looking at the derivation see [18]. 
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from which it follows that the cost of capital or required yield on a tax- 
adjusted basis is 


(9) c= a(t — 57) 


since dS°/dA >0 if, and only if, dX(1—7)/dA is equal to or greater 
than the right-hand side of (9). 

In connection with (9) the two extreme cases of financing methods are 
of particular interest. For an investment financed entirely by equity 
capital—and remember that in this context equity capital includes non- 
deductible preferred stock—dD/dA will equal zero. Hence the required 
tax-adjusted yield or "marginal cost of equity capital" is pẹ. For an 
investment financed entirely by debt or other sources of capital whose 
payments are tax-deductible, dD/dA is unity, implying that the “mar- 
ginal cost of debt capital” is p.(1—7). 

The term “marginal cost" has been placed in quotes to emphasize 
that while these extreme cases serve to illuminate the meaning of (9), 
neither is directly relevant for actual decision-making at the level of 
the firm. In companies large enough to have ready access to the capital 
markets, as would certainly be true of those in our sample, investment 
and financing decisions (including decisions to retire outstanding 
securities) are made continuously and largely independently over time. 
Since particular investment projects thus are not, and in general can- 
not, be linked to particular sources of financing, the relevant cost of 
capital to the firm must be thought of as essentially an average of the 
above costs of debt and equity capital with weights determined by the 
long-run average proportions of each in the firm’s program of future 
financing. If we denote this "target" proportion of debt as L, then the 
weighted average cost of capital can be expressed as C=C(L)=p(1—7 )L 
-+-(1—L)p, or, more compactly as C=C(L) = p,(1—7L), where the nota- 
tion C(L) will be used when we want to emphasize that the cost of 
capital is a function of the target debt ratio L. 


u Alternatively, the required yield could be stated in terms of before-tax earnings, X as 
px(1—1r(dD/dA))/(1—r). There would, of course, be no reason to prefer one concept of earnings 
over the other as long as the perpetuity interpretation of the earnings stream is strictly main- 
tained. The tax-adjusted yield, however, can be shown to be the relevant one for decision- 
making when the analysis is extended to admit assets with finite lives and, accordingly, will 
be used here throughout. (Cf. notes 5 and 8 above and also the discussion in our [17, n. 16].) 


1 The determination of the optimal value of L for the firm involves many difficult issues 
for which no completely well-worked-out theoretical analysis is yet available. Suffice it to say 
here only that it does not follow that because debt is subsidized we must expect to find all 
firms in any class with the same degree of leverage and that at the maximum permitted by 
lenders. The subsidy to debt is at least partially offset by other costs incurred (and not ade- 
quately comprehended in simple static models of valuation of the kind here considered) as 
well as by possible interactions between debt and earnings. The utility industry provides a 
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Notice, finally, that while the definition of the cost of capital has be- 
come a good deal more complex as a result of the introduction of cor- 
porate income taxes, the problem of estimation remains essentially the 
same. It still involves only the estimation of a single capitalization 
rate—in this case 1/p,, the capitalization rate for unlevered, pure equity 
streams in the class. The difference between the cost of equity and debt 
capital introduces no new difficulties because the cost of debt capital 
does not depend on the market rate of interest on bonds, but only on 
the above capitalization rate and the tax rate. Hence 1/p, remains a 
sufficient parameter both for economists seeking to explain rational in- 
vestment behavior and for firms planning their investment programs on 
the basis of given financial policies. 


D. Growth and Valuation“ 


Up to this point, we have been focusing attention entirely on the role 
of current earning power and financial policy as determinants of the 
value of the firm. There are, of course, very many other factors that 
influence real-world valuations and some that may well be large enough 
and systematic enough to warrant incorporating them directly into the 
model rather than impounding them in the general disturbance term. 
Of these, one of the most important is “growth potential," in the sense 
of opportunities the firm may have to invest in real assets in the future 
at rates of return greater than a “normal” rate of return (i.e., greater 
than the cost of capital). 

Clearly, translating such a concept into operational terms is a task 
of formidable proportions and one for which no universally applicable 
solution can be expected. For industries such as the electric utilities, 


particularly good example of the latter since corporate income taxes are deductible in comput- 
ing earnings allowed on the rate base. To the extent that tax is thus passed on, the ultimate 
value of the tax subsidy on interest is correspondingly reduced (i.e., the total derivative of 
debt on value will be less than the partial of D on V given X). Nor, finally, do firms always have 
a completely unrestricted choice as to their future debt policies, either because of restrictions 
incorporated in already outstanding debts or because, as in the case of the utilities, the regula- 
tory authorities may impose upper (and in some cases allegedly even lower) bounds on debt 
levels. 


33 The independence of the cost of equity capital (and hence also of debt capital) from the 
interest rate is, of course, an independence only within a partial equilibrium framework. In 
a general equilibrium setting, there is necessarily & very direct connection between the interest 
rate (which may be regarded to a first approximation as the yield on assets generating sure 
streams) and the various pp (which are the expected yields on assets generating streams of 
various degrees of uncertainty). But while the connection is direct (since they are mutually 
determined in the process of market clearing and jointly reflect such underlying factors as 
the level of wealth, the composition of the stock of real assets, attitudes toward risk and the 
like), there is no reason to believe that they must move closely together over time, 

4 N.B. Since all of tbe main earnings and cost of capital concepts have now been introduced 
we shall hereafter, in the interests of simplicity, drop all subscripts and superscripts on the 
variables where there is no danger of ambiguity. ` 
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however—where the growth in earnings has been (and will presumably 
continue to be) reasonably steady—rough, but tolerable, approxima- 
tions to growth potential can probably be obtained by exploiting the 
so-called constant-growth model. In particular, suppose that a firm has 
the opportunity to invest annually an amount equal to 100 & per cent 
of its tax-adjusted earnings (k $ 1), on which investments it will earn a 
tax-adjusted rate of return of p*, greater than C— C(L), its average cost 
of capital. (These assumptions imply, among other things, that earnings 
will grow at the constant rate of kp* per year.) And suppose further 
that these especially profitable opportunities are expected to persist 
over the next T' years, after which only normally profitable opportu- 
nities will be available. Then, by analogy to the solution we have derived 
for the certainty case (see [14, n. 15]), the current market value of the 
firm can be expressed as 


(10) V t xa )T D kX(1 — 2| m T 
= — = 7 T SS 
p Cü +o’ 
where the first two terms, as before, represent the capitalized value of 
the current tax-adjusted earning power plus the tax benefits on debt; 
and the last term is the contribution to value of the future growth 
potentia].15.16 
Despite the heroic simplifications invoked in its derivation, the above 
expression for growth potential is still by no means a simple one. It is 
the product of three separate elements: the profitability of the future 
opportunities as measured by the difference between p* and C(L); the 
size of these opportunities £X(1— 7); and how long they are expected 
to last T. None of these component terms is directly observable, though 
some such as &X(1—7) and possibly p* might be approximated by extra- 


1$ Several considerations led to our use of the above finite growth model rather than the 
more popular infinite growth model (see Gordon [7] or Lintner [12]) which e and lever- 
age aside) leads to the familiar valuation formula 
X(1 — k) 

p — kp* 

The finite model does capture at least the essence of the S-shaped growth path which is en- 
countered go frequently (and for good economic reasons) in empirical studies of firm and 
industry development. The infinite model, moreover, requires that $ be strictly less than unity 
and &p* strictly less than p for a stable equilibrium value of the firm to exist at all; and, asa 
practical matter, for k and &p* to be substantially below these limits to avoid absurdly high 
valuations. In our sample, however, b is in the neighborhood of two in all three years and, we 
might add, that this is by no means an exceptional case. The value of & has been quite close 
to unity for the corporate sector as a whole in recent years. 

16 The expression for growth potential in (10) differs from that in [14, n. 15] by the inclusion 
of the term (1-- C) in the denominator. The new expression given here is the correct one, and 
we are grateful to H. M. Weingartner for calling our attention to the slip in the original 
derivation. 
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polating recent past experience. Accordingly, we shall, in this paper, 
take the simplest way out by focusing on the most tractable component 
kX(1—r), the level of investment opportunities, and impounding the 
others in its regression coefficient." 

As an empirical estimate of investment opportunities, we have used 
in the subsequent estimating equations the quantity (1/5(A:—A:+) 
/At+s)+A:. That is, we have used a linear 5-year average growth rate 
of total assets times current assets. This particular form of average, 
denoted for simplicity hereafter as AA, happens to yield consistently 
higher gross and net correlations with total value than other simple 
smoothings we have tried. But the differences are not large and the 
estimates of the other coefficients are not sensitive to the specific mea- 
sure used. 


E. Dividend Policy, Valuation, and the Cost of Capital 


Under ideal conditions of perfect capital markets, rational investor 
behavior, and no tax discrimination as between sources of income, 
dividend policy would present no particular problem. In such a setting, 
we have shown [14] that, given a firm's investment policy, its dividend 
policy will have no effect whatever on the current market value of its 
shares or on its cost of capital; and that despite the impressions of some 
writers to the contrary (see, e.g., Lintner [11]), this conclusion is 
equally valid whether one is considering a world of certainty or un- 
certainty. Dividend policy serves to determine only the division of the 
stockholders’ return as between current cash receipts and capital ap- 
preciation; and the division of the firm's equity financing as between 
retained earnings and external flotations. 

The picture becomes considerably more complicated, however, as 
Soon as we weaken the assumptions to allow for the present tax subsidy 
on capital gains and for the existence of substantial brokerage fees and 


17 Needless to say, the particular approach adopted here with respect to representing the 
growth variable is not to be regarded as of general applicability and was chosen, at least in 
part, with a number of very special properties of the electric utility industry in mind. First, 
growth in earnings and assets in the utility industry does tend to be fairly steady from year 
to year and there is, in particular, no problem of large spurts in growth due to mergers or 
acquisitions. Hence current and recent past investment levels do provide at least a meaningful 
starting point for estimates of future investment. Second, because of the regulated status of 
the industry there is reason to believe that what has been impounded in the coefficient, namely, 


(esa?) 
Ca + C) ' 
is not only of the same sign, but at least roughly of the same order of magnitude for all com- 
panies. Certainly we do not have the wide dispersion in rates of return that would characterize, 
say, the railroad industry (where it is not unreasonable to suppose that for some lines p* may 


even be less than C(L)) or the typical manufacturing industry whose component firms are 
much more exposed to competition from new products and new firms, 
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flotation costs. Under these conditions, a firm’s dividend policy can, 
in general, be expected to have an effect on its market value, though 
the precise amount of the effect is impossible to determine a priori. 
Unlike the case of corporate debt, the tax subsidy to capital gains is 
not a constant but varles widely from investor to investor (with the 
subsidy actually being zero for the substantial part of the market 
represented by pension funds, foundations, etc., and possibly even nega- 
tive for very small investors by virtue of the dividends-received credit 
and for corporate investors [including casualty insurance companies] by 
virtue of the partial exclusion of intercorporate dividends). Moreover, 
the tax disadvantages of high payout shares may be partly or wholly 
offset by other influences. Elderly or retired investors—a nontrivial 
segment of the market—who are decumulating (or at least not further | 
accumulating) their wealth in the form of shares may find considerable 
savings in brokerage fees and other costs of portfolio adjustment in 
high payout as opposed to high capital gain securities. Even net ac- 
cumulators may be induced to hold high payout shares despite their 
lower after-tax yields either for reasons of control (broadly understood 
to include shares held by management as an meiden to employment) 
or for reasons of diversification. 

Given this uncertainty as to the size, and to some extent even the 
direction of the dividend effect, the indicated course might seem to be 
simply to add a dividend term with unspecified coefficient to the struc- 
tural equation (10) and let the sample determine its value. From such 
a valuation equation we could, of course, also go on to derive an exten- 
sion of the cost of capital formula (9) running in terms of dividend 
policy as well as debt policy.” 

The trouble with such an approach, however, is that if applied in 
straightforward fashion (as in Gordon [6] [7] or Durand [5]), the re- 
sulting estimate of the dividend coefficient will inevitably be strongly 
upward biased (and the key earnings coefficient correspondingly down- 
ward biased). Since the precise mechanism generating this bias will be 
discussed at length in a later section, we need not dwell on the matter 
further at this point beyond observing that the difficulty arises from 
the widespread practice of dividend stabilization. With current divi- 
dends based in large part on management's expectations of long-run 
future earnings, the dividend coefficient in the regression equation will 


18 Although the procedure for deriving the marginal and average costs of capital in the 
dividend case is analogous to that for the leverage case, the derivation is considerably more 
complicated. Further difficulties arise from the fact that in the presence of such major market 
imperfections, maximizing market value is no longer always equivalent to maximizing the 
economic welfare of tbe owners. Since these and related problems are largely peripheral to the 
main concerns here, further discusaion of them will be deferred to separate papers. 


MILLER AND MODIGLIANI: COST OF CAPITAL 347 


reflect this substantial informational content about X(1—7) along with 
the true effect, if any, of dividends per se on valuation.?? 

Because of this confounding of the earnings and dividend coefficients, 
our approach here will be initially to omit the dividend variable entirely, 
and to focus on the problem of estimating the earnings coefficient 
(which is, of course, to be interpreted as the capitalization rate for 
earnings for companies following the sample average dividend policy). 
As we shall see, the procedures to be developed for obtaining consistent 
estimates of the key earnings coefficient will also permit us to go on to 
obtain at least order of magnitude estimates of the true dividend effect 
for the sample years.?? 


F. Size and Valuation 


All the valuation equations so far considered have been written as 
linear homogeneous functions of the independent variables, implying 
among other things that a given proportionate change in the values of 
all the independent variables leads to an equal proportionate change in 
the market value of the firm. The results of previous valuation studies 
(see, e.g., Gordon [7]) suggest, however, that the true market capitaliza- 
tion rate for the expected earnings of large firms may possibly differ 
systematically from that of small firms in the same industry. 

As was true of the growth effect, there are a number of possible ways 
of incorporating this size or scale effect into the model. By far the 
simplest—and hence the approach we shall here adopt—is merely to 
add a constant term to the valuation equation.” The resulting nonhomo- 


39 Another possible source of bias arises from the accelerated depreciation provisions of the 
Revenue Act of 1954. As a result of the increased deductions permitted, part or all of the 
dividends paid by some companies in our sample (and in other industries as well) are con- 
sidered for tax purposes as exceeding accumulated earned surplus and hence as being paid 
out of “capital.” Such returns of capital are not taxable to investors—the investor merely 
being required to reduce the basis (i.e., “cost”) of the security for purposes of computing the 
capital gain or loss on sale. Since the higher the payout, the higher the probability that the 
dividend may qualify as tax-exempt, the net effect is likely to be an upward bias in the divi- 
dend coefficient. 


3? We hasten to add that omitting dividends is, again, not a procedure we would care to 
recommend for general application; and that like our solution for the growth problem, the 
approach was adopted, in part, with some of the special properties of the utility industry very 
definitely in mind. For one thing, payout ratios are far less variable from company to company 
in this industry so that our eventual estimate of the average capitalization rate for earnings 
will be a much more representative average than it would be for the general run of industry 
groupings. Moreover, the average payout ratio is quite high, so much so that utility stocks 
have long represented the example par excellence of “income stocks.” Since the clientele at- 
tracted to such stocks is likely to be much less sensitive to the tax subsidy to capital gains, 
the size of the dividend effect (and hence of the specification error involved in omitting it) 
is also likely to be much smaller here than elsewhere. 


*1 Our reasons for not wanting to introduce a continuous size variable, such as total assets, 


at this stage will become clear from the discussion of the errors of measurement problem in 
Section IT, below. 


348 THE AMERICAN ECONOMIC REVIEW 


geneous equation must then be interpreted as the linear approximation 
over the sample range to the underlying nonlinear relation, and the 
coefficient of the earnings variable as the (constant) marginal capitaliza- 
tion rate in the industry. The magnitude and direction of the scale 
effect would be indicated by the size and sign of the constant term. A 
negative constant term would mean that the average capitalization 
rate is less than the marginal and hence that the average capitalization 
rate tends to rise with increasing size of firm. A positive value for the 
constant term, on the other hand, would imply decreasing returns to 
scale in valuation. 


G. Summary 


Our analysis of the theory of valuation leads to the following struc- 
tural equation: 


(11) (V = tD) — do + ayX(1 es T) + aA A d U, 


where a is the marginal capitalization rate for pure equity streams in 
the class, and hence the key parameter for deriving the cost of capital; 
Go is an intercept term whose size and sign will measure any effects of 
scale on valuation; as is a measure of the effects of growth potential on 
value; and U is a random-disturbance term. Notice that since the 
theory implies that the coefficient of tbe leverage variable D is equal 
to the marginal corporate tax rate 7, we have so constrained it in the 
above equation by incorporating it with the dependent variable. There 
remains the problem of specifying the nature and properties of the dis- 
turbance term and it is to this task that we now turn. 


II. The Statistical Model 


Least-squares estimates of the coefficients of (11) will be efficient and 
unbiased only if among other things (i) the variance of the disturbance 
term is a constant, independent of the size of the firm; and (ii) the dis- 
turbances are not correlated with the independent variables. Unfor- 
tunately, neither of these conditions can reasonably be expected to hold 
in our sample. 


A. Heteroscedasticity 


As for the variance of the disturbances, one would certainly suppose 
that the errors in a valuation equation (including errors in measuring 
(V—rD)) are of the multiplicative, rather than the additive variety. 
And indeed, check of the simple scatter of value on measured earnings 
suggests that the standard deviation of the error term is approximately 
proportional to the size of firm. Any attempt to fit (11) directly, there- 
fore, would be highly inefficient and in our sample (where the largest 
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firm is on the order of 100 times the smallest) the results would be 
completely dominated by a handful of giant companies. 

In the present context, there are at least two approaches worth con- 
sidering as possible solutions for this problem of heteroscedasticity: (1) 
dividing (11) through by (V —7D) and re-expressing the structural rela- 
tion in so-called “yield” form; or (ii) weighting each observation in 
inverse proportion to the size of the firm and hence to the size of the 
standard deviation of the error.“ The former (which was the approach 
we adopted in our first paper [15] and which was subsequently followed 
by Barges [1]), leads to the estimating equation: 


(12) A A a a ord 
——————— — (1 G tmt —— " 
V--D " "Yy-rD ^y-«D - 


where af =p=the reciprocal of the capitalization rate for pure equity 
streams (or, equivalently, the “marginal cost of equity capital"); 


U 
VD. 


with Var (v) approximately a constant for all firms.” 

While an approach of this kind has the virtue of simplicity, it suffers 
from the fact that the variable (V —7D) enters into the denominator of 
the ratios on both sides of the equation. This is not only somewhat 
unesthetic—since we are, in effect, using V to explain V—but will lead 
to biased estimates to the extent that (V—7rD) contains stochastic 


72 A third possibility, of course, would be to use the logarithms rather than the natural 
values of the variables, but this would be inappropriate since the growth term, as we have here 
derived it, enters as an additive rather than a multiplicative or exponential term. It could 
be argued, of course, that given the heroic assumptions underlying that growth variable, 
the additional specification error introduced by the log transform is not likely to be of over- 
whelming concern and there is certainly some merit in this position. The trouble is, however, 
that our interest here is both in estimating the cost of capital and in testing certain hypotheses 
about valuation. For the latter purpose, as we shall see, additional variables must be in- 
corporated into the equations and these very definitely enter in linear form. Since the other 
methods for dealing with heteroscedasticity are entirely adequate for that purpose and also 
carry through more naturally to the testing problem, we shall work with them exclusively 
in the sections to follow. 


33 An alternative form of yield equation, though somewhat less convenient, would be 


/ 


ay = — dop;ü$ = — aap; and w= —p 


— T D 1 AÁ 
(13) 10-9 -q (1-2) edt oed eu, 
where X(1—7)/V can be interpreted as the tax-adjusted earnings yield on total value (ap- 
proximately the “average cost of capital" of the finance literature) and a4" p. Note that 
considerations of efficiency suggest using the quantity (1—7rD/V) as the leverage variable 
and suppressing the constant term rather than estimating separately a constant term and a 
coefficient for D/ V as is usually done when (13) or variants of it are fitted to the data. 

The economic meaning of yields such as X(1—7)/V and X(1—7)/(V —7D) and their rela- 
tions to the cost of capital will be considered at length in Section IV, below. 
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elements independent of those in the numerator of the ratios. In the 
present case, this will mean that the coefficients of the growth and size 
variables will be too high (i.e., less negative) and that the estimate of 
the cost of capital (from the intercept term a1) will be correspondingly 
too low. Since (V —7D) certainly does have a stochastic component— 
impounded in the term U in (11)—and since we have, at this stage, no 
basis for judging how large the resulting bias really is, we obviously 
cannot afford to rely exclusively on estimating equations of this form.™ 
Instead, we shall use them here essentially only for checking the reason- 
ableness of the estimates obtained via the weighted regression approach. 

As for implementing the weighted regression approach, the fact that 
the standard deviation of the error term in (11) is roughly proportional 
to size of firm means that the required weighting can be effected by the 
relatively simple expedient of deflating each of the variables by some 
scale variable such as the book value of total assets, denoted by A. Our 
reason for using total assets as a deflator rather than, say, total sales 
(as, e.g., in Neilsen [19]) is mainly that in the utility industry at least 
such deflated terms as V/A, D/A, or X(1—7)/A have natural and use- 
ful economic interpretations in their own right. The equation to be 
fitted, then, will be of the form 


V — rD 1 X(1 — 7) AA 
- 3 ——— a I g ii 
0 + 1 +- 2 + 4, 





(14) 


with «— U/A and Var (vu) —a constant. 

One question that immediately arises in connection with (14) is the 
status of the constant term. Recall that we are interpreting the basic 
valuation equation (11) in the original, undeflated variables as a linear 
approximation over the sample range, with its constant term a« serving 
as a measure of the effect of scale on valuation. To preserve this inter- 
pretation we must, therefore, regard the derived deflated regression 
(14) as homogeneous, that is, as being fitted with no constant term and 
with the coefficient of the variable 1/4 now measuring the size effect. 
Failure to suppress the constant term in the deflated regression would 
imply that the book value of total assets appears along with expected 
future earnings as one of the explanatory variables in the original equa- 
tion—a specification that makes little sense from the standpoint of the 
theory of valuation. We shall, of course, attempt to check the validity 
of the assumption that the regression in deflated form has a zero con- 
stant term, but there are complications involved, as will become clear 
from the discussion in the next section. 


*: The problem of bias in the yield-form tests is further considered in note 28, below. 
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B. Errors of Measurement in Expected Earnings 


In using an equation such as (14) to estimate the cost of capital, the 
key variable is, of course, X(1—7)/A, defined, it will be recalled, as the 
market’s expectation of the long-run, future, tax-adjusted earning 
power of the assets currently held by the firm. Since it is an expectation, 
it is not directly observable or measurable and the best that can nor- 
mally be done is somehow to approximate it from the firm’s published 
accounting statements. This best, unfortunately, is likely to be none 
too good even in an industry such as the electric utility industry where 
there is substantial uniformity of accounting conventions among firms; 
where there are, at least in our sample period, no firms suffering net 
losses; and where large, year-to-year random fluctuations in reported 
earnings seem to be relatively rare. 

The implications of these inevitable errors in the measurement of 
earnings for the problems at hand are perhaps most easily seen by ex- 
pressing the underlying structure as the following system of equations 
where, to simplify the notation we let 


V—rD X(1 — 7) : 
sA* = NUT the “true” unobservable expected earnings; 


y* = 





i 


X — deflated earnings as measured from the accounting statements; and 
Zi, 1—1---m,stand for all other relevant variables (including con- 
stants, where appropriate): 


(1) V*-— oX*-- Y. 62;4+4 


imi 


(15) (2) X= X¥+ 0 
(3) X* = X yYies + w, 
iul 


where some y; and f; may be zero; and with the error terms assumed to 
be independent of each other and to have mean zero and (constant) 
variances fy, oy, and det, respectively. In words, the value of the firm 
depends on expected earnings and certain additional explanatory vari- 
ables; measured earnings are merely an approximation to true expected 
earnings, the error of measurement being v; and lastly, some, at least, 
of the explanatory variables are also correlated with (and hence convey 
information about) the true, but unobservable X*.5 


55 Note that we have assumed X to be an unbiased estimate X*. We shall also assume that 
the error of measurement v is uncorrelated with any of the Z; (« and w meeting this require- 
ment by construction). Neither of these assumptions is essential for present purposes, though 
they simplify the presentation, and we shall consider later some of the implications of relaxing 
them. 
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Equations (15, 1-3) thus constitute a simultaneous system in which 
V* and X are, in effect, endogenous variables, and the Z; are exogenous 
variables. It follows then that if we attempt to fit by direct least squares 
the single equation, 


(16) V*¥ = aX + Y b.Z; + wu, 


ti 


in which V* is regressed on the Z, and the endogenous, measured earn- 
ings X, the error term w’ will not be independent of X, and the coeff- 
cients of (16) will be subject to the equivalent of the familiar simultan- 
eous equations bias. More concretely, it can readily be shown (see, e.g., 
Chow [3, esp. pp. 94-98]) that in the limit for large samples the coeffi- 
cient of X will be given by 


1 
Oy + 7v 


which is less than the true value a, and the more so, the larger the 
variance of the error of measurement c,?, and the better the included 
exogenous variables are as proxies for earnings (ie., the smaller the 
value of o,*).™ As for the other variables, the coefficients will be given by 


= f; + Yia ———— = — Bi yila — aj 
ou + es 


and thus may be larger or smaller than their true values 8;, depending 
on the direction of correlation with X* (i.e., on the sign of y;).?7:*8 


3 The above expression for the bias in the earnings coefficient was derived on the assump- 
tion that (16) was fitted witk a constant term. If the equation were fitted without a constant 
term (and if, as we have assumed, there is no constant term in the true specification), then 
the apparent bias would be considerably smaller. The reason is, of course, that the bias, by 
flattening the slope of the regression, tends to produce & positive intercept even where none 
really belongs. Hence forcing the regression through the origin and eliminating the artificial 
intercept offsets some of the distortion. The offset is only partial, however, and forcing the 
regression through the origin cannot be regarded as a satisfactory substitute for the more 
elaborate methods for eliminating the bias to be introduced below. 

1” Note that even if some B; 0 (implying that the corresponding Z; really has no effect on . 
market value), its estimate b, might still be positive if y;>0, and that b; might be quite large 
if y; is large and if the measurement error in X is substantial (so that a is considerably smaller 
than o). This is, of course, precisely the “information effect" or proxy variable bias we were 
concerned about in connection with the dividend variable (cf. above, Section I.E and see 
also the discussion in our [16]). 

%8 In the light of the system (15) it is interesting to re-examine the problem of bias in the 
yield-form equations (cf. Sec. ILA). Using the notation above, but interpreting the variables 
as undeflated, the proposed yield equation becomes 
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C. An Insirumental Variable Approach 


Recasting the original structure in the form (15) not only serves to 
clarify the nature of the biases introduced by errors of measurement, 
but also to suggest a remedy, namely an instrumental variable approach. 
For reasons of computational simplicity as well as ease of interpretation 
in the present context, we shall implement this approach by means of 
a two-stage procedure formally equivalent to the two-stage least-squares 
method of Theil [21]. See also [13]. Operationally, this means first 
regressing the endogenous variable X on all the instrumental variables 
Z;, thereby obtaining estimates g; of the coefficients y; in (15.3). From 
these estimates a new variable € is formed, defined as 


x gili, 
i=l 


and thus constituting an estimate of X* from which, if our assumptions 
are correct, the error of measurement » will have been purged.” If £ 


x 1 1o og Zi 
17 Eu TUE SENE Ly” 


where 





Under our assumptions (a) that X is an unbiased estimate of X*, and (b) that v is uncorrelated 
with the Z;, the measurement error v leads to inefficiency, but not to bias since that error is 
independent of the explanatory variables. The trouble comes rather from the fact that the 
endogenous variable V* is now included among the explanatory variables, thereby leading to 
a lack of independence between the error term u” and the variables Z;/V*. Thus, the nature 
of the bias is different when the form of the equation is changed; but given the fact that we 
have two endogenous variables, bias in one form or another is bound to arise under any single- 
equation approach. 


2$ That is, (15.2) and (15.3) imply 
X= 5 vn&toty 
inl 
so that 
x= » yli = X — 9 — w = X*+ — 9 — wom X* — t, 
ie 
the v term being eliminated. The additional error term —w causes no problems (other than 


loss of efficiency) since by construction w is orthogonal to all the Z; and hence to X. In 
practice, of course, we do not know the y; exactly but only the regression estimates of them, 


gi. Hence, in defining $ as Y^ gZ, there is another error term of the form 37 (y — Zn 
teal foul 


which will, however, tend to approach zero as the sample size increases. 
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is then used in the second stage as the earnings variable in (16) in place 
of X, (and if the conditions for identification are met) the resulting 
estimates a and the b; can be shown to be consistent estimates of a and 
the £; in the basic structural equation (15.1). 

As for the specific exogenous or instrumental variables to be used 
we have already considered two, growth and size. In addition, if the 
coefficients in (16) are to be identified, we must find at least one more 
such variable that may properly be included in the first-stage regression 
of X on the Z; and properly be excluded from the second-stage equation 
(16). We say at least one more because while even a single such vari- 
able will suffice for identification, additional variables, by actually 
overidentifying (16), will help to reduce the loss in the efficiency of 
estimation—that loss being the price we normally have to pay for gain- 
ing consistency by using an instrumental variable approa h. In concrete 
terms, what we need are, of course, variables that can be expected to 
be strongly correlated with (and hence to convey considerable informa- 
tion about) X* and, at the same time, to be uncorrelated with the error 
of measurement in X. Fortunately, in the present context, we have a 
number of likely candidates readily at hand. 

The obvious first choice as an instrumental variable for long-run 
expected earnings is, of course, total assets. This will not provide a 
perfect measure since the rate base for regulation is not quite the same 
as total assets and since the allowable rate of return on the base varies 
somewhat from state to state. Given the fact of regulation, however, 
and the (partly consequent) substantial uniformity of accounting con- 
ventions in the industry, the amount of information conveyed by total 
assets is still substantial, and certainly far more so here than for vir- 
tually any other industry. Note, incidentally, that the fact that all our 
variables are deflated by total assets creates no particular problem. 
We can, in effect, incorporate total assets in the first-stage regression 
by the simple expedient of fitting it with a constant term. 

Another presumably very powerful instrumental variable for the net 
profit component of total earnings would be current dividends paid. As 
has been stressed here at several points, the practice of dividend stabil- 
ization—and the utility industry is the locus classicus of such policies— 
means that dividends and dividend changes indirectly convey a con- 
siderable amount of information at least about management's expecta- 
tions of long-run future profits. In fact, it will be recalled, it was pre- 
cisely because they conveyed so much information that we were led to 
omit dividends entirely from the basic valuation equation in order to 


30 The second requirement is important, of course, because to the extent that v is correlated 
with the Z;, part of the measurement error will remain in X. In fact, if the correlation is very 
strong, X will be little different from and hence little better than X itself. 
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avoid hopeless confounding of the real and the purely informational 
effects. The instrumental variable approach thus permits us to break 
this impasse and to salvage at least some of the informational content 
of dividends.? 

For the interest component of expected earnings, it might be thought 
that the reported figure would be sufficiently close to the true value 
so that no specific instrumental variable need be introduced on this 
account. A glance at the accounting statements, however, will show that 
even interest paid is not an unambiguous concept in the utility industry 
(nor are the accounting practices completely uniform from company 
to company, particularly in such matters as the treatment of interest 
on construction and the separate reporting of interest on short-term 
obligations). There is the further difficulty that some companies may 
have issued (or retired) bonds during the year with the result that the 
reported interest payments for the year represent less than a full-year’s 
interest obligation on the debt outstanding at the end of the year (or 
more than the future level of obligations in the event of a retirement). 
Accordingly, an instrumental variable may well prove worthwhile for 
interest and preferred dividends with the natural choices being the 
market value of the debt and of the preferred stock. Inclusion of these 
capital structure variables has the further advantage of picking up any 
systematic correlation between leverage and the level of total earnings 
as might arise, for example, if regulatory commissions, as has been 
suggested, attempt to pass the tax savings from interest deductions for- 
ward to consumers by lowering rates. 

Though the variables described above would seem adequately to 
meet the first requirement for good instrumental variables—namely 
that they be correlated singly and in combination with the unobserv- 
able market expectations of normal earnings—we can, of course, never 
be entirely sure that they also meet the second test—namely that they 
be uncorrelated with the error in measured earnings. Actually, this 
independence condition cannot be met literally and exactly. A transient 
upward fluctuation 1n current measured profits, for example, must show 
up either in temporarily higher dividends, or more likely in a level of 
total assets higher than it otherwise would have been. But while com- 
plete independence is not to be expected, we would doubt that such 

“Tt may seem strange at first glance to treat dividends as an exogenous variable in an 
equation "explaining" X* when the causation clearly runs from X* to dividends as a matter 
of business policy. The fact that dividends may be an endogenous variable from the stand- 
point of some larger system creates no serious problem at this point, however, since the only 
use here made of the coefficients in the first stage is in building up an X from which the meas- 
urement errors in X have been purged. As long as this is accomplished by the first-stage vari- 
ables taken as a set, the individual coefficients are of little moment. Eventually, of course, 


when we attempt to put bounds on the effects of dividends on value, we shall have to face 
up to the endogenous nature of dividends. See below, Section IILE 2. 
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correlation as does exist is so large as to dash all hopes for substantially 
improving the estimates by the instrumenta] variable procedure. - 


III. The Results 
A. Definitions of the Variables 


Before presenting and discussing the results in detail, some brief 
remarks may be in order with respect to the precise definitions of the 
variables. Measured, tax-adjusted earnings can be derived from pub- 
lished accounting statements either (a) by means of the formula X(1— 7) 
where X is total before-tax earnings, and r is the marginal corporate 
tax rate of 52 per cent in the sample period; or (b) from the formula 
X'—rR, where Xr is after-tax earnings, and R is expected interest 
payments (cf. n. 8). If tax liabilities were exactly equal to 52 per cent 
of profits as reported to the shareholders, the two concepts would, of 
course, be identical. In practice, however, profits as defined for tax 
purposes do not in general coincide with those reported to the public 
and the consequent discrepancy between measures (a) and (b) is large 
enough to force a choice to be made. 

It is difficult on purely a priori grounds to establish a decisive case 
for either alternative. Measure (b) has perhaps an advantage in that 
reported X* is the concept of earnings in terms of which the “reasonable 
return" is defined by the regulatory commissions. In addition, measure 
(b) permits an exact derivation of regression equations describing the 
valuation of shares from those in terms of the value of the firm as a 
whole—a property that is of considerable value for constructing tests 
of conflicting hypotheses about the influence of leverage on valuation. 
Since it also happens to be the case that measure (b) is consistently and 
substantially the better of the two by the goodness-of-fit criterion, that 
measure will be used here throughout, and tax-adjusted earnings will 
thus be estimated as X*—rR.? 

In building up our measure of tax-adjusted earnings from the account- 
ing statements we have taken from Moody's Utilities the current-year 
figures for net profits, preferred dividends, and interest paid as defined 
by the companies themselves. Initially, when we first recognized the 
seriousness of the errors of measurement problem we experimented with 
a number of alternative concepts of earnings (e.g., adding back to 
profits any allocations to a reserve for deferred taxes). None of these 
concepts, however, appeared to be better than the actually reported 
current earnings in the sense of yielding consistently higher gross and 

2 In terms of the numerical results, the main difference between the two measures is that 
measure (a) turns out to yield somewhat lower estimates of the cost of capital. In all other 
respects, however, such as the contributions of the other variables, the behavior of the systems 


over time and the results of various tests applied to check the specification, the two measures, 
insofar as we have tested them, give an essentially similar picture. 
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net correlations with V or of showing less evidence of attenuation in 
direct least-squares regressions. The same was true, moreover, for simple 
equally weighted two- and five-year averages of past reported earnings. 
The relatively poor performance of such averages is probably a reflec- 
tion of the fact that in the utility industry, the purely “transitory,” 
random components in earnings tend to be quite small relative to the 
“permanent” shocks (such as those induced by changes in regulation 
policies or in accounting conventions). Where such is the case, it might 
well be that some unequally weighted average with high weight on the 
current year probably exists that would do better than either current 
earnings alone or a simple average. We have, however, made no further 
attempts to find such an average because there is no real hope that even 
such an improved measure would be sufficiently error-free to permit 
dispensing with the instrumental variable procedure. At best there 
might be a small gain in efficiency, but the eventual second-stage esti- 
mate is unlikely to be very different. For simplicity, therefore, we chose 
to work with current-year earnings (though, once again, this is not a 
procedure we would recommend for other industries, particularly those 
subject to cyclical fluctuations in earnings) .® 

Another troublesome variable offering several possible choices of 
definition is the debt variable. Originally, we had thought we could 
focus exclusively on long-term debt, ignoring short-term liabilities most 
of which would presumably be noninterest bearing and which, in any 
event, we expected to be small and relatively uniform throughout the 
industry. The major definitional problem would then be that posed by 
convertible issues selling at a substantial premium. As it turned out, 
however, such issues were quite unimportant during our sample period; 
but short-term liabilities proved to be both highly variable and in some 
cases very large in relation to total liabilities. In part, at least, this 
variation seems to stem from the practice of many companies of financ- 
ing construction with short-term bank loans that are later refunded 
after completion of the project. Since it was not always possible to 

2 The main danger in using current earnings arises from the possibility that because of, 
say, industry-wide strikes or cyclical disturbances, current earnings may be a systematically 
biased estimate of long-run earnings throughout the industry as a whole. That is, in terms of 
the system (15), the second equation would have to be replaced by X =AX*-+-»0, Ax1, implying 
in turn that the ultimate second-stage estimate of a will be a biased one— yielding a/A rather 
than a. Where such industry-wide distortions are present, an average of past earnings will 
be a less biased measure of X* and should be used in the first stage even in the unlikely event 
that it did not perform as well as current earnings in the direct least-squares regression of V on 
X. In our industry, it happens that the sample mean (deflated) current earnings are so close 
to the sample mean average earnings that nothing much would be gained in using the average. 
This is not to say, of course, that either current earnings or average earnings constitute an 
unbiased estimate of X*. We suspect that there probably is some (slight) systematic under- 
statement of earnings iu both cases due to the more generous depreciation allowances per- 


mitted for tax purposes during the Korean War (and by the Revenue Act of 1954) and re- 
flected in profits, either directly or indirectly, via the reserve for deferred taxes. 
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separate out such loans from other short-term liabilities, the safest 
course seemed to be to include all short-term liabilities as well as long- 
term liabilities in the debt variable. Any errors that this approach may 
involve are not likely to create serious difficulties for present purposes 
of estimating the cost of capital.” 

Debt, preferred stock, common stock and their sum, total value of 
the firm, are taken at market values and are based on price quotations 
as of the end of each sample year. To iron out any purely short-term 
randomness in the price quotations, a simple average of December and 
January weekly closing prices was employed. The necessary price quota- 
tions were always available for common and preferred stock issues, but 
not always for long-term debt issues where an issue was privately placed 
and held. In such cases, we estimated the market value on the basis of 
the yields reported by Moody’s for comparably rated issues of equiva- 
lent term. For the short-term liabilities, we had, of course, no choice but 
to use the book value of such liabilities. Our measure of V, therefore, 
must certainly be regarded as subject to error. But there is no reason to 
believe that these errors (plus the inevitable purely clerical errors) are 
of a sufficiently systematic nature to bias the estimates. 


B. The Single-Equation Least-Squares Estimates 


Turning now to the results themselves, we first present in Table 1 
the estimates obtained from single-stage, least-squares regressions using 
reported current tax-adjusted earnings as the earnings variable. If 
our analysis has been correct, these estimates should display at least 
the more obvious symptoms of attenuation bias; and a glance at the 
top panel of the table shows that such is indeed the case. Here the equa- 
tion has been fitted with a constant term—a specification, it will be 
recalled, that 1s equivalent to adding total assets as an explanatory 
variable in the undeflated equation. These constants are not only sig- 
nificantly positive in two of the three years—on the order of three to 
four times their standard errors— but are quite large relative to the 
mean value of the dependent variable, which is approximately .9 in 
all three years. The effect is particularly marked in 1954, where the 
value for the constant of .274 would be far too high to be taken seri- 
ously as a measure of the true explanatory contribution of total assets 
to market value if earnings were measured without error." 

% Even though the debt variable may include random measurement error, the fact that it 
is incorporated into the dependent variable keeps such errors from introducing any systematic 


bias in the coefficienta of the value equation. Some problems may arise, however, where tests 
of the specification are involved. See below, Section IIL.E.1. 


% The means and standard deviations of the major variables along with the matrix of sim- 
ple correlation coefficients are presented in Appendix B. 

x Just why the measurement error might be higher in 1954 than in either of the two subse- 
quent years is still not entirely clear to us. Possible explanations might be (a) that fundamental 
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In the bottom panel of the table, we present the results obtained with 
the same variables but with constant term suppressed. As would be 
expected (cf. n. 26), the estimates of the capitalization rate are all 
higher (especially so in 1954). If our analysis is correct, however, they 
are still somewhat too low, so that still higher values should presumably 
be found in the second-stage regressions.?" 


C. The First-Stage Regressions on the Instrumental Variables 


Table 2 shows the first-stage regressions of reported arnings on the 
instrumental variables. To help in interpretation, the results are pre- 
sented with and without dividends included among the set of instru- 
mental variables. As can be seen from the first panel, total assets appear 
to convey considerable information about earnings in this industry— 
the constant terms ranging from just under 4 to just over 7 times their 
standard errors. Given total assets, moreover, little additional informa- 
tion seems to be provided by the other variables as evidenced by the 
low values of the multiple correlation coefficient. 

The group of regressions in the second panel, which will serve as the 
basis for the computed earnings variable in most of the subsequent 
second-stage regressions, involves the full set of instrumental variables 
including dividends. As expected, the dividend variable makes a very 
substantial contribution in all three years. In fact, the combination of 
dividends, debt, and preferred stock now proxies for the earnings stream 
so well that there seems to be relatively little left for total assets to con- 
tribute (especially in 1956 where total assets are completely swamped). 

As for the actual numerical values of the coefficients, there is, of 
course, little point in attempting to interpret them separately. The rele- 
vant concern rather must be whether they seem to behave “sensibly” 


revisions in the tax law were made in that year by the Revenue Act of 1954, particularly in 
the important area of depreciation allowances; (b) that earnings in 1954 still reflected to some 
extent transitory elements stemming from the Korean War and its immediate aftermath; and 
(c) that for the many companies in our sample that had only relatively recently emerged as 
separate entities following dissolutions under the Holding Company Act, reported earnings 
still reflected transients connected with the process of dissolution. 

x For what it may be worth as an aid in judging goodness-of-fit, the table also shows a 
column labeled “Multiple R” for the no-constant regressions. The entry was computed accord- 
ing to the usual definition of R (Le, 1— X1-the ratio of the residual variance around the 
regression to the variance of the dependent variable) even though this may lead to nonsense 
results when the fit is extremely poor (gince the residual variance around the constrained 
regression line may actually exceed the variance of the dependent variable). Án alternative 
and probably more meaningful way of looking at goodness-of-fit with constant suppressed is 
to ask how well the regression enables us to “predict” the value of the firm. For this purpose 
we show the adjusted standard error—the adjustment consisting of summing the squared 
deviations not around the actual sample mean residual but around zero which is the presumed 
mean if the specification were really correct—and the adjusted error as a per cent of the sample 
mean value of V/A. 
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taken as a whole and here we can derive at least some comfort from the 
relative stability of the relations over time. There is evidence of drift 
over time in some of the coefficients; but the key coefficients with one 
exception (the debt coefficient of 1957) are of the same sign, order of 
magnitude, and approximate level of significance in all three years.?? 


D. The Second-Stage Estimates 


Table 3 presents the second-stage estimates with the earnings vari- 
able constructed from the full set of instrumental variables using the 
regression coefficients in panel IT of Table 2. In the upper half of Table 
3 the regressions have been fitted with a constant term so as to provide 
& check on the validity of our specification that the true constant term 
is zero. Comparison with the corresponding panel of Table 1 shows 
that the constant term does indeed drop sharply in the two years, 1957 
and 1954, for which it was substantial in the direct least-squares regres- 
sions. One coefficient changes sign and all three constants are now much 
smaller than their standard errors.? We have therefore considerable 
support for our hypothesis that the true constant term is zero; and that 
the large positive constants of the direct least-squares regressions are 
simply a reflection of the proxying power of total assets when earnings 
are measured with error. Further confirmation of the errors model (as 
well as of our conjecture that the errors of measurement in earnings 
would not be strongly correlated with our instrumental variables) is 


33 Although the coefficients in the second set of regressions in Table 2 are relatively stable 
over time, considerable difference exists between the two sets in the values of the coefficients, 
particularly of debt and preferred stock. There is, however, nothing anomalous or surprising 
in these differences, With dividends excluded, the debt and preferred coefficients in the first 
set show the effects on total earnings of differences in debt and preferred given total assets, 
ie., essentially the effects of differences in "capital structure." With dividends included, and 
the constant term close to zero, the debt and preferred coefficients in the second set are largely — 
showing the effects of differences in debt and preferred piven net profits, i.e., essentially the 
proxying power of debt and preferred for their corresponding pieces of the income stream. 


3 Since no “canned” two-stage least-squares computer program was available to us at 
the time the estimates were made, the coefficients appearing in Table 3 (and in all subsequent 
second-stage tables) were computed literally in two stages. That is, & new earnings variable 
was actually constructed from the first-stage regressions and the second-stage regression run 
with that variable included among the independent variables. The coefficients so obtained are, 
of course, exactly the same as those that would have been obtained from a 2SLS program, 
but that is not true for the standard errors of the coefficients (or the standard error of the 
regression). In terms of previous notation, the sampling variances in the literal second stage 
will be the product of the inverse of the moment matrix and the scalar Var (utaw); whereas 
the appropriate scalar multiple for our specification should be Var (s—2av). An estimate of 
the latter is provided by the residual variance of the direct least-squares equation recomputed 
with the 2SLS coefficients. In those cases in which the constant term in the regression is 
suppressed the desired residual variance must, of course, be computed &round the presumed 
mean of zero under the specification, rather than around the actual sample mean residual. 


We are grateful to Albert Madansky for some helpful discussion on these and certain related 
points. 
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provided by the behavior of the earnings coefficients, all of which are 
higher than their counterparts in Table 1—particularly so in 1954 where 
the coefficient increases by nearly 40 per cent. 

The second part of Table 3 shows the second-stage regressions with 
constant term constrained to equal zero. Since the a priori value of the 
constant term in our model is zero and since the actual sample values, 
as we have seen, do not differ significantly from zero, these constrained 
estimates are the most efficient obtainable under our specification. 
Notice that the loss of efficiency from the use of instrumental variables 
turns out to be relatively small. In the second-stage regressions, the 
standard errors of the coefficients average only about 3 per cent higher 
than those of the direct least-squares regressions.“° As it turns out, the 
earnings coefficients also show only a very slight increase over those in 
the corresponding part of Table 1. This is, of course, not entirely sur- 
prising. Since the bias due to measurement error takes the form of an 
attenuation of the coefficient of the “noisy” earnings variable, the mere 
act of suppressing the constant will, as noted earlier, automatically 
force that slope much closer to its “true” value. Only where the error of 
measurement is large, as it appears to be in 1954, or where one or more 
of the other explanatory variables in the equation are strongly correlated 
with the unobservable X* are the effects of removing the bias likely to 
stand out sharply. In our present specification it happens that the other 
variables are not good proxies for earnings; but, as we saw in the case of 
the constant term and as we shall see even more strikingly in the next 
section, such proxies and consequent dangers of bias do enter as soon as 
we try to test the validity of that specification. 


E. Some Further Tesis of the Specification 


1. Debt and valuation. It will be recalled (see Sec. I. C) that under our 
model the value of the firm, growth aside, is equal to capitalized tax- 
adjusted earnings plus r times the market value of the debt. Since the 
coefficient of the debt variable is thus specified to have the value r 
independent of the other coefficients, we have so constrained it in all the 
regressions by subtracting rD from V in forming the dependent variable. 
For most finance specialists, however, this will be regarded as a gross 
misspecification. The traditional view in finance has long been that 


40 Tt may perhaps be worth mentioning that in terms of their ability to explain V—one 
measure of this ability being indicated by the relative standard errors shown in the last 
column of Table 3—the second-stage results here presented compare favorably with those 
obtained in other valuation studies such as, e.g., Gordon [7]. 

& Ag a further check on the earnings coefficient, and in particular to see whether our use 
of dividends as an instrumental variable might be introducing some distortions, we ran the 
second-stage regressions with X constructed from the first panel of Table 2. The earnings 
coefficients turned out to be almost identical to those in Table 3, but, of course, the standard 
errors were considerably higher. We also have run the entire set in undeflated form and again 
found no significant change in the coefficients. 
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because of the supposed nontax advantages of leverage the contribution 
of debt to value, given tax-adjusted earnings, will be significantly 
greater than r; and that there will also be a substantial positive leverage 
contribution from preferred stock (whose coefficient, of course, we have 
in effect constrained to be zero by omitting any preferred stock variable 
in the value equations). A complete test of these conflicting views about 
the effects of leverage on valuation would be far too space-consuming for 
this paper. We shall, therefore (albeit somewhat regretfully), have to 
postpone any full-scale attempt to settle the leverage issue to a subse- 
quent paper. Fortunately, however, there is no need for present pur- 
poses to have the most precise estimate possible of the leverage effect. 
At the moment, the concern is merely whether our specification is a 
sufficiently accurate first approximation for purposes of estimating the 
cost of capital; and this more narrow question can be answered by the 
relatively simple expedient of including debt and preferred stock among 
the independent variables and seeing whether they make any significant 
additional contribution. 

The results of this test are presented in Table 4. The top panel shows 
the direct least-squares estimates using measured earnings. Clearly, if 
these results were to be taken seriously, our specification would have to 
be rejected. In one of the three sample years, 1954, the preferred stock 
coefficient is positive and one and one-half times its standard error, 
while the debt coefficient is positive and slightly greater than three times 
its standard error. Taking the three years as a whole, the average debt 
coefficient is about .13 and the average preferred stock coefficient about 
.07—values uncomfortably far from zero in the present context. Note 
also that including these capital structure variables completely reverses 
the time pattern of the key earnings coefficients with the values increas- 
ing steadily from 1954 instead of decreasing as in the second panel of 
Table 1 or as in Table 3. 

Previous results and analysis, however, would lead us to suspect 
upward bias in these coefficients, particularly in 1954. If the measure- 
ment error in 1954 earnings is really as serious as it seemed to be in 
earlier tests, the proxying power of debt and preferred stock for their 
corresponding components of the true earnings stream could easily 
produce positive values as large or larger than the coefficients actually 
observed in the DLS equation. A glance at the two-stage results in the 
second panel of Table 4 strongly suggests that such proxying is very 
definitely at work in the DLS equations. Notice that all six coefficients 
fall in size—the fall being particularly dramatic in the case of the large 
debt coefficient of 1954. The average of the three debt coefficients is now 
only .01 and the average of the preferred stock coefficients a little over 
.025. The average standard error is many times as large and the coefh- 
cients themselves vary unsystematically in sign and magnitude over the 
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three years. We clearly, therefore, have considerable support for the 
proposition that we are seeing here only sampling fluctuations around a 
true value of zero; and that the coefficients of these variables may safely 
be constrained to zero in the interests of increasing the efficiency of the 
estimate of the key earnings coefficient. 

2. Dividends and valuation. The treatment of dividends so far in this 
paper has been predicated on the assumption that the true, as opposed 
to the purely informational, effect of dividends on market value is small 
enough in this industry to be safely ignored. By safely ignored we mean 
both that it would not be worth the bother to introduce payout terms in 
the expression for the cost of capital; and that there 1s no significant loss 
in the efficiency of estimation of the key earnings coefficient by omitting 
dividends entirely from the value equation. The two-stage, instrumental 
variable approach permits us to test these suppositions and in the 
process to shed some new light on the long-standing controversies in the 
field of finance over the role of dividends in valuation. 

The dividend variable to be used in the tests will be of the form 


dee 


(= : = — =) 
A A 


where À is the sample average “payout” ratio in terms of (X*’—7R) for 
the year in question. This payout form for the dividend variable has the 
advantage of preserving the interpretation of the earnings coefficient as 
the capitalization rate for companies following an average dividend 
policy and thereby facilitating comparisons with previous results.“ 


a Tt should be noted, in this connection, that the debt and preferred stock coefficients are 
likely to be somewhat biased upward even in the second-stage regressions. The bias arises 
from the fact that we now have the debt and preferred variables on both sides of the equation 
80 that any errors of measurement or of concept will be positively correlated. 

8 Once again, we checked to make sure that this result was not somehow an artifact stem- 
ming from the use of dividends as an instrumental variable by running the same test with 
computed from the first panel of Table 2. The general picture was very similar to that in 
Table 4 with the coefficients of debt and preferred actually averaging even closer to zero. 
Essentially the same was also true for tests run in undeflated form. 

4 Jf div/A is used as the dividend variable, the earnings coefficient measures instead the 
effect of an increase in earnings, dividends held constant (i.e., of an increase in earnings 
of which is retained). The coefficients of the two regressions 


rester 
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V — rD (gm dod div X' — rR 
A ^V 4 ENA A 
are, of course, not independent and in fact it can easily be verified that ar =a, a;’=a,+Am, 
Var(a4) = Var(a,), and Var(a:"}=Var(a;)+A? Var(az)--2A Cov (ai, a3). 

Note also that the optimal value of À to use would be the regression coefficient of dividends 
on earnings with all the other explanatory variables included in the regression. Since a constant 
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The results of the tests are presented in Table 5. The top panel shows 
the direct least-squares results with measured earnings as the earnings 
variable. Notice that the dividend coefficient is positive in all three years 
and very substantially so relative to its standard error and to the earn- 
ings coefficient in 1954. Findings of this kind (which are quite typical of 
past valuation studies) have been the main empirical support of the 
traditional view that high dividend payouts increase the value of the 
firm.“ If our analysis is correct, however, these coefficients are biased 
upwards because of the additional information that dividends convey 
about expected future earnings beyond that contained in the imper- 
fectly measured earnings variable. | 

The second-stage results in the bottom panel of Table 5 provide a test 
of this interpretation. Since dividends are included among the instru- 
mental variables, the coefficient of the dividend variable in the second 
stage should provide an estimate of the contribution of dividends to 
valuation that is presumably less seriously contaminated by the mere 
informational effect. In this light the results are quite striking. In each of 
the three years the point estimate of the coefficient 1s now found to be 
negative, although of small magnitude and significance, except possibly 
in 1954. 'Thus, at least for this industry in these years the traditional 
view that the market valuation of shares tends to increase with the 
proportion of income paid out as dividends is completely unsupported.* 


term is not included among these other variables, the regression coefficient can be counted on 
to be extremely close to the mean value of div/ X" —rR and accordingly, for simplicity, we have 
used these means in the tests presented. 


4 Since the conventional tests in the literature involving the regression of some value 
variable (usually share prices) on earnings and dividends do not suppress the constant term, 
we reran all the DLS equations in Table 5 with constant included to see whether that would 
make any significant difference. It didn’t. 


*5 We can see, however, some possible mechanisms that might lead to a negative bias for the 
dividend coefficients under the two-stage approach. Consider, for example, the case of a com- 
pany whose payout ratio is substantially greater than the average for the industry as a whole. 
Then since dividends enter the first-stage regression with substantial positive weight, the 
computed value of ¥ for that company will tend to be pushed above its measured X and prob- 
ably also its true X*. Hence, in the second stage the value of V predicted from X will tend to 
be too high; and since thís positive deviation will be associated with above-average dividends, 
the dividend coefficient will tend to be pushed down so as to reduce the size of the over-all 
residual. There will, of course, be a similar negative twist imparted to the dividend coefficient 
in the opposite case of payouts much below the average. 

In an effort to determine how important such a bias might be we ran two kinds of supple- 
mentary tests. One was a simulation in which the true dividend effect was set at zero and in 
which about 10 per cent of the firms in the sample were assumed to have payout ratios widely 
divergent from the industry mean. The result was a very slight negative coefficient, but very 
far from being statistically significant. The second test consisted of extending the two-stage 
approach to the dividend variable itself and was motivated, of course, by the fact that the 
bias described above is closely akin to that occasioned by ignoring the fact that dividends 
are really an endogenous variable from the standpoint of the system as a whole (cf. n. 31). 
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For present purposes of estimating the cost of capital, however, per- 
haps the main conclusion to be drawn from Table 5 is that the dividend 
effect is sufficiently small and uncertain to be safely neglected. From the 
statistical point of view the addition of this variable does not appear to 
improve the reliability of the estimates of the other coefficients, notably 
that of the critical earnings variable. Indeed, even the small reduction in 
the residual variability resulting from adding the dividend variable is 
more or less offset by the loss of one degree of freedom, so that on 
balance the standard errors of the regression coefficients actually tend to 
be somewhat higher. And from the substantive point of view, even if one 
were to accept the coefficients of the dividend variable as a reliable 
measure of the true dividend effect—which we would certainly hesitate 
to do in view of the large standard errors and the puzzling drift of the 
coefficients over time*’—the implied quantitative effect of dividend 
policy on market valuation and the cost of capital would still be negli- 
gible. In 1954, for example, the year with the largest dividend coefficient 
in absolute value, the elasticity of the value of the shares at the mean 
with respect to dividends paid is only about —0.08. That is, a 20 per 
cent decrease in dividend payout—which would constitute a very large 
decrease in this industry, since the standard deviation of the payout 
ratio is about 10 per cent of the mean—would be associated with an in- 
crease in the value of the shares of only about one and one-half per cent, 
an amount far smaller than the relative standard error of estimate of S 
itself. Accordingly, in the discussions of valuation and the cost of 
capital to follow we shall work exclusively with the results in Table 3 
rather than those in Table 5. 


Operationally, this meant regressing both X and dividends on the instrumental variables in 
the top panel of Table 2 and then regressing V on computed X and computed dividends (along 
with size and growth) in the second stage. The result turned out to be that in all three years 
the dividend coefficient was less negative than those of Table 5, and in 1957 the coefficient 
was actually positive and of essentially the same order of magnitude as the direct least-squares 
estimate. Although these results tend to confirm our suspicions about possible bias of the 
results in Table 5, we feel they also show that the bias is unlikely to be large enough to force 
ug to revise our conclusion, namely, that the data rule out any substantial positive effect 
for dividends along the lines of the traditional literature in finance [10, esp. p. 363] or of 
Gordon [6] or Durand [5]. In this connection, we find it encouraging to note that other 
researchers are now also beginning to report that the dividend effect is actually relatively 
small even in the utility industry (see, e.g., Friend and Puckett in [5a] and Beranek [1a ]). 

* The only plausible rationalization for the drift that we have been able to find is that it 
may be reflecting the fact that the number of companies paying tax-exempt dividends (cf. n. 19) 
increased steadily after 1954. 


48 [t may seem strange to some that we test for the effect of dividends on share prices in 
an equation describing total market value (including debt and preferred stocks) rather than 
one solely in terms of the value of the common shares, Remember, however, that under our 
valuation model, the variables debt and preferred stock must be included among the explana- 
tory variables in the S relation (cf. above Sec. T.C). Since these variables are also among the 
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3. Comparison with estimates from the yield formulation. As noted 
earlier, an alternative way of estimating the cost of capital under our 
specification would be to use a “yield” equation of the form 


1 ches 
(18) et a, ag ee a 


with the constant term af providing the desired estimate of p. (Cf. Sec. 
II.A and n. 28.) The main drawback to this approach comes from the 
presence of V —7D in the denominators of variables on both sides of the 
equation which imparts an upward bias to the coefficients of the inde- 
pendent variables and a consequent downward bias to the crucial con- 
stant term. Since the direction of the bias is known, however, we can use 
equations of this form to provide at least a rough check on the reason- 
ableness of the estimates obtained by the more roundabout, two-stage 
approach. 

The coefficients obtained in the yield equations are presented in Table 
6. To facilitate comparison with the estimates in Table 3 a column has 
been added showing the reciprocal of the constant term, which is the 
estimate of the capitalization factor for earnings implied by the ob- 
served constant terms in the yield equations.f? As predicted under our 
model, the capitalization factors obtained via the yield equations are 
indeed all higher than those obtained via the two-stage approach. The 
gap between the two sets of estimates tends to widen somewhat over 
time, but the differences are never very large. This close agreement 
should remove any lingering fears that major distortions in the estimates 
may somehow have been introduced in the two-stage approach? At 
the same time, it suggests that the simpler yield equations may still have 


instrumenta] variables, a second-stage S equation containing computed profits, debt, preferred 
and dividends would be just identified and that only by virture of the constant term included 
in the first stage but suppressed in the second. Since, as we have seen, the contribution of 
total assets as an instrumental variable is very small when dividends are included (along with 
debt and preferred) computed profits will be so nearly a linear combination of the other ex- 
planatory variables that no effective identification is possible. This extreme collinearity is 
avoided in the V tests, of course, since debt and preferred are excluded from the V equation 
along with the constant term. There is some possibility of success in designing dividend tests 
in terms of S by the use of more elaborate kinds of instrumental variables; but further discus- 
sion of these is best postponed to sequel papers. Note also that the practical necessity of 
excluding at least two of the instrumental variables in order to obtain adequate identification 
explains why we have not been able to obtain any joint tests of the various specification re- 
strictions considered above singly. 

o It can be shown (see Cramér [4, pp. 353-54]), that given a sample estimate & with stan- 
dard error e, the corresponding (large sample) estimate of 1/a is 1/8 and of its standard 
error, o/&. 

5? Initially we thought it might be possible to provide further tests of the specification by 
exploiting the information in the residuals of the estimating equations. For each sample 


372 THE AMERICAN ECONOMIC REVIEW 


TABLE 6—Direct LEAST-SQUARES ESTIMATES FROM YIELD-Form EQUATIONS 
Dependent Variable: (X —rR)/V —7D 















Coefficients of Reciprocal of 


Constant 
Term and 
a Growth Standard 
Constant |(1/ E eo rev aes Error 
1957 | .0592 .166 — .0516 
(.002) (.04) (.02) 
1956 .0582 . 066 — .0325 
(.001) (.04) (.01) 
1954 .0506 . 121 — .0124 


(.001) (.04) (.01) 





a useful role to play in valuation studies, particularly where the interest 
is mainly in determining the direction of changes in the cost of capital 
over time rather than developing precise estimates or testing the basic 
specification as developed here. 


F. Summary 


In this section we have attempted to apply and to test the model of 
valuation developed in Sections I and IJ of this paper. Strong support 
has been presented for our contention that the usual direct least-squares 
value equations (and yield-form equations) lead to biased estimates of 
the key parameters. The evidence has also been seen to be consistent 
with our specifications with respect to the constant terms, the value of 
the debt coefficient and the role of dividends. Given these specifications, 
the most efficient, consistent estimates of the value relation are those 
shown in the second panel of Table 3; and it is to the economic interpre- 
tation of these results that we now turn. 


year we have three residuals which can be expressed in previous notation as themit 
thine tato, and 149 ,-]- 10; If, therefore, we could assume E(u) = E(u“ rw) = EO go) =0 
for t, r= 1957, 1956, and 1954, we could obtain estimates of the variances of the specification 
and measurement errors for each year as well as of the interyear correlations of the specifica- 
tion and measurement errors. As it turns out, however, the assumption that the side correla- 
tions are zero is clearly untenable (there being particularly strong evidence of substantial 
negative correlation between v and w). 

Although the residuals thus cannot be exploited to get directly at the specification error, the 
question arises as to whether they can at least be exploited to improve the efficiency of the 
. estimates of the coefficients along the linea suggested in Zellner and Theil [23], Zellner [22], 
or Telser [20]. Even if there were no conceptual difficulties in applying these methods to 
models involving measurement error it seems very doubtful that the gain in efficiency would 
be worth the cost in our case because of the very high year-to-year correlation between the 
independent variables. 
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TABLE 7—-Sournces CONTRIBUTING TO THE VALUE OF THE FIRM 


Absolute Contribution Contribution as a 
to Mean V/A Percentage of Mean V/A 
1957 
1. Capitalized earnings on 
assets currently held .758 
2. 'Tax subsidy on debt 2202 
3. Growth potential 112 
4. Difference between infinite 
size and mean size — .019 
MEAN V/A 1.113 





IV. Valuation and the Cost of Capital in the Utility Industry 
A. The Anatomy of Valuation 


In Table 7 the coefficients from Table 3 have been multiplied by the 
sample mean values of the variables so as to illustrate the relative im- 
portance of the various factors contributing to the market value of the 
typical firm in the industry. As expected, by far the largest component of 
market value is the capitalized earning power of the assets currently 
held. Next in importance is the tax subsidy to debt reflecting, of course, 
both the high corporate tax rate during the sample years and the very 
high debt ratios characteristic of this industry. Future growth poten- 
tial, though small, was apparently increasing steadily in importance 
relative to current earning power over this period and by 1957 was 
accounting for something over 10 per cent of market value. The only 
mild surprise perhaps is the virtually negligible contribution of size to 
value. The difference in valuation, other things equal, between a firm of 
indefinitely large size and that of mean size in our sample turns out to 
be only on the order of 1 or 2 per cent of total market value. It should be 
remembered, however, that by ordinary standards, all the firms in our 
sample are extremely large. 


B. The Cost of Equity Capital 


Turning now from valuation to the other side of the coin, the cost of 
capital, we show in Table 8 the estimates of the cost of equity capital 
implied by the earnings coefficients of Table 3.59 For comparison, the 
table also shows two other measures of the cost or “ease of acquisition" 


8 To see whether a more direct size variable than our 1/4 might lead to different results 
we reran the equations using log A as the measure.of size (in the deflated equations). No 
significant change occurred either in the relative importance of the size effect’or in the values 
of other coefficients. 

& Cf. note 49, 


374 THE AMERICAN ECONOMIC REVIEW 


TABLE 8—EsTIMATED Cost oF Equrry CAPITAL AND SOME ALTERNATIVE MEASURES 
or Egurry Costs : 


kepo Duce] ee Lord 
Estimated Cost | Average Earnings RA Book-Val *| Leverage-Adjusted 
Year | of Equity Capital | Yield on Shares | °° ic ue | Total Earnings 
(p) 7/5) B i Yield 
| A (X"—sR)/(V—rD) 





As per As per As per As per 

Amt. cent of Amt.  centof | Amt. cent of Amt. cent of 
1954 1954 1954 1954 
1957 . 062 122 -| .070 106 „64 105 .056 110 
1956 . 060 118 .070 106 .63 103 .056 110 
1954 051 100 .066 100 .61 100 .050 100 


of equity capital frequently used by economists in investment studies, 
namely, the average earnings-price ratio and the reciprocal of the aver- 
age price-book value ratio for the shares. Notice that all three measures 
indicate a rise in the cost of equity capital between 1954 and 1957, but 
our measure indicates a steeper and more substantial increase over the 
interval. The causes and implications of this apparently lesser respon- 
siveness of the standard measures will.become clear in subsequent dis- 
cussion. 

Insofar as levels are concerned, notice that the average earnings yield 
happens to be consistently higher than our estimate of the cost of 
equity capital. We say “happens to be" to emphasize that under our 
model of valuation there is no “normal” or even simple relation to be 
expected between the two concepts. The earnings yield for any company 
is not a given fixed number for each member of the class, as so much of 
the traditional discussion in finance and economics would suggest, but 
rather a function whose arguments include the cost of equity capital 
for the class, the firm's growth potential, its leverage policy, and its 
size. The sample mean earnings yield shows only the combined effect of 
these different and to some extent offsetting influences. 

The precise way in which the various components of the yield fit 
together in the present sample is illustrated in Table 9. The entries have 
been computed by “solving” our fitted V equations for their implied 
3'/S functions, and then substituting the appropriate sample mean 
values for the variables into these derived functions. Specifically, if the 
V equation (neglecting the deflator) is represented as 


(19) | V — rD = — as + a(X* — rR) -- rAd; 


then, making use of the identities V=S+D+P and X*—a-- Pdo+ R, 
we have as the implied function for the value of the shares (cf. II. C): 
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(20) S = — as + ax* — (1 — 7)| D — aR] — [P — Pdo] + 2344, 


and as the implied earnings yield function: 


(21) “= —-—~“4— + 





The first term of (21) is the cost of equity capital in our sense for the 
class as a whole; the second is the growth effect; the third and fourth, 
the leverage effects for debt and preferred stock, respectively; and the 
last term is the size effect. The presence of leverage, by raising the 
“risk” attaching to the shares, drives up the expected earnings yield 
relative to the cost of equity capital. The existence of growth potential 
with its implied prospect of future capital gains tends to reduce the 
current expected earnings yield on the shares. 

As can be seen from Table 9, the leverage effect was the dominant one 
over the period as a whole which, of course, explains why the earnings 
yield consistently overstated the cost of equity capital during this 
period. The substantial narrowing of the gap between 1954 and 1957 
reflects the large rise in the growth contribution after 1954 both in 
absolute and relative terms. 


C. Valuation, Growth, and the Cost of Equity Capital 


Although the conventional earnings/price ratio is thus distorted as 
a measure of the cost of equity capital both by the growth effect and the 


TABLE 9--RELATION BETWEEN AVERAGE EARNINGS YIELD AND THE Cost OF EQUITY CAPITAL 





1957 
Average Earnings Yield .070 
Less: 

Leverage Effect .019 
Debt .016 
Preferred Stock .003 

Size Effect .002 

Plus: 
W Growth Effect} .014 
Total e .063 


Estimated Cost of Equity Capital .062 
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leverage effect, it is important to remember that the real culprit is the 
growth effect. That is, it is the growth effect and not the leverage effect 
that keeps us from being able to infer the cost of equity capital directly 
from market yields. We know, for example, that if there were no growth 
and no taxes the fundamental valuation equation, expressed in yield 
form, would be simply X/V — p. The ratio of expected total earnings to 
total market value—which may be thought of as a “leverage-corrected” 
yield—would thus provide a direct estimate of p. In principle, any firm 
could so approximate its cost of equity capital from its own company 
data, although, of course, as a practical matter, a better estimate would 
be obtained by averaging over a large group of similar firms so as to 
wash out any random noise in X or V. When we allow for taxes and the 
consequent tax subsidy on debt, the picture becomes slightly more com- 
plicated, but a direct approximation of p still exists. The appropriate 
yield [cf. (6) above] now becomes (X'—7R)/(V—1rD)—the ratio of total 
tax-adjusted earnings to total market value minus the value of the tax 
subsidy. 

'This method of direct approximation breaks down, however, in the 
presence of growth. The leverage-adjusted yield will be systematically 
too low as an estimate of p for any company with growth potential, as 
will be the group average yield for any sample that contains significant 
numbers of growth companies. Nor will the movements of the yield over 
time conform well with changes in p to the extent that the market's 
evaluation of future growth potential changes over time (and, of course, 
much of the short-term variation we see in share prices stems precisely 
from this source). Some idea of how sizable the distortions of level and 
movement of the yield relative to p can be—even in such a low-growth 
industry as our electric utilities and even over such a short span of time 
—can be gained by comparing our estimates of the cost of equity capital 
in the first column of Table 8 with those of the tax- and leverage- 
adjusted yield, [(X*— 7 R)/(V —7D) |, in the last column of that table. 

One somewhat surprising aspect of this comparison that is perhaps 
worth some special mention is the relative stability of the yield series 
over this period. Because of the many uncertainties surrounding esti- 
mates of future growth potential and because of the sensitivity of current 
market values to even small changes in projected growth rates one 
would expect the growth component in the denominator of the yield 
ratio to be quite volatile; and hence that the market yield would tend 
to swing quite substantially in response to these continuing re-evalua- 
tions. Some idea of why this "normal" pattern did not obtain during our 
sample period can be gained from Figure 1. The solid line functions there 
plotted are the basic value regressions of Table 3 for the beginning and 
ending years, 1954 and 1957, expressed in ratio form as 


MILLER AND MODIGLIANI: COST OF CAPITAL 377 


L957 
1954 





l 2 3 4 x*. TĒ 
FIGURE 1 


V — rD 1 “AA 
g= 4 N 
Xue ` OY aoe 
(and hence ignoring the minor size effect). The dependent variable is 
thus the reciprocal of the tax- and leverage-adjusted yield; the intercept 
a is our estimate of 1/p; and the slope a; is the coefficient of growth in 
the V equation.® 
Notice that in 1954, at the beginning of the period, the market's 
estimate of the growth potential of the industry was quite low. Because 
the slope was so flat, the approximate sample mean value of (V —7D)/ 
(Xr—rR)—indicated by the circled cross—differed only very slightly 
from the estimate of 1/p implied by the intercept. By 1957, however, a 
striking increase had taken place in the market's valuation of future 
8 'The use of the reciprocal of the yield rather than the yield itself is simply & matter of 


convenience since the presence of growth impounded in V would lead to a nonlinear relation 
between (X" —rR)/(V —7D) and growth as measured by AA/(V—rD). 
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growth in the industry. As can be seen from the broken line—which has 
been plotted with 1954 intercept and 1957 slope—this large revaluation 
would have pushed the average value of (V—7D)/(X'—7rR) up by 
nearly 15 per cent to 22.4 (equivalent to a yield of about .044) if no 
other changes had occurred. But instead of this “pivoting” around a 
stable intercept of 1/pg, our estimates indicate that there happened to 
take place a simultaneous and quite substantial drop in the intercept 
(i.e., rise in the cost of equity capital). So substantial, in fact (when 
combined with the slight fall in the mean value of the growth variable 
itself), that the upward push of the revaluation of growth was more 
than offset; and the mean value of (V —7D)/(X*— TR) actually fell by 
about 10 per cent. ' 

Although these compensating movements in p and the market's 
evaluation of growth “explain” the relative stability of the tax- and 
leverage-adjusted yield during the sample period, the explanation may 
strike the reader as having a somewhat paradoxical flavor. Growth po- 
tential, after all, is the opportunity to invest in the future in projects 
whose rates of return exceed the cost of capital. One would expect, there- 
fore, that a rise in the cost of capital would normally be associated with a 
fall in growth potential. There are a number of possible explanations for 
the opposite behavior in the present instance, but discussion of them is 
perhaps best postponed until we have first provided estimates of the 
average cost of capital relevant for investment decisions. 


D. The Required Yield or Average Cost of Capital 


As emphasized earlier, the relevant cost of capital for investment de- 
cisions at the level of the firm is the average cost of capital, p(1—7ZL), 
where L measures the "target" proportion of debt in future financing. 
The average cost is thus not a fixed number, but a schedule or function 
whose arguments are p (which is an "external" property of the class or 
industry determined by the market) and L (which is a matter of “‘in- 
ternal" company policy). Although the average cost of capital, unlike 
the cost of equity capital, is thus in principle different for each firm in 
the industry, we can get some idea of its value and behavior for the 
typical electric utility by using a typical or average value for L. The 

obvious candidate, of course, is the actual sample average of D/A for 
each year, since D/A measures the average proportion of debt in past 
financing, and this proportion is likely to be quite stable (particularly 
when averaged over the industry). Estimates with these values for L are 
shown in block 1 of Table 10. (N.B. For notational convenience we shall 
hereafter refer to these estimates as C(D/ A), using C(L) to mean the 
function itself, and C(D/A), i.e., without the bar on D/A, to refer to 


379 


MILLER AND ‘MODIGLIANI: COST OF CAPITAL 


'V/FV Jo ongea uou: o[dures samy ‘g [oueq ‘E equ], ur 3uor ooo q4013 o3 enba D YUM « 
"UNITING 2049525] [D42po,] IIOS "IOU JO} 92€12A9 Á[[1UO]N v 





























001 6£0' 001 6£0' 001 ££0' 001 TO` 001 920° 001 I£0 001 9£0' PS6T 
STI Sv0' OTT £90 901 S£0' ZIT 90" ZIT 620" 921 6£0° SZT SHO" |' 9561 
TZT LO" 80T Cv0' TOT *£0' SIT LYO" TIT 670° LET £70" 871 970" LS6T 
vS6I YS6T VS6T vS6I YS6I PS6T . YS61 
JO 7039 "quy Jo yma "jury Jo 7039 "jury jo 70939 "uy Jo ju» ‘Wwy jo 70u39 "jury Jo JU99 ‘Jay 
lod sy sad sy lod sy Jad sy rad sy iod sy jad sy 
(Z/a) (/a)12 WA 
D—A/QI^—,X) | MPM 9n[eA | SPM MPA leet (a/a) spuog (y/a)5 
XDpA oftiv | yew IAN | COM DIA — [sornrorr uo ppia| VAT PRIA | ArmA "qnd Taide) jo 
pejenfpy paog (— — — — ———————— — | wweppopiumg | PR ep[dureg | yyy UO SppA | 3800 93€33AV 
SPPIA e2e1oAy POPP AA 











SATAA NOSTKVdXO/;) AMOS ANV IVLIdVD JO ISOQ SOVHXAV AHL —O] WISV], 


380 THE AMERICAN ECONOMIC REVIEW 


the function evaluated not at the industry mean but at a particular 
company’s value of D/A.) 

These estimates C(D/ A) of the average cost of capital are, of course, 
always below the corresponding estimates of p (column 1 of Table 8); 
but the movements over time of the two series are closely similar since, 
as expected, the sample mean value of D/A is quite stable.* Notice also 
that the estimates of p and hence of C(D/ A) conform quite closely in 
their movements with the average yield on AAA bonds in the industry 
(block 2 of Table 10)—probably the most popular surrogate for the cost 
of capital in investment studies. This conformity is particularly interest- 
ing since the rate of interest on bonds enters only very indirectly into our 
calculations of p and C(D/A) and, as can be seen from block 3, the 
implied average rate of interest in our sample does not even seem to 
conform well with the AAA series." From the economic point of view, 
this parallelism between movements in p and the AAA yields would seem 
to suggest that over this short interval at least the movements of both 
series were dominated by factors affecting the supply of and demand for 
capital generally. Changes, if any, in investors' tastes for risk-bearing or 
in their evaluation of the riskiness of this industry in relation to others 
were apparently not large enough to cause any significant divergence of 
movement in the period under study. 

It is also instructive to contrast our estimates of the average cost of 
capital with those that would be obtained by following the prescriptions 
laid down in much of the traditional literature of corporation finance. 
Essentially, these call for computing the weighted sum of the market 
yields of each type of security, the weights being the “target” propor- 
tions of each security in the capital structure. That is, if we let i= the 
earnings/price ratio (our 47/5); p=the preferred dividend yield (our 
Pdv/P); r=the average rate of interest on bonds (our R/D); /—the 
target debt ratio; and /’=the target preferred ratio then the weighted 
average cost of capital function under the traditional view can be ex- 
pressed as :£(1—1— 7) -- p(1’) --r(1— 7) (1). Where the target weights / and 
I’ are computed at book value as is usually recommended (i.e., with 
l=D/A and l’=P/A and (1—/—/7) 2 B/A in our notation) we shall 
refer to the resulting average as Ce(D/A); where they are taken at 
market value (ie., with /=D/V and l’/=P/V and 1—1—1'—S/V) we 

K Tn interpreting these estimates of the average cost of capitalit may be worthwhile to re- 
mind readers that the figures in column 1 represent tax-adfusted yields (cf. notes 8 and 11) 
and are not adjusted for size (i.e., they would apply, strictly speaking, only to firms of infinite 
size). Adjusting to the average size of firm in our sample and converting to the more familiar 


before-tax basis, the corresponding average costs would be .073, .087 and .090, respectively, 
for 1954, 1956, and 1957. 

E One important reason for the divergence between market rates on bonds and our implied 
average yields is the fact that our debt variable in the denominator contains substantial and 
varying amounts of short-term liabilities, 
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shall refer to the average as Cu(D/V), with unbarred values of the 
argument standing as before for a single company value and barred 
values for industry means. Estimates of both C&(D/V) and Cu(D/ A) 
for the typical firm in the sample, using actual sample mean values of 
i, f, and r, as well as of the book- and market-value measures of / and /" 
in each case, are shown in blocks 5 and 6 of Table 10.5 

As can be seen from Table 10, both the levels and the time paths of 
C5(D/ A) and Cu(D/V) differ significantly from those of C(D/A). The 
largest discrepancies arise in the case of the widely used Cxs(D/4A) 
measure which is substantially below C(D/A) in all three years and 
which shows only a very slight rise over the period. The market value 
estimates, Cu(D/V) are considerably closer to those of C(D/ A), but 
they too fail to indicate the sizable increase in the cost of capital which 
seems to have occurred during this period. 


E. Reconciliation with Conventional Averages 


To understand precisely why these three methods of estimating the 
average cost of capital gave such different answers for the years under 
study (and why they are likely to continue to diverge for other years 
and other industries), it is helpful to begin by showing how these esti- 
mates would relate to each other in a much simpler world in which no 
growth potential ever existed. In such a world, we have seen that the 
ratio (Xr—rR)/(V —rD)—the tax- and leverage-adjusted yield of the 
previous section—would be a measure of our p, the cost of equity capital. 
Hence, from the standpoint of any individual firm, the C(Z) function 
can be expressed as 

X: — rR Xv: —-R 1—7L 


e out 


9 An alternative way of computing industry averages would be not to average the product 
of the mean yleld times the mean weight as was done in Table 10, but to average the product . 
of the yield and weight for each company separately. In the case of Cu(D/V) this leads to 
the very simple relation 





SV 


T Pdo KR(1-— 1) x 5 
G)+ aa F) 

The sample values of the latter yield are .038, .043, and .042, respectively, for 1954, 1956, 
and 1957. The (slight) difference between the two estimates arises, of course, from the fact 
that the company values of 47/5 are not independent of the values of S/V, i.e, of the com- 
pany's degree of leverage. 

Note also, for simplicity, we shall here-and hereafter i ignore the small difference between the 
book value and the market value of debt and preferred, using the market values in all cases. 


DTV) = E S LS 2 mns 2 
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The weighted average cost of capital function with market-value 
weights is 
(23) Apia a Rig). XTR 

j SV PYV D V y 


and with the book-value weights, 





T C.(0/4) = * B Pio P R—:D 
: SA PA D A 
Notice first that for the special case of L= D/V-——i.e., when the target 
leverage coincides with current leverage at market value, D/V, the 
function C(L) takes the value 





Xr —44R _ 


In other words, if a firm's current and future target leverage is D/V it 
will get precisely the same estimate for its average cost of capital regard- 
less of whether it chooses to multiply its current tax- and leverage- 
adjusted yield by |1—7(D/V)]; or to compute the weighted average of 
the current yields of its outstanding securities, with market-value 
weights for each; or if it simply uses the ratio of expected tax-adjusted 
earnings to total market value. A similar equivalence of estimates (at 
least to a very close degree of approximation) would also hold, of course, 
for economists concerned with "typical" values for the industry and 
using industry mean values of D/V and of the various yields, i.e., 
C(D/V)=Cu(D/V).*" Note also that if V= A—which would tend to be 
the case if there were no growth past or future—then Ca5(D/A) becomes 
the same function as Cu(D/V) and, by extension, as C(L). In this 
special case of no growth, therefore, all three company and industry- 
wide estimates will coincide. 

'This simple picture changes quite drastically, however, as soon as 
growth potential is introduced. The function C(Z) must now be ex- 
pressed as 

8 Although the equivalence holds for individual company data and for industry averages, 
there is one important case in which the equivalence very definitely does so; hold. This is 
the common case of the firm following the weighted average approach of (23) with current 
(or prospective future) company weights, but using industry-wide averages of the component 
yields so as to obtain less noisy estimates. The trouble here is that the market yield on shares 
(and to some extent the yields on preferred and bonds as well) are increasing functions of 
leverage. Hence, for a firm whose target leverage is greater (smaller) than the average for 
the industry the industry mean yield will be an underestimate (overestimate) of its own yield 
and the resulting average cost of capital will be too low (high). 'This problem does not arise 


under our (22), of course, since (X' —rR)/(V —1D) is not a function of firm policy (as is 47/5), 
but an estimate of the external, market-given parameter, p. 
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(25) C(L) = — —— ——— (4 — tL) = ———.———————— 3 
V — rD — G V—G 1 ( D ) 
— T 


V—G 


where G=the market’s current valuation of future growth potential. 
Hence, as can be seen by reference back to (23), there no longer exists 
any concept of L for which the function C(L) will be the same as 
Cu(D/V). Note also that in the special case in which future growth 
potential constitutes the only major source of divergence between V 
and A, (D/A)&=|D/(V—G)], so that our estimates of the average 
cost of capital C(D/A) would be closely approximated by the ratio 
[(X¥*—7R)/(V—G) ]. The actual sample mean values of that ratio (with 
G taken as the product of the growth coefficient in Table 3 and the mean 
value of our growth variable AA/A) are shown in the last block of Table 
10. As can be seen, the approximation to C(D/ A) is indeed quite close in 
1956 and 1957; but it is less satisfactory in 1954 where the growth 
contribution is small both in absolute terms and relative to the other 
sources of divergence between V and A. 

Where the ratio [(X'—7R)/(V—G)] is a good approximation 
to C(D/A), it will, of course, also follow that both measures will 
exceed Cu(D/ V), which, as we saw above, is given approximately by 
[(X*—rR)/V ]. As for the relation between the popular C5(D/A4) and 


C(D/A) note that we can express the ratio [(X'—7R)/(V—G) | ap- 
proximately as 
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Comparison with (24) shows that the weights in the two expressions are 
essentially the same; but since (#7/S) < [#"/(S—G)], Cs(D/A) too will 
necessarily fall short of C(D/A) when growth is present, and the gap 
will be larger, the larger is the contribution of growth to the value of 
the shares. 
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Once again, then, we see that attempts to infer the cost of capital 
directly from market yields rather than by the more detailed, cross- 
sectional estimating procedures developed in this paper break down in 
the face of growth. Where growth is present all of the popular, short-cut 
approximations will underestimate the cost of capital; and, where the 
market changes its evaluation of growth potential over time (as is 
inevitable in view of the nature of growth) the time path of the yield 
measures may give a quite misleading picture of the true changes in the 
cost of capital. In particular, in our sample it happens that the market’s 
evaluation of growth increased substantially over the period, thereby 
causing the yield measures to understate seriously the rise in capital 
costs that appears to have been taking place at the same time. As noted 
earlier, it is somewhat paradoxical that these two changes should have 
occurred simultaneously, since an increase in the cost of capital should 
tend to reduce what the market is willing to pay for given investment 
opportunities. We can perhaps throw some light on this paradox by 
taking a closer look at our growth coefficients and their implicit com- 
ponents. 


F, A Further Analysis of the Valuation of Growth 


As noted earlier (cf. Sec. II.E above) the growth term in our basic 
valuation equation is of the form | 


kX(1 — 7) erra T, 


where & is the ratio of investment to tax-adjusted earnings; C=the 
average cost of capital; p*— the tax-adjusted rate of return on new 
investment; and T is a measure of the length of time for which the 
opportunities to invest at the rate p* are expected to last. In the actual 
estimating equations we have taken as our growth variable an estimate 
of kKX(1— 7), the level of future investment opportunities. Hence, if one 
accepts the underlying model, the observed coefficients of the growth 
variable can be interpreted as an approximation to 


[(p* — C)/(C(1 + 1T. 


Now that we have estimates of C, the average cost of capital for a 
typical firm, we can attempt some further decomposition of these growth 
coefficients. 

In particular, it should be possible from what we know about past 
earnings and about the regulatory process governing earnings in the 
industry to make at least a rough approximation of p*. 

An obvious first candidate as an approximation to p* is, of course, the 
current, tax-adjusted rate of return on assets, (Xt—7R)/A. Such a 


{ 
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TABLE 11—ANALYsis OF THE GROWTH EFFECT 


Average 

ee Average Return Implied Value of 

C no Tar-Adjusted! Assuming T* (in years) 
Year tus en Return on | 6 per cent 

C (574) Assets Return after 

D/ A (p1*) Taxes For pi* For pm" 
(p1) 

1957 .046 047 .052 51 11 
1956 .045 .048 .052 12 ő 
1954 .036 . 046 .052 1 1 





* From Table 3, Panel 2. 
b From Table 10, Column 1. 


* Computed as G((C)(13- C)/(»* — C). 


measure, however, is almost certainly an underestimate of p*, since we 
know that there are components of total assets—actually, of total 
liabilities—that regulatory commissions systematically exclude from 
the rate base.° Some idea of the extent of this underestimate is provided 
by the knowledge that during these years most of the state commissions 
were still setting the “reasonable return on the rate base” in the near 
neighborhood of the classical 6 per cent. By contrast, the sample average 
values of X*/ A—X'*, rather than (X*— 7 R), being the relevant earnings 
concept in rate-setting— were only .054, .056, and .055 per cent in 1954, 
1956, and 1957, respectively. One simple adjustment, therefore, would 
be to blow up each sample mean value of (X'—7R)/A by the ratio of 
6 per cent to the sample mean value of X*/4. The rates of return so 
adjusted, as well as the original unadjusted rates of return, are presented 
in Table 11 along with the estimates of T they imply. 

These results would seem to suggest the following as the resolution of 
the paradox described in the previous section. The observed rise in the 
markets' valuation of the industry's growth potential, in the face of the 
sharp rise in the cost of capital during the period, cannot reasonably be 
attributed to any compensating increase in the expected rate of return 
on future investment. No sharp upward trend in earnings rates, ad- 
justed or unadjusted, is visible in the data; nor would such a trend be 

‘s A further word of caution is necessary because the so-called accounting rate of return 
(earnings after depreciation divided by net assets) is not the same as the ordinary internal 
rate of return when a firm is growing. This discrepancy does not seem likely to create any 
very serious problems insofar as the valuation equations or estimates of the cost of capital 
are concerned since in those equations assets appear only as a deflator and since an explicit 
growth variable is included. It may, however, raise difficulties for comparisons of the kind 
being attempted here. We say may, because the p* in our formula is not the usual internal 
rate of return, but the so-called “perpetual rate of return" (see [14, p. 416]), and the relations 
between that rate and the accounting rate of return have, to our knowledge, nowhere yet 


been explored. We are indebted to Sidney Davidson and Robert Williamson for some helpful 
discussions on this general point. 
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expected in view of the regulatory controls over the level of earnings. 
What seems to have been happening rather is that early in the period 
investors came to recognize that the regulatory authorities were setting | 
rates at levels that would probably permit firms in the industry to earn 
significantly more than the cost of capital on any new capital invested. 
The subsequent rise in the cost of capital narrowed the margin of gain 
somewhat; but its effects on valuation were more than offset by an in- 
crease in the length of time that favorable terms for new investment 
were expected to persist. The actual numerical estimates of this time 
horizon, as presented in Table 11, are not, of course, to be taken seri- 
ously in view of the many approximations, theoretical and empirical, 
involved in their computation. But a general expansion of horizons (or 
at least an increasing awareness of growth potential on the part of in- 
vestors) is very definitely indicated. 


Conclusion 


This has been a long and necessarily somewhat tedious paper, and we 
do not propose to add either to the length or the tedium by an extensive 
summary at this point. Instead, we shall simply close by indicating 
briefly what we believe to be the main conclusions that can be drawn 
from the material presented. These are: 


1. With respect to the methodology of empirical valuation and cost of 
capital studies, we feel we have demonstrated that the two-stage in- 
strumental variable approach developed here can be an effective way of 
dealing with the problems caused by errors of measurement of expected 
future earnings—problems that bear a major share of the responsibility 
for the meager progress in empirical research on this front to date. We 
can also report some success in our attempt to provide an explicit mea- 
sure of growth potential for the utility companies in our sample, but, 
clearly, more general methods of dealing with this crucial variable are 
urgently needed before substantial further progress on the cost of capi- 
tal problem can be made. | 

2. With respect to the theory of valuation, we found that the rational- 
bebavior, perfect-market model of valuation under uncertainty stands 
up quite well when confronted with the data both in terms of what it 
says should be included, and what it says should be excluded. In par- 
ticular, for the utility industry in these years we found no evidence of 
sizable leverage or dividend effects of the kind assumed in much of the 
traditional literature of finance. 

3. As for our estimates of the cost of equity capital and of the aver- 
age cost of capital we showed that they differ very considerably both in 
level and movement during the sample period from the conventional 
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kinds of “yield” estimates so widely used in economics and finance. On 
the other hand, our estimates for the utility industry do seem to con- 
form reasonably closely over the (short) sample period with movements 
in the long-term rate of interest on bonds. It will be interesting to see 
whether this relation persists in other industries and over longer and 
less placid intervals of time. 


APPENDIX A 
COMPANIES IN THE SAMPLE 


Atlantic City Electric Co. 
Baltimore Gas & Electric Co. 
Boston Edison Co. 

Carolina Power and Light 
Central Ilinois Light 

Central Illinois Public Service 
Cincinnati Gas & Electric Co. 
Cleveland Electric Illuminating 


Columbus & Southern Ohio Electric 


Co. 
Commonwealth Edison 
Community Public Service 
Consolidated Edison of N. Y. 
Consumers Power 
Dayton Power & Light 
Delaware Power and Light 
Duke Power 
Duquesne Light 
Florida Power Corp. 
Florida Power and Light Co. 
Gulf States Utilities 


Public Service Electric & Gas Co. 


Idaho Power Co. 

Illinois Power Co. 
Indianapolis Power & Light 
Interstate Power Co. 

Iowa Illinois Gas & Electric 
Iowa Power & Light 
Kansas City Power & Light Co. 
Kansas Gas & Electric Co. 
Kansas Power & Light | 
Long Island Lighting 
Louisville Gas & Electric 


Maine Public Service 
Minnesota Power & Light 
Missouri Public Service 
Montana-Dakota Utilities Co. 


New York State Electric & Gas 


Corp. 
Niagara Mohawk Power Corp. 
Ohio Edison 
Oklahoma Gas & Electric 
Pacific Gas & Electric 
Pennsylvania Power & Light 
Public Service Co. of Colorado 
Puget Sound Power & Light 
Rochester Gas and Electric Co. 
St. Joseph Light & Power Co. 
San Diego Gas & Electric 
South Carolina Electric & Gas 
Co. 
Southern Indiana Gas & Electric 
Toledo Edison 
United Gas Improvement Co. 
Utah Power & Light 
Virginia Electric & Power Co. 
Washington Water Power Co. 
Wisconsin Electric Power Co. 
Central Hudson Gas & Electric 
Detroit Edison 
Empire District Electric Co. 
Houston Lighting & Power Co. 
Potomac Electric Power Co. 
Public Service Co. (Indiana) 
Southern California Edison Co. 
Philadelphia Electric Co. 
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APPENDIX B 
1. Means and Standard Deviations of the Principal Variables 








Variable 1957 1956 1954 
eap 851 869 919 
A (.12) (11) (.093) 
X — R 0471 0484 0464 
A (.006) (.006) (.006) 
.670 .739 854: 
ane (.91) (.98) (1.1) 
AA .082 .0799 .095 
A (.030) (.032) (.045) 
.504 .488 .548 
D/A 
/ (.051) (.049) (.050) 
.100 .109 .126 
m (.047) (.052) (.062) 
div 0243 0249 0241 
A (004) (.004) (.004) 


(Appendix B continued on next page) 
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2. Matrix of Simple Corrdation Coefficients 


1957 


AA 
A 
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ALLOCATIVE EFFICIENCY VS. *X-EFFICIENCY" 
By Harvey LEIBENSTEIN* 


At the core of economics is the concept of efficiency. Microeconomic 
theory is concerned with allocative efficiency. Empirical evidence has 
been accumulating that suggests that the problem of allocative efficien- 
cy is trivial. Yet it is hard to escape the notion that efficiency in some 
broad sense is significant. In this paper I want to review the empirical 
evidence briefly and to consider some of the possible implications of 
the findings, especially as they relate to the theory of the firm and to 
the explanation of economic growth. The essence of the argument is that 
microeconomic theory focuses on allocative efficiency to the exclusion 
of other types of efficiencies that, in fact, are much more significant in 
many instances. Furthermore, improvement in “nonallocative efficien- 
cy" is. an important aspect of the process of growth. 

In Section I the empirical evidence on allocative efficiency is pre- 
sented. In this section we also consider the reasons why allocation 
inefficiency is frequently of small magnitude. Most of the evidence on 
allocative ineffüciency deals with either monopoly or international 
trade. However, monopoly and trade are not the focus of this paper. 
Our primary concern is with the broader issue of allocative efficiency 
versus an initially undefined type of efficiency that we shall refer to as 
* X-efficiency." The magnitude and nature of this type of efficiency is 
examined in Sections II and III. Although a major element of “X- 
efficiency" is motivation, it is not the only element, and hence the 
terms “motivation efficiency” or "incentive efficiency" have not been 
employed. 

As he proceeds, the reader is especially invited to keep in mind the 
sharp contrast in the magnitudes involved between Tables 1 and 2. 


I. Allocative Ineficiency: Empirical Evidence 


The studies that are of interest in assessing the importance of alloca- 
tive efficiency are summarized in Table 1. These are of two types. On 
the one side we have the studies of Harberger and Schwartzman on the 
"social welfare cost" of monopoly. On the other side we have a number 
of studies, among them those by Johnson, Scitovsky, Wemelsfelder, 
Janssen, and others, on the benefits of reducing or eliminating restric- 
tions to trade. In both cases the computed benefits attributed to the 
reallocation of resources turn out to be exceedingly small. 


* The author is professor of economics at the University of California, Berkeley. 
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TABLE 1—CALCULATED “WELFARE Loss" as PERCENTAGE OF Gross OR NET NATIONAL 
Propuct ATTRIBUTED TO MISALLOCATION OF RESOURCES 








Study “Country '| Cause 
A. C. Harberger | A.E.R. 1954 - U.S.A. 1929 Monopoly | .07 per cent 
D. Schwartzman | J.P.E. 1960 U.S.A. 1954 Monopoly | .01 per cent 
'T. Scitoveky (1) Common Market | Tariffs .05 per cent 
1952 
T. Wemelsfelder | EJ. 1960 Germany 1958 Tariffs .18 per cent 
L. H. Janssen Italy 1960 Tariffs max. .1 per cent 
H. G. Johnson | Manchester School | U. K. 1970 Tariffs max. 1.0 per cent 
1958 
A. Singh . (3) MontevideoTreaty) Tariffs max. .0075 per cent 
Countries 
Sources: 
(1) [29]. 
(2) [16). 


(3) Unpublished calculation made by A. Singh based on data found in A. A. Faraq, Eco- 
nomic Integration: A Theoretical, Empirical Study, University of Michigan, Ph.D. Thesis, 
1963. 


Let us look at some of the findings. In the original Harberger study 
[14] the benefits for eliminating monopoly in the United States would 
raise income no more than 1/13 of 1 per cent. Schwartzman’s [28] 
study which recomputes the benefits of eliminating monopoly by com- 
paring Canadian monopolized industries as against counterpart com- 
petitive U.S. industries, and vice versa in order to determine the excess 
price attributable to monopoly, ends up with a similar result. Similar- 
ly, the benefits attributed to superior resource allocation as a conse- 
quence of the Common Market or a European Free Trade Area are 
also minute—usually much less than 1 per cent. 

The calculations made by Scitovsky of the benefits to the Common 
Market (based on Verdoorn’s data) led him to the conclusion that “. . . 
the most striking feature of these estimates is their smallness, The 
one that is really important (for reasons to appear presently), the gain 
from increased specialization . . . which is less than one-twentieth of 
one per cent of the gross social product of the countries involved. This 
is ridiculously small..." [29, p. 64]. J. Wemelsfelder [33, p. 100] has 
calculated that the welfare gain of reducing import duties and increas- 
ing imports and exports accordingly amounts to .18 of 1 per cent of 
national income. Harry Johnson in an article on England's gain in 
joining a Free Trade Area [17, pp. 247 ff.] calculates the net gain 
from trade at less than 1 per cent. That is, Johnson arrives at the con- - 
clusion that 1 per cent of the national income would be the absolute 
maximum gain for Britain from entering the European Free Trade 
Area. 
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A recent study by L. H. Janssen [16, p. 132] calculates that the 
gains from increased specialization for the different countries of the 
European Economic Community would be largest for Italy, but even 
here the amount is only 1/10 of 1 per cent of total production.’ Jans- 
sen points out that, if the production gain for Italy due to specializa- 
tion were calculated by Scitovsky’s method, which he believes involves 
an overestimation, “the production gain in the most extreme case is 
still less than .4 per cent.” Janssen concludes, as have others, that the 
welfare effects of a customs union based on the superior allocation of 
resources are likely to be trivial. He does, however, point to the possi- 
bility “that the mere prospect of the frontiers opening would infuse 
fresh energy into entrepreneurs." He recognizes that certain qualita- 
tive factors may be highly important and that the consequences of 
growth are certainly more significant than those of allocative welfare. 

My research assistant, A. Singh, has calculated the gains from trade 
(following the Scitovsky method) for the Montevideo Treaty 
Countries? (Argentina, Brazil, Chile, Mexico, Paraguay, Peru, and 
Uruguay) and found it to be less than 1/150 of 1 per cent of their com- 
bined GNP. Even if we double or triple this result to allow for such 
factors as the effect of failing to take account of quantitative restric- 
tions in the analysis, the outcome is still trivial. 

Harberger’s study on Chile [14] which involves the reallocation of 
both labor and capital yields a relatively large estimate. Harberger in- 
tends to obtain as large an estimate as possible of the consequences of 
reallocating resources by using what I believe to be (and what he ad- 
mits to be) rather extreme assumptions in order to obtain maximum 
outer bounds. Despite this he comes up with a number that is between 
9 and 15 per cent. However, no actual data are employed. What are 
used are outer-bound estimates based on personal impressions. I expect 
that a careful study similar to the Verdoorn-Scitovsky study would 
probably come up with numbers that would be no larger than 1 or 2 
per cent. 

The empirical evidence, while far from exhaustive, certainly sug- 
gests that the welfare gains that can be achieved by increasing only 


iR A, Mundell in a review of Janssen's book appears to reach a similar conclusion to 
the point made in this paper when he speculates that: 

. . . there have appeared in recent years studies purporting to demonstrate that 
the welfare loss due to monopoly is small, that the welfare importance of efficiency 
and production is exaggerated, and that gains from trade and the welfare gains 
from tariff reduction are almost negligible. Unless there is a thorough theoretical 
re-examination of the validity of the tools on which these studies are founded, and 
especially of the revitalized concepts of producers’ and consumers’ surplus, some one 
inevitably will draw the conclusion that economics has ceased to be important! 
[22, p. 622]. 


? Based on data found in [11]. 
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allocative efficiency are usually exceedingly small, at least in capitalist 
economies. In all but one of the cases considered all of the gains are 
likely to be made up in:one month's growth. They hardly seem worth 
worrying about. 

Let us see briefly why these gains are usually small. We cannot 
prove that we would expect them to be small on purely theoretical 
grounds. If we combine our theory with what we could agree are prob- 
ably reasonable estimates of some of the basic magnitudes, then it ap- 
pears likely that in many cases (but certainly not all possible cases) 
the welfare loss of allocative inefficiency is of trivial significance. The 
idea could be developed with the aid of the diagram employed by Har- 
berger. (See Figure 1.) In Figure 1 we assume that costs are constant 


Price 


MP 
CP 





O E Quantity 
MP = Monopoly Price 
C P= Competitive Price 


Figure 1 


within the relevant range. D is the demand function. Under competi- 
tion price and quantity are determined at the intersection C. The mo- 
nopoly price is above the competitive price equal to AB in the figure. 
The monopoly output is determined at the point A. The welfare loss 
due to monopoly, which is the same as the welfare gain if we shifted to 
competition, is equal to the triangle ABC. We obtain an approximation 
to this amount by multiplying the price differential AB by the quantity 
differential BC by one-half and multiplying this by the proportion of 
national income in industries involving the misallocation. 

Let us play around with some numbers and see the kind of results 
we get as a consequence of this formulation. Suppose that half of the 
national output is produced in monopolized industries and that the 
price differential is 20 per cent and that the average elasticity of de- 
mand is 1.5. Now the outcome will turn out to be 175 per cent. But we 
really used enormous figures for the misallocation. And yet the result 
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is small. Monopoly prices, according to estimates, appear to be only 
about 8 per cent on the average above competitive prices. We can sub- 
stitute some reason other than monopoly for the misallocation and still 
come out with similar results.’ 

Consider the cases of subsidized industries under some sort of gov- 
ernmental inducements to growth; and that of governmentally run in- 
dustries. In the subsidy case the calculation would be similar. Suppose 
that as much as 50 per cent of the industries are subsidized to the ex- 
tent of a 20 per cent difference in cost and that the output point on the 
demand function is where elasticity is unity. This last point may be rea- 
sonable since the operators of subsidized industries might want gross 
revenue to be as large as possible. If, on the other hand, we assume 
that they are profit maximizers and restrict output to a greater extent, 
then we might assume a price elasticity of two. This latter, however, is 
unlikely because monopoly profits are inconsistent with subsidized in- 
dustries. Those who receive the subsidy would have the legitimate fear 
that the subsidy would be lowered if unusual profits were earned. 
Hence, behavior in the direction of revenue maximization appears rea- 
sonable and the calculated welfare loss is less than 2 per cent. 

A similar result could be achieved in the case in which the govern- 
ment runs industries that affect 50 per cent of the national income of 
an economy. In all the cases we have considered, the magnitudes cho- 
sen appear to be on the large side and the outcome is on the small side. 

Of course, it is possible that the magnitude of allocative inefficiency 
would be large if there are large discontinuities in productivity be- 
tween those industries where inputs are located and those industries to 
which the same inputs could be moved. This, in effect. is the basic as- 
sumption that Harberger made in his study of Chile [14]. But if it 
turns out that there is a reasonable degree of continuity in productivi- 
ty, and that the only way shifts could be made is by simultaneously 
increasing either social overhead capital or direct capital in order to 
make the shifts involved, then, of course, a great deal of the presumed 
gains would be eaten up by the capital costs and the net marginal gains 
would turn out to be rather small. My general impression is that this is 
likely to be the case in a great many underdeveloped countries where 

*For the sake of completeness we should take the income effect into account in our 
estimation of consumer surplus. It may readily be seen that this magnitude is likely to 
be exceedingly small. Suppose that the initial effect of a superior allocation is 1 per cent; 
then the income effect for a noninferior good will be to shift the demand function to 
the right by 1 per cent on the average. Thus, the addition to consumers’ surplus will be 
1 per cent, and the consumers’ surplus foregone will be roughly 1 per cent of 1 per cent. 
If we consider all consequent effects in a similar vein, then the estimated welfare losa 
will be 010101 ... < .0102. The actual magnitude will, of course, be smaller because 


the demand will shift to the left in the case of inferior goods. For an excellent discussion 
of these matters see A. P. Lerner [21]. 
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differential productivities appear to exist between the agricultural sec- 
tor and the industrial sector. One cannot go beyond stating vague 
impressions since there is a lack of hard statistical evidence on this 
matter. l 

Why are the welfare effects of reallocation so small? Allocational 
inefficiency involves only the net marginal effects. The basic assump- 
tion is that every firm purchases and utilizes all of its inputs “efficient- 
ly.” Thus, what is left is simply the consequences of price and quantity 
distortions. While some specific price distortions might be large it 
seems unlikely that all relative price distortions are exceptionally 
large. This implies that most quantity distortions must also be rela- 
tively small since for a given aggregate output a significant distortion 
in one commodity will be counterbalanced by a large number of small 
distortions in the opposite direction in quantities elsewhere. While it is 
possible to assume relative price distortions and quantity distortions 
that would be exceedingly high, it would be difficult to believe that, with- 
out intent, the sum of such distortions should be high. However, it is 
not necessarily so on purely a priori grounds. 

There is one important type of distortion that cannot easily be han- 
dled by existing microeconomic theory. This has to do with the alloca- 
tion of managers. It is conceivable that in practice a situation would 
arise in which managers are exceedingly poor, that is, others are avail- 
able who do not obtain management posts, and who would be very 
much superior. Managers determine not only their own productivity 
but the productivity of all cooperating units in the organization. It is 
therefore possible that the actual loss due to such a misallocation 
might be large. But the theory does not allow us to examine this mat- 
ter because firms are presumed to exist as entities that make optimal 
input decisions, apart from the decisions of its managers. This is obvi- 
ously a contradiction and therefore cannot be handled. 


II. X-Efficiency: The Empirical Evidence 


We have seen that the welfare loss due to allocational inefficiency is 
frequently no more than 1/10 of 1 per cent. Is it conceivable that the 
value of X-inefficiency would be larger than that? One way of looking 
at it is to return to the problem of the welfare loss due to monopoly. 
Suppose that one-third of the industries are in the monopolized sector. 
Is it possible that the lack of competitive pressure of operating in mo- 
nopolized industries would lead to cost 3/10 of a per cent higher than 
would be the case under competition? This magnitude seems to be very 
small, and hence it certainly seems to be a possibility. The question 
essentially, is whether we can visualize managers bestirring themselves 
sufficiently, if the environment forced them to do so, in order to reduce 
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costs by more than 3/10 of 1 per cent. Some of the empirical evidence 
available suggests that not only is this a possibility, but that the mag- 
nitudes involved are very much larger. As we shall see, the spotty evi- 
dence on this subject does not prove the case but it does seem to be 
sufficiently persuasive to suggest the possibility that X-efficiency ex- 
ists, and that it frequently is much more significant than allocational 
efficiency. 

Professor Eric Lundberg in his studies of Swedish industries poin 
to the case of the steel plant at Horndal that was left to operate with- 
out any new capital investment or technological change, and further- 
more maintenance and replacement were kept at a minimum, and yet 
output per man hour rose by 2 per cent per annum. Professor Lund- 
berg asserts that according to his interviews with industrialists and 
technicians “sub-optimal disequilibrium in regard to technology and 
utilization of existing capital stock is a profoundly important aspect of 
the situation at any time.” (This according to Gorin Ohlin’s summary 
of Lundberg’s findings [24].) If a suboptimal disequilibrium exists at 
any time, then it would seem reasonable that under the proper motiva- 
tions managers and workers could bestir themselves to produce closer 
to optimality, and that under other conditions they may be motivated 
to move farther away from optimality. 

Frederick Harbison reports visiting two petroleum refineries in 
Egypt less than one-half mile apart. “The labor productivity of one 
had -been nearly double that in the other for many years. But recently, 
under completely new management, the inefficient refinery was begin- 
ning to make quite spectacular improvements in efficiency with the 
same labor force” [15, p. 373]. We may inquire why the management 
was changed only recently whereas the difference in labor productivity 
existed for many years. It is quite possible that had the motivation ex- 
isted in sufficient strength, this change could have taken place earlier. 

In a recent book on the firm, Neil Chamberlain [5, p. 341] visual- 
izes his firms reacting to variances between forecasted revenues and 
expenditures and actual. He quotes from the president of a corpora- 
tion: *Actual sales revenue for the fiscal year varied one per cent from 
the original forecast. Expenditures varied 30 per cent. The reasons 
were practically entirely due to manufacturing problems of inefficiency 
and quality. . . . The only actions specificially taken were in attempted 
changes in methods of production . . . [and] the use of an engineering 
consulting firm... ." One would have thought that the cost-reducing 
activities mentioned could be carried out irrespective of the variance. 
Nevertheless, the quotation clearly implies that, in fact, they would 
not have been motivated to attempt the changes were it not that they 
were stimulated by the variance. 
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Before proceeding to present more empirical evidence on the possi- 
ble magnitude of X-efficiency it is of importance to say something 
about the nature of the data. The empirical evidence does not present 
many unambiguous cases. Most of the evidence has to do with specific 
firms or, at best, industries, and not for the economy as a whole. In the 
evidence presented on allocative efficiency the entire economy was con- 
sidered. It is quite possible that the cases considered are entirely atyp- 
ical and could not be duplicated in large segments of the economy. In 
addition, the cases do not always deal with X-efficiency in a pure sense. 
Some additional inputs or reallocations are sometimes involved. Also 
uncertainty elements and accidental variations play a role. Neverthe- 
less, it seems that the magnitudes involved are so large that they sug- 
gest that the conjecture that X-efficiency is frequently more significant 
than allocative efficiency must be taken seriously. 

Now let us turn to Tables 1 and 2. In contrast to Table 1 where the 
misallocation effects are small, we see in Table 2 that the X-efficiency 
effects, at least for specific firms, are usually large. Table 2 abstracts 
(in the interest of conserving space) from a much more comprehensive 
table developed by Kilby [19] that summarizes the results of a 
number of ILO productivity missions. (I usually picked for each coun- 
try the first three and the last items contained in Kilby's table.) It is 
to be observed that the cost-reducing methods used do not involve ad- 
ditional capital nor, as far as one can tell, any increase in depreciation 
or obsolescence of existing capital. The methods usually involve some 
simple reorganizations of the production process, e.g., plant-layout 
reorganization, materials handling, waste controls, work methods, and 
payments by results. It is of interest that the cost reductions are fre- 
quently above 25 per cent and that this result is true for a technically 
advanced country such as Israel as well as for the developing countries 
considered in other parts of the table. If the firms and/or operations 
considered are representative, then it would appear that the contrast 
in significance between X-efficiency and allocative efficiency is indeed 
startling. Representativeness has not been established. However, the 
reports of the productivity missions do not suggest that they went out 
of their way to work only on cases where large savings in costs could 
be obtained. By comparative standards (with other productivity mis- 
sions) some of the results were modest, and in some cases Kilby re- 
ports that when some members of the missions returned to some of the 
firms they had worked on previously (e.g., in Pakistan) they found a 
reversion to previous methods and productivities. 

There are of course a number of other studies, in addition to those 
by Lundberg and Harbison just mentioned which present results 
similar to the ILO reports. L. Rostas in his study of comparative pro- 
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TABLE 2—ILO PRODUCTIVITY MISSION RESULTS 


Impact on the Firm. 





S m (Unit Cost Reduction) 
Factory or Operation Method" Prod en tel caa EEUU ES 
ucūvily | Labor Capitalt 
9 Savings 95 | Savings % 
India 
Seven textile mills n.& 5-71 
Engineering firms 
All operations F, B 50 
One operation F 79 
One operation F 83 
Burma 
Molding railroad brake shoes A,F,B 50 
Smithy ‘A 29 
Chair assembly A,B 50 
Match manufacture A, F — 
Indonesia 
Knitting A, B — 
Radio assembly A, F 29 
Printing A, F — 
Enamel ware F — 
M alaya 
Furniture A,D 9 
Engineering workshop A, D 9 
Pottery A, B 17 
Thailand 
Locomotive maintenance A,F 31 
Saucepan polishing E, D = 
Saucepan assembly B, F — 
Cigarettes A, B — 
Pakistan 
Textile plants C, H, G 
Weaving 33 
Weaving 9 
Bleaching 37 
Weaving 29 
Israel 
Locomotive repair F, B, G 23 
Diamond cutting and polishing} C, B, G = 
Refrigerator assembly F, B, G 43 
Orange picking F — 
* A=plant layout reorganized E= waste contro] 
B=machine utilization and flow F=work method 
C=simple technical alterations G=payment by results 
D = materials handling H=workers training and supervision 


1 Limited to plant and equipment, excluding increased depreciation costs. 
Source: P. Kilby [19, p. 305]. 


ductivity in British and American industry [26] points to the finding 
that differences in amount and quality of machinery per worker and 
the rates of utilization and replacement do not account for the entire 
difference in output per worker in the two countries. He further states 
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that *. . . in a number of industries (or firms) where the equipment is 
very largely identical in the U.S. and U.K., eggs, boots and shoes, to- 
bacco, strip steel (or in firms producing both in the U.K. and U.S. . . .), 
there are still substantial differences in output per worker in the 
U.K. and the U.S.” Clearly there is more to the determination of out- 
put than the obviously observable inputs. The nature of the manage- 
ment, the environment in which it operates, and the incentives em- 
ployed are significant. 

That changes in incentives will change productivity per man (and 
cost per unit of output) is demonstrated clearly by a wide variety of 
studies on the effects of introducing payments by results schemes. Da- 
vison, Florence, Gray, and Ross [7, p. 203] review the literature in 
this area for British industry, survey the results for a number of man- 
ufacturing operations, and present illustrative examples of their 
findings from a number of firms. The summary of their findings fol- 
lows: “The change in output per worker was found to vary among the 
different operations all the way from an increase of 7.5 per cent to one 
of 291 per cent, about half the cases falling between 43 per cent and 
76 per cent. Such increases in output, most of them large, from our 
‘first-line’ case histories, and from additional evidence, were: found 
not to be just a ‘flash in the pan’ but were sustained over the whole 
period of study.” | 

Roughly similar findings were obtained for the consequences of in- 
troducing payments by results in Australia, Belgium, India, the Neth- 
erlands, and the United States [36]. In Victoria it was found that 
“soundly designed and properly operated incentive plans have in prac- 
tice increased production rate in the reporting firms from 20 to 50 per 
cent." In the Netherlands labor efficiency increases of 36.5 per cent 
were reported. It seems clear that with the same type of equipment the 
working tempo varies considerably both between different workers and 
different departments. Appropriate incentives can obviously change 
such tempos considerably and reduce costs, without any changes in 
purchasable inputs per unit. 

The now-famous Hawthorne Studies [25] suggest that the mere fact 
that management shows a special interest in a certain group of workers 
can increase output. That is, management's greater interest in the 
group on whom the experiments were tried, both when working condi- 
tions were improved and when they were worsened, created a positive 
motivation among the workers. (The magnitudes were from 13 to 30 
per cent [20].) In one of the ILO missions to Pakistan an improve- 
ment in labor relations in a textile mill in Lyallpur resulted in a pro- 
ductivity increase of 30 per cent. Nothing else was changed except that 
labor turnover was reduced by one-fifth [37] [38]. 
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Individual variations in worker proficiency are probably larger than 
plant differences. Frequently the variation between the best to poorest 
worker is as much as four to one. Certainly improved worker selection 
could improve productivity at the plant level. To the extent that peo- 
ple are not working at what they are most proficient at, productivity 
should rise as a consequence of superior selection methods [13, p. 147]. 

Although there is a large literature on the importance of psycholog- 
ical factors on productivity, it is usually quite difficult to assess this 
literature because many psychologists work on the basis of high- and 
low-productivity groups but do not report the actual numerical 
differences. In general, it seems that some of the psychological factors 
studied in terms of small-group theory can account for differences in 
productivity of from 7 to 18 per cent. The discoveries include such 
findings as (1) up to a point smaller working units are more produc- 
tive than larger ones; (2) working units made up of friends are more 
productive than those made up of nonfriends; (3) units that are gen- 
erally supervised are more efficient than those that are closely super- 
vised [1]; and (4) units that are given more information about the 
importance of their work are more proficient than those given less in- 
formation [32]. A partial reason for these observed differences is 
probably the likelihood that individual motivation towards work is 
differently affected under the different circumstances mentioned. 

The shorter-hours movement in Western Europe and in the United 
States, especially up to World War I, has some interesting lessons for 
productivity differentials without capital changes. Economists fre- 
quently assume that for a given capital.stock and quality of work 
force, output will be proportional to number of hours worked. Experi- 
ments during World War I and later showed that not only was the 
proportionality law untrue, but that frequently absolute output actual- 
ly increased with reductions in hours—say from a ten-hour day to an 
eight-hour day.* It was also found that with longer hours a dispropor- 
tionate amount of time was lost from increased absenteeism, industrial 
accidents, and so on. In many cases it would obviously have been to a 
firm’s interest to reduce hours below that of the rest of the industry. 
Firms could have investigated these relations and taken advantage of 
the findings. For the most part, governments sponsored the necessary 
research on the economics of'fatigue and unrest under the stimulus of 
the war effort, when productivity in some sectors of the economy was 
believed to be crucial. The actual reduction of hours that took place 

‘The empirical findings and experimental literature are reviewed in a number of places. 


For a brief review of the literature see [37]. See page 5 for bibliography of major works 
in the area. 
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was & consequence of the pressure of labor unions and national legisla- 
tion. 

In this connection it is of interest to note that Carter and Williams 
[4, pp. 57if.] in their study of investment in innovations found that a 
high proportion (over 40 per cent) was of a "passive" character—i.e., 
either in response to the “direct pressure of competition” or “force of 
example of firms (etc.) other than immediate rivals.” Unfortunately it 
is difficult to find data that would represent the obverse side of the 
coin; namely, data that would suggest the degree to which firms do not 
innovate for lack of a sufficient motivating force, such as a lack of 
competitive pressure. However, there is a great deal of evidence that 
the delay time between invention and innovation is often exceedingly 
long (sometimes more than 50 years),° and the lag time between the 
use of new methods in the “best practice" firms in an industry and 
other firms is also often a matter of years. Salter in his study on Pro- 
ductivity and Technical Change [27, p. 98] points to the following 
striking example. *In the United States copper mines, electric locomo- 
tives allow a cost saving of 67 per cent yet although first used in the 
mid-twenties, by 1940 less than a third of locomotives in use were 
electric."* Other similar examples are mentioned by Salter and others. 
A survey of industrial research undertaken by 77 companies showed 
that one-third were carrying on research for “aggressive purposes," 
but that two-thirds were “forced into research for defensive purposes." 

The relation between the “cost” of advice or consulting services and 
the return obtained has not been worked out for the ILO productivity 
missions as a whole. In one case (in Pakistan) the savings affected in 
three textile mills as a consequence of the work of the mission during 
the year that the mission was there "represented about 20 times the 
entire cost of the mission in that year." While the study does not indi- 
cate how representative this result was, the impression one gets is that 
rates of return of rather large magnitudes are not entirely unusual. 

J. Johnston studied the return to consulting services in Great Britain. 


5 See the table in [9, pp. 305-6]. 

* [27]. See especially Appendix to Chapter 7, "Evidence Relating to the Delay in the 
Utilization of New Techniques. It seems to me that Salter did not quite draw the only 
possible conclusion from his Table 11. Plants with no significant changes in equipment, 
method, and plant layout had quite startling changes in output per man-hour, especially 
if we consider the fact demonstrated in the table that output per man-hour frequently 
falls under such circumstances. The range of variation in the changes (24 per cent) is 
larger for the plants without significant changes in equipment, etc, than for those with 
significant improvements. This is not to argue against the thesis that changes in tech- 
niques are important, but to suggest that significant variations in eee can and do 
occur without such changes. 

* See [3] for source. 
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For the class of jobs where it was possible to make a quantitative as- 
sessment of the results (600 jobs were involved), it was found that on 
the average the rate of return was about 200 per cent on consulting 
fees [18, p. 248]. Johnston’s study is of special interest for our pur- 
poses because (a) it is a very careful study, and (b) the magnitudes of 
increases in productivity are of the same order (although the variations 
are less extreme) as those obtained in underdeveloped countries. The 
nature of the consulting work was not too dissimilar to that carried out 
by the ILO teams. On the whole they involved improvements in gener- 
al management, plant layout, personnel, production procedures, selling 
organization, management and budgeting and accounting systems. For 
the consulting jobs whose consequences were quantitatively assessed, 
the average increase in productivity was 53 per cent, the lowest quar- 
tile showed an increase of 30 per cent, and the highest quartile 70 per 
cent [18, p. 273]. 

The studies mentioned deal with examples that are more or less of a 
microeconomic nature. In recent years we have had a number of 
studies that are their macroeconomic complements. The work of 
—. Solow, Aukrust, Denison, and others show that only a small proportion 
of increase in GNP is accounted for by increases in inputs of labor or 
capital. The “unexplained residual’ covers about 50 per cent to 80 per 
cent of growth in advanced countries [2] [10] [23] [30] [31]. The 
residual comprehends a greater range of “noninput” growth factors 
(e.g., technological change, education of the labor force) than was 
covered in the examples we considered, but the motivational efficiency 
elements may account for some fraction of the residual. (E.g., John- 
ston estimates that one quarter of the annual increase in product is ac- 
counted for by consulting services. ) 

What conclusions can we draw from all of this? First, the data sug- 
gest that there is a great deal of possible variation in output for similar 
amounts of capital and labor and for similar techniques, in the broad 
sense, to the extent that technique is determined by similar types of 
equipment. However, in most of the studies the nature of the 
influences involved are mixed, and in some cases not all of them are 
clear to the analyst. In many instances there appears to have been an 
attempt to impart knowledge, at least of a managerial variety, which 
accounts for some of the increase in output. But should this knowledge 
be looked upon as an increase in inputs of production in all instances? 
Although the first reaction might be that such attempts involve inputs 
similar to inputs of capital or labor, I will want to argue that in many 
instances this is not the case. 

It is obvious that not every change in technique implies a change in 
knowledge. The knowledge may have been there already, and a change 
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in circumstances induced the change in technique. In addition, knowl- 
edge may not be used to capacity just as capital or labor may be un- 
derutilized. More important, a good deal of our knowledge is vague. A 
man may have nothing more than a sense of its existence, and yet this 
may be the critical element. Given a sufficient inducement, he can then 
search out its nature in detail and get it to a stage where he can use it. 
People normally operate within the bounds of a great deal of intellec- 
tual slack. Unlike underutilized capital, this is an element that is very 
difficult to observe. As a result, occasions of genuine additions to 
knowledge become rather difficult to distinguish from those circum- 
stances in which no new knowledge has been added, but in which ex- 
isting knowledge is being utilized to greater capacity. 

Experience in U.S. industry suggests that adversity frequently stim- 
ulates cost-reducing attempts, some of which are successful, within the 
bounds of existing knowledge [12]. In any event, some of the studies 
suggest that motivational aspects are involved entirely apart from ad- 
ditional knowledge. The difficulty of assessment arises because these 
elements are frequently so intertwined that it is difficult to separate 
them. 

Let us now consider types of instances in which the motivational as- 
pect appears fairly clearly to play a role. The ILO studies discuss a 
number of cases in which there had been a reversion to previous less 
efficient techniques when demonstration projects were revisited after a 
year or more. This seems to have occurred both in India and in Pakis- 
tan [38, p. 157]. Clearly, the new knowledge, if there were such 
knowledge, was given to the management by the productivity mission 
at the outset, and the new management methods were installed at least 
for the period during which the productivity mission was on hand, but 
there was not a sufficient motivational force for the management to 
maintain the new methods. The “Hawthorne Effects” are of a more 
clear-cut nature. Here an intentional reversion to previous methods 
still led to some increases in output simply because the motivational 
aspects were more important than the changes in the work methods. 
The ILO mission reports also mention with regret the fact that tech- 
niques applied in one portion of a plant, which led to fairly large in- 
creases in productivity, were not taken over by the management and 
applied to other aspects of the production process, although they could 
quite easily have done so [38, p. 157]. In a sense we may argue that 
the knowledge was available to the management, but that somehow it 
was not motivated to transfer techniques from one portion of a plant 
to another. | | | 

- Studies which showed increases in output as a consequence of intro- 
ducing payment by results clearly involve motivational elements. For 
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the men subjected to the new payment scheme economic motivations 
are involved. For the management the situation is less clear. It is pos- 
sible that in many instances the firms were not aware of the possible 
advantages of payment by results until they obtained the new knowl- 
edge that led to the introduction of the scheme. However, it seems 
most likely that this scheme is so well known that this is not the case 
in all, or in many instances. Management quite likely had to be moti- 
vated to introduce the scheme by some factors either within the firm or 
within the industry. In any event, these studies clearly suggest that for . 
some aspects of production, motivational elements are significant. 

Both the ILO studies and the Johnston study speak of the need to 
get the acceptance of top management for the idea of obtaining and 
implementing consulting advice. In addition, the ILO studies make the 
point that low productivity is frequently caused by top management’s 
concern with the commercial and financial affairs of the firm rather 
than with the running of the factory. The latter was frequently treated 
as a very subordinate task. Whether this last aspect involves a lack of 
knowledge or a lack of motivation is difficult to determine. However, it 
seems hard to believe that if some top-management people in some of 
the firms in a given industry were to become concerned with factory 
management and achieve desirable results thereby, some of the others 
would not follow suit. Johnston makes the point that, “without the 
willing cooperation of management the consultant is unlikely to be 
called in the first instance or to stay for long if he does come in” [18, 
p. 237]. The ILO missions make similar remarks. 

It is quite clear that consulting services are not only profitable to 
consultants but also highly profitable to many of the firms that employ 
them. But it is rather surprising that more of these services are not 
called for. Part of the answer may be that managements of firms are 
not motivated to hire consultants if things appear to be going “in any 
reasonably satisfactory rate." There are, of course, numerous personal 
resistances to calling for outside advice. If the motivation is strong 
enough, e.g., the threat of the failure of the firm, then it is likely that 
such resistances would be overcome. But these are simply different as- 
pects of the motivational elements involved. 


ITI. The Residual and X-Efficiency: An Interpretation 


The main burden of these findings is that X-inefficiency exists, and 
that improvement in X-efficiency is a significant source of increased 
output. In general, we may specify three elements as significant in de- 
termining what we have called X-efficiency: (1) intra-plant motiva- 


LEIBENSTEIN: ALLOCATIVE EFFICIENCY 407 


tional efficiency, (2) external motivational efficiency, and (3) nonmar- 
ket input efficiency. 

The simple fact is that neither individuals nor firms work as hard, 
nor do they search for information as effectively, as they could. The 
importance of motivation and its association with degree of effort and 
search arises because the relation between inputs and outputs is not a 
determinate one. There are four reasons why given inputs cannot be 
transformed into predetermined outputs: (a) contracts for labor are 
incomplete, (b) not all factors of production are marketed, (c) the 
production function is not completely specified or known, and (d) in- 
terdependence and uncertainty lead competing firms to cooperate tacit- 
ly with each other in some respects, and to imitate each other with re- 
spect to technique, to some degree. 

The conventional theoretical assumption, although it is rarely 
stated, is that inputs have a fixed specification and yield a fixed perfor- 
mance. This ignores other likely possibilities. Inputs may have a fixed 
specification that yields a variable performance, or they may be of a 
variable specification and yield a variable performance. Some types of 
complex machinery may have fixed specifications, but their perfor- 
mance may be variable depending on the exact nature of their employ- 
ment. The most common case is that of labor services of various kinds 
that have variable specifications and variable performance—although 
markets sometimes operate as if much of the labor of a given class has 
a fixed specification. Moreover, it is exceedingly rare for all elements 
of performance in a labor contract to be spelled out. A good deal is left 
to custom, authority, and whatever motivational techniques are avail- 
able to management as well as to individual discretion and judgment. 

Similarly, the production function is neither completely specified nor 
known. There is always an experimental element involved so that 
something may be known about the current state; say the existing re- 
lation between inputs and outputs, but not what will happen given 
changes in the input ratios. In addition, important inputs are frequent- 
ly not marketed or, if they are traded, they are not equally accessible 
(or accessible on equal terms) to all potential buyers. This is especial- 
ly true of management knowledge. In many areas of the world man- 
agers may not be available in well-organized markets. But even when 
they are available, their capacities may not be known. One of the im- 
portant capacities of management may be the degree to which man- 
agers can obtain factors of production that in fact are not marketed in 
well-organized markets or on a universalistic basis. In underdeveloped 
countries the capacity to obtain finance may depend on family connec- 
tions. Trustworthiness may be similarly determined. Some types of 
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market information may be available to some individuals but not pur- 
chasable in the market, For these and other reasons it seems clear that 
it is one thing to purchase or hire inputs in a given combination; it is 
something else to get a predetermined output out of them. 

Another possible interpretation of the data presented is in connec- 
tion with the “residual” in economic growth analysis. The residual 
manifests itself in three basic ways:(1) through cost reduction in the 
production of existing commodities without inventions or innovations; 
(2) the introduction of innovations in processes of production; and (3) 
the introduction of new commodities or, what is the same thing, quali- 
ty improvements in consumer goods or inputs. We have ignored the 
introduction of new commodities, but the other two elements are perti- 
nent here. The data suggest that cost reduction that is essentially a re- 
sult of improvement in X-efficiency is likely to be an important compo- 
nent of the observed residual in economic growth. In addition, there is 
no doubt that, in some of the cases of reduced cost, new knowledge 
was conveyed to the firms involved, and this too is part of the residual. 
It is of special interest that such new knowledge involves knowledge 
dissemination rather than invention. The detailed studies suggest that 
the magnitudes are large, and hence a significant part of the residual 
does not depend on the types of considerations that have been promi- 
nent in the literature in recent years, such as those that are embodied 
in capital accumulation or in invention. We have considered the prob- 
lem in terms of decreasing real costs per unit of output. It is clear that 
for a given set of resources, if real costs per unit of output are de- 
creased, then total output will grow, and output per unit of input will 
also rise. Such efforts to reduce cost are part of the contribution of the 
residual to economic growth. 

Both competition and adversity create some pressure for change. 
Even if knowledge is vague, if the incentive is strong enough there will 
be an attempt to augment information so that it becomes less vague 
and possibly useful. Where consulting advice is available it is 
significant that relatively few firms buy it. Clearly, motivations play a 
role in determining the degree that consulting advice is sought. The 
other side of the coin is that, where the motivation is weak, firm man- 
agements will permit a considerable degree of slack in their operations 
and will not seek cost-improving methods. Cyert and March [6, pp. 
37, 38, 242] point to cases in which costs per unit are allowed to rise 
when profits are high. In the previous sections we have cited cases in 
which there was a reversion to less efficient methods after the consul- 
tants left the scene. Thus we have instances where competitive pres- 
sures from other firms or adversity lead to efforts toward cost reduc- 
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tion, and the absence of such pressures tends to cause costs to rise. 
Some of the essential points made in the previous paragraphs can be 
illustrated diagramatically, if (in the interest of simplicity) we allow 
for abstraction from some of the realities of the situation. The main 
ideas to be illustrated are as follows: (1) Some firms operate under 
conditions of nonminimum costs, and it is possible for an industry to 
have a nonminimal cost equilibrium. (2) Improvements in X-efficiency 
are part of the process of development, and probably a significant pro- 
portion of the “residual.” In what follows we assume that there are 
many firms, and that each firm’s output is sufficiently small so as not 
to affect the output, costs, or prices set by other firms. For simplicity 
we also assume that for each firm there is an average total unit cost 
(ATUC) curve that has a significant horizontal segment at its trough, 
and that the output selected will be on that segment. When we visual- 


Unit cost 45° 
period t 





Q industry unit cost 
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ize a firm’s costs reacting to competitive conditions in the industry we 
imply that the entire ATUC curve moves up or down. Some firms are 
presumed to react to changes in the unit cost of production of the in- 
dustry as a whole, i.e., to the weighted average of the unit costs of all 
the firms, in which each firm’s weight is in proportion to its contribu- 
tion to the output of the industry. Here we posit a one-period lag rela- 
tion. Each firm’s expectations of current industry units costs depends on 
actual industry unit cost in the previous period. If we choose 
sufficiently small periods, then this seems to be reasonable relation. 
In Figure 2 each curve represents the "reaction cost line” of a firm. 
The ordinate shows the actual unit cost of any firm determined by that 
firm's reaction to what it believes or expects to be the unit cost perfor- 
mance of the industry as a whole. The alternate expected unit cost per- 
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formance of the industry is shown on the abscissa. Thus each point on 
line Ci! associates the unit cost for firm i in period £, given the average 
unit cost in the industry in period 7-1. The lines are drawn in such a way 
that they reflect the idea that if the unit cost that is the average for the 
industry is higher, then the firm's unit cost will also be higher. As aver- 
age industry unit costs fall, some firms are motivated to reduce their 
unit costs accordingly. The higher the industry unit cost, the easier it 
is for any firm to search and successfully find means for reducing its 
own cost. Therefore, for a given incentive toward cost reduction, the 
firm is likely to find more successful ways of reducing its cost when 
industry costs are high compared to what they might find when they 
are low. As a consequence the typical reaction unit cost lines are more 
steeply sloped where industry unit costs are high compared to when 
they are low. Indeed, at very low industry unit costs the firm reaction 
cost lines approach an asymptote. It is not necessary for our analysis 
to assume that all firms are nonminimizers. Therefore some firms may 
have reaction cost lines that are horizontal. 

The curve C^ is the average of the unit costs of all the firms in 
question, where the weight for any firm's cost is the proportion of its 
output to the total industry output. C^ is the average reaction cost 
line for all the firms. The basic assumption is that a firm's costs will 
be higher if the average industry costs are expected to be higher, and 
vice versa. Beyond some point, where expected average industry costs 
are very-low, every reaction cost line will be above the 45? line. 

In Figure 3 the line P is a locus of equilibrium prices. Each point 
on the line associates an equilibrium price with a level of industry 
unit cost in the previous period, which in turn determines the unit 
costs level of the various firms in the current period. Thus, given the 
industry unit cost in period 7-1, this determines the unit cost level for 
each firm in period /. Each firm in turn will pick that output that 
maximizes its profits. The sum of all the outputs determines the 
industry output, and given the demand function for the product, the 
industry output determines the price. The price will be an equilibrium 
price if at that price no additional firms are induced to enter the 
industry or to withdraw from it. Thus the price for each industry unit 
cost is determined in accordance with conventional price theory con- 
siderations. If the price, at the outset is above equilibrium price, then 
the entry of firms will bring that price down toward equilibrium, and 
if the price is below equilibrium, marginal firms will be forced to leave 
the industry, which in turn will cause the price to rise. Thus at every 
level of industry unit cost in period £-1 there is a determinate number 
of firms, that number consistent with the associated equilibrium price. 
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The point # in Figure 3, the intersection between curve C^ and the 
45° line, is an equilibrium point for all the firms. The process en- 
visioned is that each firm sets its cost in period £ in accordance with 
its expectation of the industry cost, which by assumption is what the 
industry cost was in period £-1. This is a one-period lag relation. Each 
firm finds out what all of its competitors were doing as a group in 
terms of cost and reacts accordingly in the next period. If the industry 
cost is equal to oe then in the subsequent period each firm would set 
its cost so that the weighted average unit cost of all the firms would 
be equal to oe. Hence E is an equilibrium point.? 

But suppose that the initial industry costs were equal to oa. We 
want to show that this sets up a movement that leads eventually to 
the point E. The firms’ unit costs will average out at ab, which gener- 
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ates a process shown by the set of arrows abcd, etc., toward the point 
E. In a similar fashion, if we start with an industry cost of og, a 
process is set in motion so that costs move from G toward the point E. 
Clearly E is a stable equilibrium point. It is to be noted that every 
point on curve C^ need not presume that the same number of firms 
exist in the industry. At higher costs more firms exist, but as costs de- 
cline, some firms are forced out and fewer firms exist. In terms of the 


"In essence the existence of an equilibrium can be shown on the basis of Brouwers 
fixed-point theorem. (Point E in Figure 3 can be interpreted as a fixed point.) It would 
be possible to develop a much more general theory along the same lines based on less 
restrictive assumptions and achieve essentially the same result. For instance the one-period 
lag in the reaction unit cost relation can readily be eliminated. Similarly, the unique re- 
lation betwéen the firm's unit cost and the industry unit cost level can be relaxed. See 
G. Debreu [8, pp. 17-18 and p. 261. However the essence of the theory would remain 
the same, To conserve space and in the interest of simplicity I present the more restrictive 
version. 
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weighted average indicated by the points on the curve C“, this simply 
means that some of the outputs will be zero for some of the firms as 
we get to lower and lower industry costs. 

Figure 4 is intended to illustrate the cost reduction aspect of the 
residual in growth. When we begin the process the average reaction 
cost line is C1“. Firms start at point a and reduce costs along the arrow 
shown by ab. At this point additional information is introduced into 
tke industry which is reflected in the diagram by the shift in the reac- 
tion cost line from Ci“ to C;*. Once firms are on C;^ they then proceed 
with the cost reduction process as shown by the arrow cd. This illus- 
trates two basic elements involved in the residual, the process of cost 
reduction in response to the motivation created by competitive pres- 
sures, as well as that part of cost reduction that is reflected in actual 
innovations, and is illustrated by downward shifts in the reaction cost 
lines. 


IV. Conclusions 


{ We have suggested three reasons for X-inefficiency connected with 
the possibility of variable performance for given units of the inputs. 





0 Industry unit cost 
period t-1 
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These are: (a) contracts for labor are incomplete, (b) the production 
function is not completely specified or known, and (c) not all inputs 
are marketed or, if marketed, are not available on equal terms to all 
buyers. These facts lead us to suggest an approach to the theory of 
the firm that does not depend on the assumption of cost-minimization 
by all firms. The level of unit cost depends in some measure on the 
degree of X-efficiency, which in turn depends on the degree of com- 
petitive pressure, as well as on other motivational factors. The re- 
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sponses to such pressures, whether in the nature of effort, search, or 
the utilization of new information, is a significant part of the residual 
in economic growth. 

One idea that emerges from this study is that firms and economies 
do not operate on an outer-bound production possibility surface con- 
sistent with their resources. Rather they actually work on a produc- 
tion surface that is well within that outer bound. This means that for 
a variety of reasons people and organizations normally work neither as 
hard nor as effectively as they could. In situations where competitive 
pressure is light, many people will trade the disutility of greater effort, 
of search, and the control of other peoples’ activities for the utility of 
feeling less pressure and of better interpersonal relations. But in 
situations where competitive pressures are high, and hence the costs 
of such trades are also high, they will exchange less of the disutility 
of effort for the utility of freedom from pressure, etc. Two general 
types of movements are possible. One is along a production surface 
towards greater allocative efficiency and the other is from a lower 
surface to a higher one that involves greater degrees of X-efficiency. 
The data suggest that in a great many instances the amount to be 
gained by increasing allocative efficiency is trivial while the amount 
to be gained by increasing X-efficiency is frequently significant. 
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ON THE SIZE DISTRIBUTION OF FIRMS 


By RICHARD E. QuaNptT* 


The economist’s concern with monopoly and industrial concentration 
and the statistician’s interest in stochastic processes have led in recent 
years to several investigations of the size distribution of firms.’ The 
discussion has focused mainly on two problems: (a) the nature of the 
stochastic processes which might generate the growth of industries, and 
(b) the statistical matters that arise when we wish to assert that this or 
that sample can be said to have been drawn from a particular statistical 
distribution? 

The purpose of this paper is to make a contribution to this subject by 
using more disaggregated data than has been the case in the past and 
more refined methods of fitting distributions to the data and judging the 
goodness of fit. Section I is devoted to some general economic considera- 
tions of what one might expect to find as one examines the size distribu- 
tions of various industries. Section II discusses briefly the sources of 
data and the distributions that were considered as candidates for ex- 
plaining the size distribution of firms and considers the merits of judging 
goodness of fit on the basis of statistical significance. Section III points 
out the inadequacy of standard procedures for fitting distributions and 
judging the goodness of fit and introduces the basic notions of a superior 
method. Section IV finally applies the techniques described in Section 
III to the various industries and analyzes the results. 


I. Aggregation and Economic Considerations 


A basic question that has to be answered before an actual sample of 
observations can be chosen is what the proper level of aggregation is in a 
study which attempts to explain the size distribution of firms. A particu- 
lar distribution explains the size distribution of firms only in that it is 
the limiting outcome of the stochastic process which generates the birth, 
growth, decline, and death of individual firms.’ Clearly, any such sto- 


* The author, professor of economics at Princeton University, is greatly indebted to Stephen 
M. Goldfeld, John Tukey, and Herbert Simon for many ideas and constructive suggestions. 
All errors are, of course, bis own responsibility. Acknowledgment is made to the National 
Science Foundation grants NSF G 24462 and NSF-GP 579 for support. 

3 See [6] [15]. 

* See [1] [7] [8] [10] [11] [14]. 

7 One may debate what the proper measure for a firm's size is. It is not the purpose of this 
paper to add anything to that debate. We measure size in terms of assets in all but two of the 
samples discussed subsequently. In the case of the two exceptions we use sales as the measure. 
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chastic process has a set of parameters which characterize it completely; 
the resulting empirical frequency function of asset sizes must in some 
sense reflect the parameters of the generating process. 

In general one does not know the nature of the stochastic process 
which generates an industry. Nor is the generating process normally 
observable directly. We cannot, for example, assume without some solid 
evidence that firm growth is governed by a Markov process. But in fact 
this often is assumed, and even as detailed and excellent a study as that 
of Hart and Prais [6] must content itself in that regard with an analysis 
of one-period transition matrices‘ containing the estimated probabilities 
that a given firm will transit from each size category to each other size 
category. Empirically observed transition matrices do not, however, 
imply anything conclusive about the manner in which the observations 
are generated. The study by Simon and Bonini [15] undertakes a direct 
test of the Law of Proportionate Effect,’ and their sample confirms this 
hypothesis. The study of Hart and Prais further confirms it [6, p. 170]. 
But since we can observe the stochastic process which generates an 
industry only indirectly, an attempt at detailed verification of such 
hypotheses as those mentioned above either must be based on the 
assumption that the same stochastic process applies to all firms or it 
must rest on some reasonable criteria of disaggregation so that a given 
stochastic process can be thought to apply to all firms in the disaggre- 
gated sector. 

The study of Simon and Bonini deals, for the most part, with highly 
aggregative data such as the 500 largest firms in 1955 as published by 
Fortune. Hart and Prais use figures which are equally unselective, in 
that they choose firms whose shares were quoted on the London Stock 
Exchange. The use of firms which encompass the entire economy rather 
than the use of firms restricted to some particular industry is justified 
by Simon and Bonini on two grounds: (1) that their stochastic growth 
model makes no reference to any specific features of cost functions— 
except that costs are constant above some minimum point; and (2) that 
if firms in each industry are distributed according to the Pareto dis- 
tribution with slopes close to one, so will firms in the composite industry 
obtained by amalgamating individual industries [15, pp. 612-13 ].? 

Neither of these arguments is fully convincing. The former omits the 
fact that—whatever specific models may assume—in reality cost func- 
tions are likely to be different and conditions of entry and exit are 
likely to be different, not only among but within industries. The latter 

* The period is fairly long in the Hart and Prais study, ranging from 11 to 15 years. 

5 A random variable is said to obey the Law of Proportionate Effect if it undergoes random 
proportionate changes from period to period [15, p. 612]. 

* By slope the authors refer to thea in the formula for the Pareto distribution F(z) =1—(k/z)¢. 
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suffers from ambiguity in that it is not clear how individual industries 
are to be defined in order to yield Pareto distributions with comparable 
slopes; clearly there always exists some definition of industries such that 
the resulting asset size distributions within each are not Pareto dis- 
tributions at all. The question then is whether such definitions are more 
or less reasonable with respect to the homogeneity of firms contained in 
the specific industries than some alternative definitions might be. We 
can therefore argue that (1) we have no assurance a priori that various 
industries will have Pareto distributions with comparable slopes, and 
(2) any assumption about the comparability on an interindustrial basis 
of the parameters of the distribution of firms must be based on an ex- 
plicit model of how industries are generated. 

For illustrative purposes consider the simplest of Champernowne’s 
[1] models of income distribution and assume that, mutatis mutandis, it 
is to be applied to the asset distribution of firms. The model assumes 
that a denumerable set of proportional asset (income) classes is given 
with transition probabilities governing the movement of assets from 
class to class. It is assumed (1) that the probability of an asset shifting 
by & classes depends only on the number & and not on the absolute initial 
level of assets; (2) that upward shifts involve at most one asset class; 
and (3) that the expected number of transitions for all assets is nega- 
tive.’ Under these assumptions it can be shown that the limiting dis- 
tribution of asset (income) sizes is the Pareto distribution exactly. Even 
if all the assumptions of this attractive model are retained, what guaran- 
tee or what reason for belief does one have that the transition matrix in 
one industry will be the same, or nearly the same, as in another? In 
general one cannot assume the interindustry stability of transition 
matrices. If one is willing to hypothesize, contrary to what some have 
held, that cost and demand functions have something to do with the 
manner in which industries develop, one may arrive at a model of in- 
dustry development in which transition matrices depend on the follow- 
ing factors: 

1. The nature of the short-run cost function. The more steeply the 
. Short-run marginal cost function rises in the neighborhood of the profit- 
maximizing point, the less likely are significant increases in output; but 
what is perhaps more important, the greater is the penalty for not 
achieving the optimum. Thus failure to reach the optimum has a higher 
probability of causing a downward transition. Of course, if short-run 
marginal cost curves were typically horizontal, no interindustry differ- 
ences would arise from this source. 

2. The nature of the long-run cost function, the general ease or diff- 
culty of expanding plant and equipment—including such items as the 
relation between increases in demand which are smooth and increases 


? This assumption assures that the process is nondissipative. 
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in output which, by the nature of the relevant technology, may be 
achieved only in discrete steps. 

3. The nature of oligopolistic arrangements—or the absence thereof— 
in a given industry. 

4. The general configuration of competing products, changes in rela- 
tive technology, and changes in relative demands. It would indeed be 
surprising if individual industries behaved substantially similarly, ir- 
respective of wide differences among the underlying forces that generate 
them. But it is not even plausible to suggest that only the values of cer- 
tain parameters will be different; in all likelihood the nature of the 
stochastic process itself will differ from case to case. Accordingly it 
would be surprising if the same distribution (with different estimated 
values for the parameters) were to fit all cases. 

These considerations clearly suggest the dangers in using aggregated 
data drawn from several sectors of the economy. These data, having 
been generated in part by one sort of mechanism and in part by another, 
cannot be expected to yield reliable results on the whole. In particular, 
the distribution of firms in a composite industry may be quite different 
from the distributions of the individual industries which are the sources 
of the composition. 


Il. Data and Distributions 


Selection of Samples. Since there are no criteria for defining an in- 
dustry which are free from arbitrariness, it seemed sensible to use defini- 
tions commonly used and accepted. With the exception of the two com- 
posite samples of the Fortune lists of the 500 largest firms in the United 
States in 1955 and 1960, the samples chosen represent industries accord- 
ing to 4-digit S.I.C. classes. The list of actual industries selected is dis- 
played in Table 1.8 The sizes of firms are measured in terms of assets. 
The 1963 Dun and Bradstreet Million Dollar Directory was the source 
for the firms in each classification. Actual asset figures were procured 
from the various relevant Moody's Manuals.’ If a given firm listed in 
Dun and Bradstreet was not listed in Moody’s, it was eliminated from 
the sample. Similarly we eliminated firms for which assets were not 
listed in Moody’s or which were listed as subsidiaries of some parent 
firm and for which no separate balance sheet was provided. These re- 
strictions, together with our reliance on the Million Dollar Directory, 
tend to eliminate the small firms. Although it has been argued in the 
literature that it is basically the right tail of the distribution which is of 
prime interest, the selection procedure is thus not free of arbitrariness. 


t We also display abbreviated code names given to them, which were retained throughout 
the computations as having higher mnemonic value than S.L.C. numbers. 

* Moody's Industrial Manual, 1962, 1963; Moody's Bank and Finance Manual, 1963; Moody's 
Transportation Manual, 1962. Some of our samples are thus from 1962 and some from 1963. 
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TABLE 1—List or INDUSTRIES 

ee Name Code Name 
1311 Crude Petroleum and Natural Gas CRUDPET 
6000 Banks (Massachusetts) MASSBANK 
6000 Banks (Illinois) ILLBANK 
6000 Banks (New York) NYBANK 
1511 Genera] Building Contractors BILDCONT 
2011 Meat Packing Plants MEATPACK 
2082 Malt Liquors MALTLICK 
2421 Sawmills and Planing Mills SAWMILL 
2621 Paper Mills PAPERMIL 
2731 Books—Publishing and Printing BOOKS . 
2818 Industrial Organic Chemicals CHINDORG 
2819 Industrial Inorganic Chemicals INDINORG 
2851 Paints, Varnishes, Lacquers, and Enamels | PAVALAC 
2911 Petroleum Refining PETROREF 
3069 Fabricated Rubber Products FABRUB 
3141 Footwear FOOTWEAR 
3312 Blast Furnaces . BLASTFUR 
3321 Gray Iron Foundries GRIFOUND 
3441 Fabricated Structural Steel FABSTEEL 
3522 Farm Machinery and Equipment FRMEQUIP 
3571 Computing and Accounting CACTMACH 
3621 Motors and Generators MOTORGEN 
4213 Trucking TRUCKING 
5064 Electrical Appliances, TV, Radio ELECTAPP 
1421 Crushed and Broken Stone CRUBROST 
2033 Canned Fruits, Vegetables, Preserves, etc., CANNING 
3461 Metal Stamping METSTAMP 
3679 Electronic Components and Accessories ELECTCOM 
4011 Railroads, Line Haul Operating RAILROAD 
6300 Insurance Companies INSUR 


In particular, the selection criteria did not take into account possible 
relationships between the size of firm and the shape of the long-run 
marginal cost curve. It is possible, therefore, that some of the data are 
partially contaminated by the inclusion of firms which are too small. 
The particular industries chosen were not selected at random; there was 
at least a casual attempt to obtain a set of industries with differing num- 
bers of firms in them, differing degrees of product homogeneity, and 
representing different types of production processes. The banking in- 
dustry contains so many firms that, for computational ease, we consider 
as three separate industries banks in Massachusetts, Illinois, and New 
York. 

Distributions Fitted. The statistical distributions mentioned perhaps 
most frequently as “explaining” the size distribution of firms (or of 
incomes, or of city sizes, or of any number of more or less peculiar 
socioeconomic quantities) are the Pareto distribution and the lognormal 
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formance of the industry is shown on the abscissa. Thus each point on 
line C;* associates the unit cost for firm i in period #, given the average 
unit cost in the industry in period 7-1. The lines are drawn in such a way 
that they reflect the idea that if the unit cost that is the average for the 
industry is higher, then the firm's unit cost will also be higher. As aver- 
age industry unit costs fall, some firms are motivated to reduce their 
unit costs accordingly. The higher the industry unit cost, the easier it 
is for any firm to search and successfully find means for reducing its 
own cost. Therefore, for a given incentive toward cost reduction, the 
firm is likely to find more successful ways of reducing its cost when 
industry costs are high compared to what they might find when they 
are low. As a consequence the typical reaction unit cost lines are more 
steeply sloped where industry unit costs are high compared to when 
they are low. Indeed, at very low industry unit costs the firm reaction 
cost lines approach an asymptote. It is not necessary for our analysis 
to assume that all firms are nonminimizers. Therefore some firms may 
have reaction cost lines that are horizontal. 

The curve C^ is the average of the unit costs of all the firms in 
question, where the weight for any firm's cost is the proportion of its 
output to the total industry output. C^ is the average reaction cost 
line for all the firms. 'The basic assumption is that a firm's costs will 
be higher if the average industry costs are expected to be higher, and 
vice versa. Beyond some point, where expected average industry costs 
are very low, every reaction cost line will be above the 45? line. 

In Figure 3 the line P is a locus of equilibrium prices. Each point 
on the line associates an equilibrium price with a level of industry 
unit cost in the previous period, which in turn determines the unit 
costs level of the various firms in the current period. Thus, given the 
industry unit cost in period 7-1, this determines the unit cost level for 
each firm in period ¢. Each firm in turn will pick that output that 
maximizes its profits. The sum of all the outputs determines the 
industry output, and given the demand function for the product, the 
industry output determines the price. The price will be an equilibrium 
price if at that price no additional firms are induced to enter the 
industry or to withdraw from it. Thus the price for each industry unit 
cost is determined in accordance with conventional price theory con- 
siderations. If the price, at the outset is above equilibrium price, then 
the entry of firms will bring that price down toward equilibrium, and 
if the price is below equilibrium, marginal firms will be forced to leave 
the industry, which in turn will cause the price to rise. Thus at every 
level of industry unit cost in period 7-1 there is a determinate number 
of firms, that number consistent with the associated equilibrium price. 


LEIBENSTEIN: ALLOCATIVE EFFICIENCY 409 


tion, and the absence of such pressures tends to cause costs to rise. 
Some of the essential points made in the previous paragraphs can be 
illustrated diagramatically, if (in the interest of simplicity) we allow 
for abstraction from some of the realities of the situation. The main 
ideas to be illustrated are as follows: (1) Some firms operate under 
conditions of nonminimum costs, and it is possible for an industry to 
have a nonminimal cost equilibrium. (2) Improvements in X-efficiency 
are part of the process of development, and probably a significant pro- 
portion of the “residual.” In what follows we assume that there are 
many firms, and that each firm's output is sufficiently small so as not 
to affect the output, costs, or prices set by other firms. For simplicity 
we also assume that for each firm there is an average total unit cost 
(ATUC) curve that has a significant horizontal segment at its trough, 
and that the output selected will be on that segment. When we visual- 


Unit cost 
period t 





Q Industry unit cost 
period t-l 


FIGURE 2 


ize a firm’s costs reacting to competitive conditions in the industry we 
imply that the entire ATUC curve moves up or down. Some firms are 
presumed to react to changes in the unit cost of production of the in- 
dustry as a whole, i.e., to the weighted average of the unit costs of all 
the firms, in which each firm's weight is in proportion to its contribu- 
tion to the output of the industry. Here we posit a one-period lag rela- 
tion. Each firm's expectations of current industry units costs depends on 
actual industry unit cost in the previous period. If we choose 
sufficiently small periods, then this seems to be reasonable relation. 
In Figure 2 each curve represents the "reaction cost line" of a firm. 
The ordinate shows the actual unit cost of any firm determined by that 
firm's reaction to what it believes or expects to be the unit cost perfor- 
mance of the industry as a whole. The alternate expected unit cost per- 
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distribution. Pareto himself advanced three distributions,? and the one 
commonly referred to as the Pareto distribution, more properly called 
the Pareto distribution of the first kind, 1s given by 


(1) F(x) -1— (2. 


where F(x) is the probability of an observation having a value <x and 
where & and a are parameters. We also employed the Pareto distribution 
of the second kind: 


K 
(s +o)? 


and a simplified form of the Pareto distribution of the third kind, known 
as the Champernowne distribution," given by 


Keh 


x 


(2) F(a) —-1-— 








(3) F(x) = 1 — 


Two additional distributions can be derived from equations (1) and 
(3), respectively, on the basis of the following—admittedly artificial— 
assumptions: (1) Imagine that we define a set of firms with outputs 
which are highly substitutable for each other in production as a “primi- 
tive" or *noncomposite" industry. We then form a ''composite" in- 
dustry by taking the largest firm in each of a number of noncomposite 
industries and adjoining them to each other.” (2) Each noncomposite 
industry has an identical number of members. (3) Firms in each non- 
composite industry are distributed according to identical distributions 
(1) or (3). From these assumptions, it follows that firms in the composite 
industry are distributed approximately as 


(4) F(x) = emer, 
which we shall call the composite distribution, and 
(5) F(z) = enone, 


which shall be called the double or iterated exponential distribution. 
Finally, as mentioned above, we fitted the lognormal distribution where 
for convenience we chose the two-parameter family given by 


z , nee £—p) /a] 
6 F(x) = f a — di. 
(6) (x) pos E 
10 See [9]. 
u See [15]. 


2 This assumption may not be a priori as crude as it sounds for the two Fortune samples. 
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All of these distributions are, subject to specific subsidiary assump- 
tions such as those used in deriving (4) and (5), broadly consistent with 
the Law of Proportionate Effect. In fitting all of these distributions to 
all our samples, we are in fact making a twofold query: (1) Does at least 
one of these distributions fit well in each case and is the prevalence of the 
Law of Proportionate Effect thus upheld? (2) Can we discriminate suc- 
cessfully among various distributions and the fits they produce if 
several distributions fit reasonably well, as is to be expected? 

The Criterton of Statistical Significance. It is important to note that 
this study concentrates attention on statistical significance. The accept- 
ability of a hypothesis thus is based upon the absence of statistically 
significant discrepancies between the hypothesis and the data. 

This is clearly not the only way to regard the matter. The hypothesis 
that the generation of industries is explained by the Law of Proportion- 
ate Effect or, indeed, the individual hypotheses represented by (1) to (6) 
are what may be called extreme hypotheses, i.e., hypotheses that nobody 
would wish to accept literally. In analyzing the discrepancy between an 
extreme hypothesis and the facts it may be more relevant to concentrate 
on the degree to which the discrepancy ts of consequence for, say, eco- 
nomic theory than the extent to which it is statistically significant. The 
notion of being of consequence is the more relevant one when we are 
interested in how good overall an approximation is. Thus a discrepancy 
may be statistically significant but of no consequence. The emphasis of 
this paper on statistical significance is justified in the following ways: 
(a) It is dificult to speak of consequential differences—as opposed to 
statistically significant ones—-without specifying a utility function over 
the possible discrepancies between theory and facts; (b) relatively gross 
hypotheses such as the Law of Proportionate Effect can be embodied in 
a number of ways in particular, different mathematical formulations 
among which it is desirable to discriminate; (c) successful statistical 
discrimination tends to yield reformulated theories of relatively greater 
sophistication. 


III. The Theory of Fitting Distributions 


In this section we briefly review standard methods of fitting distribu- 
tions to samples and of judging the goodness of fit and introduce what, 
so far, promises to be a superior method. 

Typically methods of fitting fall into the following categories: (1) The 


18 Some skewed distributions would not be expected to fit well a priori. An example is the 
exponential distribution which, it can be shown, has a theoretical value for the Lorenz measure 
of the inequality of the distribution which is independent of the parameter of the distribution. 
In fact, the exponential distribution produces abysmally bad fits to our samples. 

See [12, pp. 254-56]. 
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method of moments or quantiles, according to which some theoretical 
sample moments (or quantiles) are set equal to their sample values, and 
the resulting equations are solved for the parameters of the distribution; 
(2) the method of maximum likelihood, which assigns to the parameters 
of the distribution such values as will maximize the likelihood of the 
sample actually obtained; (3) the method—employable only if some 
appropriate transform of the cumulative distribution can be expressed 
as a straight line—which consists of fitting a straight line to the sample 
cumulative distribution, appropriately transformed; (4) qualitative 
methods such as inferring something about the class of admissible or -7 
inadmissible distributions from the shape—symmetry versus asym- 
metry—of the Lorenz curve.'® Discounting the fourth class of methods 
as being generally too imprecise for purposes of fine discrimination, we 
have to admit that each of the other three methods may, under appro- 
priate circumstances, have various desirable statistical properties such 
as providing estimates which are unbiased or consistent or have some 
other desirable feature. 

Once the parameters of the distribution in question have been esti- 
mated, we still face the task of judging the goodness of fit. This is 
typically accomplished by the x? test according to which data are 
grouped into r classes, the expected frequencies e; and actual frequencies 
f; in each class are obtained, and the statistic 


us > (e; e 


€; 


is calculated which has approximately the x? distribution with r— & 
degrees of freedom where k is the number of parameters fitted. The test 
is obviously unsuitable where fine discrimination is required for the 
following reasons: 

1. The test criterion G 1s sensitive to the particular grouping selected 
for the observations and in the case of closely similar hypotheses the 
answer might depend on what grouping was chosen. 

2. The test is not as powerful as it might be if its validity rested on 
the assumption of some specfic alternative hypothesis; but it is pre- 


5 H, S. Simon and C. P. Bonini [15] employ this technique. 


18 Tt can be shown quite easily that the Lorenz curve associated with the Pareto distribution 
of the first kind, defined only for values of a> 1, is asymmetric. These methods are imprecise, 
at best, since this property is shared by many other distributions. If, however, the Lorenz curve 
were symmetric, we may be fairly sure that the sample does not fit the Pareto distribution well. 
Án equally dubious qualitative method is to take sequentially increasing samples and examine 
the resulting sequence of sample first, second, etc., moments. If these sample moments sbow 
& tendency nol to settle down, but to increase indefinitely with increasing sample size, we may 
be on fairly good ground to suggest that we are dealing with a sample from a distribution with 
infinite moments, Unfortunately this method does not tell us which of the many such distribu- 
tions we may be dealing with. 
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cisely this kind of situation that is encountered when we wish to choose 
between, say, the Pareto and the lognormal distributions. 

3. The test cannot be validly applied if expected frequencies are 
very small; this, however, is precisely the case when we are interested 
in distributions with very long right tails. 

4, The value of G may be small, indicating a good fit, but the fitted 
cumulative distribution and the sample cumulative distribution may 
still show very significant, systematic divergences from each other. 

Points 2 and 4 can be equally well used as a critique of the Kolmogorov- 
Smirnov test, together with the added problem that critical values of 
the Kolmogorov-Smirnov statistic are not known in the case in which 
the parameters of the distribution have actually been estimated from 
a sample.!* 

Because of the variability in the properties of the estimates by the 
various methods mentioned earlier and because of the great difficulty 
of achieving subtle discrimination among alternative hypotheses, a new, 
unified method of estimating and of testing goodness of fit has been 
developed.’ 

This method considers the values of the cumulative distribution at 
the » sample points x,, denoted by F(x;). We assume that the z;'s are 
order statistics; that is, that the sample has been so reordered that 
x; Ex;M i<j. By convention F(a.) =0 and F(x,41) =1. We form: 


S= Y (re C Ii) 


and choose as our estimates of the parameters of the distributior those 
values which minimize S. The resulting estimates can be shown to be 
consistent. Tt is to be noted that in general this method works for all 
distributions and is nonparametric in that the properties of the esti- 
mates do not depend upon the particular distribution in question.” 
Goodness of fit is tested in two basic ways and a fit is pronounced 
bad if it fails by either test. The two criteria are the closeness of the 
fit as measured by the value of S at the minimum (the smaller is S, the 
better is the ft) and by the randomness of the fit which is measured 


17 There has been some debate as to what constitutes “small” expected frequencies. See [2]. 

18 See, for example [1]. 

1* See [10] and [11]. 

20 Clearly this involves possibly tricky numerical minimization problems. For an effective 
solution of these problems which was not yet available when these computations were per- 
formed, see [4]. 

1! See [10]. 

2 The reason being that the quantities Z(z1) — F(x 3), called the coverages associated with 
the order statistics, have identical joint uniform distribution, irrespective of the form of the 
distribution of x. 


QUANDT: SIZE DISTRIBUTION OF FIRMS 425 


by the randomness of the successive residuals F(x;) — F(x) —1/(n4- 1), 
F(x;,1) — F(j —1/(n4- 1), etc. The rationale for testing the residuals for 
randomness is simple: under the null hypothesis, that is if the data 
really were generated by the distribution fitted, we would expect some 
residuals to be positive, some negative, in no predictable order. A 
systematic deviation from randomness, even with a small S, therefore 
indicates a bad fit. Randomness itself can be tested in several ways 
which will be discussed when we turn to an analysis of the data i in the 
next section. 


IV. Results of Fitting 


It has been shown elsewhere that the standard methods are generally 
not capable of fine discrimination.? In this section we discuss only the 
results of our new method. Table 2 displays the estimated values of S. 
The first column gives the number of observations for each sample. 
Asterisks indicate that the value of S is so high that on the .05 level 
of significance we must reject the possibility of a good ft.” 

Before we can interpret Table 2 we must note the anomaly that in a 
few instances the Pareto distribution of the first kind fits better than 
that of the second kind or that the composite distribution fits better 
than the double exponential. This may appear as paradoxical since these 
pairs of distributions are essentially of the same form, with one of them 
having one additional parameter to be fitted. The one with more param- 
eters to be fitted should yield the better fit.? The answer is that the 
minimization of S was carried out by numerical methods; hence we can- 
not be sure that in each case we have reached a global minimum. In 
fact, during the computations there was occasional evidence of multiple 
minima—or at least of very flat plateau-type minima—in several in- 
stances. In these instances direct search of the parameter space was 
undertaken until a "reasonable" value of S seemed to have been pro- 
duced.” 


z See [11]. 

* Critical values for S were derived from sampling experiments in which tbe distribution 
was fitted wben the null hypothesis was known to be true. See [10]. Linear interpolation was 
used for adapting the calculated critical values to the present values of N. 

355 Note also that these considerations affect the validity of using significance levels of, say, 
S, derived by fitting only two parameters for testing closeness of fit in a three-parameter case, 
It is quite likely, however, that when the number of observations is large, this will cause a 
negligible distortion. 

* Clearly the procedure does not guarantee that a global minimum had been reached. This 
may cast some doubt on the statements of statistical significance made in the rest of the paper. 
On the whole, however, we may be confident that the results are reasonably accurate because 
(a) when direct search of the parameter space was undertaken, it was a fairly thorough search, 


consisting of picking a new starting point and performing a new set of iterations leading to 
a—hopefully—smaller minimum; (b) after an “acceptable” value of S was produced, the 
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TABLE 2.~—ESTIMATED VALUES oF S 


Log- 
Double zormi 
CRUDPET 0065 .0075 
MASSBANK 0100* | .0068 
ILLBANK 0206* | .0080 
NYBANK 0092* | .0044 
BILDCONT 0337 .0345 
MEATPACK 0417 .0450* 
MALTLICK 0318 .0342 
SAWMILL - 0109 .0115 
PAPERMILL 0238 .0248 
BOOKS 0148 .0151 
CHINDORG 0178 .0154 
INDINORG 0170 .0180 
PAVALAC 0222 .0250 
PETROREF 0137 0144 
FABRUB 0296* | .0179 
FOOTWEAR 0472* | .0537* 
BLASTFUR 0092 . 0097 
GRIFOUND 0255 .0292 
FABSTEEL 0157 .0234 
FRMEQUIP 0216 0309 
CACTMACH 0276 .0326 
MOTORGEN 0126 .0151 
TRUCKING . 0168 .0216 
ELECTAPP .0327 .0343 
CRUBROST .0318 .0338 
CANNING .0310 .0358 
METSTAMP .0105 .0110 
ELECTCOM .0088 .0115* 
RAILROAD .0078 .0095* 
INSUR 0018 .0018 
FORTUNE 5 0031* | .0041* 
FORTUNE 6 0030* .0038* 





Table 2 provides us with the following conclusions: 

1. The S-values tend to discriminate among the various distributions 
fairly well. Considering each sample to be a judge who ranks the six 
candidate distributions, we find Kendall's coefficient of concordance 
W = .303, which is significant on the .001 level. In particular, out of the 
32 samples the Pareto distribution of the first kind is rejected in 20 
cases, the Pareto distribution of the second kind in 15 cases, and the 
Champernowne distribution in 11 cases. The other three seem to do 
much better, being rejected not more than seven times. As potential 
candidates for general description we thus have only the composite, 


search was continued until several new tries failed to produce a smaller minimum; (c) the 
search was continued until the results showed that the “acceptable minimum" could be 
achieved from various starting points. 
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iterated exponential and lognormal distributions left, and we can safely 
reject the hypothesis that all candidate distributions fit equally well. 

2. One of the samples, the Footwear Industry, is not fitted well by 
any distribution. 

3. The Pareto distributions of the first and second kinds and the 
Champernowne distribution do well for the two Fortune samples, for 
which the composite and iterated exponential distributions—the deriva- 
tions of which were inspired by the conjectured construction of those 
samples—do rather badly. The assumptions underlying those deriva- 
tions seem not to correspond to reality in those cases. 

4. In spite of conclusion 1, it is interesting to note that each of the 
six distributions produces a “‘best fit” for at least one sample. 

5. On a fairly casual basis one might argue that the S values for the 
last five distributions indicate discrepancies between hypothesis and 
facts which are of not great consequence; the same cannot be argued 
easily for the Pareto distribution of the first kind which exhibits much 
larger S values on the whole. 

In the aggregative Table 3 the letter S signifies that the particular 
sample distribution pair failed the test of closeness at the .05 level of 
significance. 

Three methods have been employed to test the randomness of the 
residuals. Clearly the results of the three are not independent of each 
other, but their relative sensitivities differ, and so all three were em- 
ployed. We further note that nothing is known at present about the 
power of these tests. Therefore, since most instances in which the null 
hypothesis is false will tend to induce some nonrandomness of residuals, 
we cannot analyze questions about the probability that the hypothesis 
will be rejected when it is false. These methods can be described briefly 
as follows: 

1. Runs of negative and positive residuals were counted and the 
standard-runs test was performed on each set of residuals at the .05 level 
of significance." The letter R in Table 3 indicates that the particular 
sample-distribution pair failed the runs test of randomness. 

2. Orthogonal polynomials of 15th degree were fitted to the various 
series of residuals." If the residuals contain low-frequency oscillations 
only, the fit will be good, and the percentage reduction in the total sum 
of squares of residuals owing to fitting the polynomial will be large. If 
the series of residuals contain only very-high-frequency oscillations, the 
reduction in the sum of squares will tend to be small. For random series 
the percentage reduction in the sum of squares will be of intermediate 
size. The letter O in Table 3 indicates that, on the .05 level of signifi- 

See [8]. 

33 See [3] and [5]. 
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TABLE 3 





Champer-| Com- 





Pareto 1 | Pareto 2 SORTE posite Double N 
CRUDPET S OP OP|S OP 159 
MASSBANK |S OP.S OP| R SROP 191 
ILLBANK SROPISRO SROP SROP 161 
NYBANK SROP|SROP|SROP SROP 253 
BILDCONT S O S 30 
MEATPACK |S O S O S O0 O O 25 
MALTLICK |SROP ROP O OQ 26 
SAWMILL RO 24 
PAPERMIL S RO S S 48 
BOOKS R P|SRO 36 
CHINDORG |SROP 44 
INDINORG |S OP|S P 56 
PAVALAC SROP 43 
PETROREF |SROP P O 59 
FABRUB OP OP S OP 50 
FOOTWEAR | S$ S S > S 22 
BLASTFUR SROP RO 71 
GRIFOUND |S O S OQ 36 
FABSTEEL O RO O 36 
FRMEQUIP 38 
CACTMACH 27 
MOTORGEN P P 39 
TRUCKS SROP|SR A1 
ELECTAPP S O O S O O Q 18 
CRUBROST O O O O O 17 
CANNING S S 24 
METSTAMP OP 58 
ELECTCOM |S OP|S O SROP 119 
RAILROAD S OPIS P|S OP 168 
INSUR SROP O SROP 602 
FORTUNE 5 OP OP P|SROP|S OP|SROP 500 
FORTUNE 6 O SROP|S OP|SROP 500 


cance, the percentage reduction in the sum of squares deviated from 
randomness.?? 

3. The power spectrum of each series of residuals was calculated an 
examined by comparison with the power spectrum of series of compar- 
able length generated when the null hypothesis was in fact true? —for 
significant deviations from the characteristics of the spectrum of white 
noise— which is indeed the appearance of all the spectra generated 
under the null hypothesis. The letter P is entered in Table 3 where 
significant amount of power was found at the low frequencies. It should 

7 Critical values for the percentage reduction were established by extensive sampling ex- 


periments in which the null hypothesis was in fact true. In all but five cases rejection in the 
above table occurred because of low-frequency oscillations. See [10]. 


?! See [10]. 
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be noted that the spectral representation is not very meaningful or 
informative for short series, say for series of length much less than 50. 
For illustrative purposes we show the spectra for the sample Fortune 6 
in Figure 1. The first three of these spectra are indistinguishable from 
those of series of comparable length for which the null hypothesis is 
true. The last three exhibit noticeable peaks at the low frequencies, 
indicating nonrandomness. 

Some basic conclusions that can now be drawn from Table 3 are as 
follows: 

1. We disqualify a distribution as providing a good fit if it fails by 
either the criterion of closeness or the criterion of randomness. We shall 
base our conclusions concerning randomness on the test using orthog- 
onal polynomials. On this basis we obtain the following ranking: (a) 
the composite distribution (23 good fits), (b) the iterated exponential 
and lognormal distributions (20 good fits), (c) the Champernowne 
distribution (17 good fits), (d) the Pareto distribution of the second kind 
(11 good fits), (e) the Pareto distribution of the first kind (6 good fits). 
The ordering of the composite and iterated exponential distributions is 
paradoxical and is probably explained by the computational artifact 
mentioned earlier. The Champernowne and the Pareto distribution of 
the second kind have the same number of parameters, hence the former 
is clearly better; the Pareto distribution of the first kind has one fewer 
parameter and one might attempt to explain its bad performance in 
terms of that fact. This would not be satisfactory, however, since both 
the lognormal and the composite distributions have the same number 
of parameters as the Pareto distribution of the first kind and yet per- 
form markedly better. 

2. Although there is considerable difference in the number of instances 
in which the various tests of randomness “catch” bad fits, the runs test 
catching 34 cases, the spectral test 50, and the orthogonal polynomial 
test 78, there is a very marked overlap in the cases they do catch. One 
way of verifying this is as follows: Consider a particular pair of tests, 
say those denoted by the letters R and P. Let the number of occur- 
rences of these letters in Table 3 be Nz and Np, i.e., Vg—34, Np—50. 
On the null hypothesis that the Ng R's and Np P's are distributed ran- 
domly in Table 3, the probability of k or more matches in Table 3 
(instances in which R and P occur together) is 


C) n -— 2) 
a j Ng —j 


Pk) = 2 | 
o (a) 
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For all three possible comparisons this probability is less than 1075, and 
we emphatically reject the hypothesis that these tests of randomness 
catch cases at random. 

3. There are four cases where none of the distributions fits well 
enough. In addition, the Pareto distribution of the first kind does not 
fit the sample Fortune 5 well on the grounds of nonrandom residuals.*! 

4, Discrimination is far from perfect. Basing our judgment of a good 
fit on the nonappearance of the symbols S and O in Table 3, we find 
15 samples which are fitted well by four or more distributions. However, 
all of these are samples where the number of observations is less than 
60, Discrimination becomes much greater when the number of observa- 
tions is large. In fact, the number of times the symbols S, R, O, P occur 
in Table 3 is 224. One hundred ten of these occurrences are in the nine 
samples with more than one hundred observations. The unhappy con- 
clusion from this is that we may not be able to test hypotheses involving 
subtle discrimination or we may not be able to test even grosser hypo- 
theses—such as the Law of Proportionate Effect—without much larger 
samples than are typically available. The fact that good fits are fewer 
when tbe samples are large suggests that if we had large samples for 
all our industries, we would generally ind many fewer good fits than is 
the case. 

5. The composite distribution and the iterated exponential distribu- 
tion, the derivation of which was inspired by the hypothetical construc- 
tion of the Fortune samples, do not fit those samples well at all. 


V. Concluding Remarks 


Fitting distributions and testing the goodness of fit in the manner 
outlined in Sections II and III lead to fairly good discrimination in 
many cases among closely similar alternatives. In particular the Pareto 
distribution of the first kind generally was seen to provide very bad 
fits. This result contradicts in two ways the view that (a) firm sizes 
have the Pareto distribution, and (b) that the distributions are not 
very m to the methods by which the samples are obtained [8, 
p. 425]. 

Although the analysis does not suggest that discrepancies between 
the predictions of the (unadorned) Law of Proportionate Effect are 
of great consequence, there is statistical evidence that we can dis- 
criminate between alternative guises in which the Law may appear. In 
all likelihood the Law of Proportionate Effect operates together with 
such complicated conditions on birth and death as to be incapable of 
yielding a pure test of the law itself. Finally, it is very likely that in 


9 This sample had been found to agree well with the Pareto distribution earlier. See [15]. 
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many instances we shall be unable to test hypotheses about the distribu- 
tion of the data, and thus about the mechanism generating them, be- 
cause of the smallness of the number of observations. In these instances 
an unavoidable agnosticism may previal. - 


REFERENCES 


1. D. G. CEHAMPERNOWNE, “A Model of Income Distribution,” Econ. 
Jour., June 1953, 63, 318-51. 

2. W. G. COCHRAN, “Some Methods for Strengthening a? Tests,” Bito- 
metrics, 1954 (10), 417-51. 

3. R.A. Frsuzz, Statistical Methods for Research Workers, 12th ed. London 
1954. 

4. S. M. GorprELD, R. E. QuANDT, and H. F. TgorTES, "Maximation by 
Quadratic Hill-Climbing,” Economeiric Research Program, Research 
Memo. No. 72, Princeton University, January 1965; also in Econo- 
metrica, forthcoming. 

5. C. H. GOULDEN, “Methods of Statistical Analysts, 2nd ed. New York 
1952. 

6. P. E. HART AND S. J. Prats, “An Analysis of Business Concentration,” 
Jour. Royal Stat. Soc., Ser A., 1956, 119, Pt. 2, 150-91. 

7. M. Karecky, “On the Gibrat Distribution," Econometrica, April 1945, 
13, 161~70. 

8. B. MANDELBROT, "New Methods in Statistical Economics," Jour. Pol. 
Econ., Oct. 1963, 71, 421-40. 

9. V. PARETO, Corso dt Economia Politica, ed. by G. Einaudi, 1949. 

10. R. E. Quanpr, “Old and New Methods of Estimation and the Pareto 

Distribution," Metrika, 1966, 10(1), 55-82. 

11. - , Statistical Discrimination Among Alternative Hypotheses and 
Some Economic Regularities," Jour. Reg. Sci., Winter 1964, 5, 1-23. 

12. L. J. SAVAGE, The Foundations of Statistics. New York 1954. 

13. S. SŒGEL, Nonparametric Statistics. New York 1956. 

14. H. A. Sr«on, “On a Class of Skew Distribution Functions,” Biomeirika, 
1955, 42, Pts. 1 and 2, 425-40. 

AND C. P. Bonm, “The Size Distribution of Firms," Am. 

Econ. Rev., Sept. 1958, 48, 607-17. 








DYNAMIC INCOME ADJUSTMENT 
TO MONEY-SUPPLY CHANGES 


By Donan P. TUCKER* 


Recent empirical studies have provided evidence that aggregate in- 
vestment spending responds to changes in the level of interest rates, 
but that it responds only gradually, with a considerable distributed lag. 
Some writers have drawn from this the conclusion that monetary policy, 
to the extent that its effectiveness comes from its power to influence 
investment through interest rate changes, works very slowly and can- 
not be used for cyclical stabilization. This conclusion is not justified, 
for long distributed lags in investment response can exist without caus- 
ing comparable lags in the response of aggregate demand to changes in 
the money supply. The lags and parameter values in other sectors of 
the economy have fully as much influence as those in investment in 
determining the dynamics of the system. In particular, lags in the 
money-demand function tend to counteract, rather than reinforce, the 
investment lags. In this paper, a dynamic Keynesian income model 
characterized by distributed lags in the behavioral equations is analyzed 
to demonsttate this point. 

One of the crucial questions for monetary policy is the question of 
speed of adjustment, of how rapidly production and income respond to 
changes in the money supply. At issue is whether attempts at counter- 
cyclical management of the money supply are stabilizing or destabiliz- 
ing, for monetary policy may, in fact, aggravate business cycles if its 
effects are mostly felt many months after money-supply changes occur. 
One of the economic mechanisms through which a change in the money 
supply is thought to influence real national income operates through the 
interest rate. Investors base their spending decisions in part, according 
to this Keynesian argument, on the current and expected future levels 
of interest rates. When these change in response to a money-supply 
change, then investment also changes, inducing a corresponding change 
in consumption spending. Clearly, then, one factor of major importance 
to the question of the speed of monetary policy is the speed with which 
investment spending responds to interest rate changes. 

In recent econometric studies of investment the most satisfactory 
results have often been obtained with models in which investment re- 

* The author, assistant professor of economics at the University of Chicago, is indebted to 


the members of the Workshop in Econometrics and Mathematical Economics at the University 
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sponds with a distributed lag to changes in the variables on which it 
depends. Because of its simplicity, the form 


I; = a + O18 4,2 + aX ae te + lea 


(where X; is the ith independent variable and # is a time subscript) is 
commonly employed. This form, as is well known, is implied by an 
investment function in which current investment depends on all cur- 
rent and past values of the independent variables with geometrically 
declining coefficients. The coefficient of some variable t periods ago is 
proportional to ct, where O<c<1. Thus, the lag coefficient, c, is an 
indicator of the speed of adjustment. If c.is close to zero, investment 
depends hardly at all on the values of variables more than a couple of 
periods back, and adjustment is rapid. A large c means slower adjust- 
ment. . 

Several investment studies utilizing such a lag model have found 
both & significant coefficient for some interest rate variable and a 
moderately large lag coefficient [3] [5] [7, Ch. 7], thus indicating that 
investment responds directly to monetary stimuli, but only with a 
distributed lag. It is an easy and intuitively appealing application of 
the Keynesian framework to judge from such evidence that monetary 
policy works slowly on the economy, and conclusions of this sort have 
occasionally appeared in the literature [1, Ch. 12] [2] [3] [6]. The 
deduction required to reach this conclusion is not a valid one, however. 
The existence of lags in investment response is not a sufficient condition 
for monetary policy to work slowly, and it is the burden of this paper 
to establish this point. 

The missing link in the argument is the behavior of the interest rate. 
The impact of a monetary policy change is transmitted to investment 
indirectly by inducing changes in the interest rate, and it is clear that 
the dynamic response of investment spending to & money-supply 
change cannot be détermined without. knowledge of how the interest 
rate responds. If it adjusts only gradually, then this means another 
lag to be added to the distributed lag in the investment function. 
However, not only is a vigorous initial interest rate response to be ex- 
pected, as we shall see, but, in fact, we can not rule out the possibility 
of interest rate fluctuations sharp enough to shove investment spending 
immediately to or beyond its new equilibrium level, without any lag at 
all. 
What, then, is the implication for monetary policy of the investment 
lags so far observed, and how can we find the interest rate behavior 


they imply? The answers require a framework that is explicitly dynamic, 


and an obvious approach is to remold the static Keynesian model into 
a dynamic one by incorporating into it behavioral equations containing 
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distributed lags. The model, using ais equations for mathematical 
simplicity, is the following: 


(1) I = 9: hY t drà dica 
(2) C; = (1. — j)(as + bY) + jCra 

(3) Y,- Cin 

(4) Mi = (1 — m)(e t fY« gr) + mM 
(5) M: = M; 

where 


C*= desired consumption; 
I* — desired investment; 
M* — desired money holdings; 
M — money supply; 
Y =income; 
r — interest rate; 
i— time subscript; 
j and m are lag parameters, with 0 X7,m «1; and 
all other symbols are constants. 


Equations (1)-(3) specify product demand and the condition that the 
product market is cleared in every period. Equations (4) and (5) specify 
the demand for money and the condition that the money market is 
cleared in every period. 

Price and wage changes are ignored. No labor market is considered, 
and income can change freely without encountering a labor-supply 
constraint. Thus, the model deals with the impact of monetary policy 
on real income and employment rather than its impact on the price 
level. 

The money supply is a policy parameter, and it is the only exogenous 
variable of the system. The model is assumed to have a stable static 
equilibrium position, the properties of which are obtained by setting 
each variable equal to its own lagged value. Notice that the lag param- 
eters disappear when this is done; the other constants thus specify the 
relationships between steady-state values of the variables. Varying 7 
and m thereby permits us to vary the lags in the system without affect- 
ing its static properties. 

This model represents a dynamic generalization of only one aspect of 
a Keynesian model. No dynamic process has been formulated to de- 


1 This stability assumption imposes a condition on (5-51). See equation (13) and the re- 
marks immediately preceding it. 
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scribe the response of markets to excess supply and demand. Instead, 
the static equilibrium conditions that the money and product markets 
. be cleared have been converted into the dynamic assumptions that these 
markets are cleared in every period, and the results of the model are 
very dependent on these assumptions. For this reason, and for many 
others, the model is far too simple to be regarded as a serious representa- 
tion of the real world. Rather, it is simply an illustration, an expositional 
device to help bring out in the conciseness of mathematics the properties 
of one particular economic adjustment mechanism. The general applica- 
bility of the economic principle involved will, I think, become ap- 
parent. 


I. Income Response 


A difference equation specifying directly the relationship between Y 
and M is obtained by combining equations (1)-(5) and eliminating 
C*, I*, M*, and r by substitution. For our purposes, the essential char- 
acteristics of the resulting relationship are given by 


(6) Y: — AYz, = B+ DUM, — mM), 
where 
(7) A = E 
i-a- (s s- 2) 
Ad(1 — j) 
gj(1 — m) 


(8) 
and B is a constant of no importance. 

In order to obtain an explicit solution for Y from equation (6) we 
must specify an initial value for Y and the complete time path of M. 
Yet, the answer will have no general relevance if we determine the be- 
havior of Y only for the obvious but special case in which Y is at static 
equilibrium before we change the money supply and is permitted to 
settle down completely to a new static equilibrium after we change the 
money supply once. In general, we expect the money supply to change 
frequently as the monetary authorities react to changing economic 
conditions, and we would like a result that is still valid if the money 
supply changes again before the dynamic response to the first change 
has worked itself out. The question we are asking is this. What portion 
of the dynamic changes in Y going on continuously can be attributed 
to any one particular money-supply change that we choose arbitrarily? 
In other words, suppose we superimpose & permanent change in the 
money supply, occurring all at once, on top of the time path of M 
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(fixed or fluctuating) that would otherwise prevail. How will Y now 
deviate from the time path it would otherwise have followed? 

Conceptually, then, we divide M and Y each into two parts. One’ 
part of M is the time path the money supply would have followed if 
the single monetary change whose effect we are analyzing had not taken 
place. The other part of M represents this change. Likewise, one part 
of Y is the time path income would have followed if the monetary 
change we are considering had not occurred, and the other part repre- 
sents the deviation from this path caused by the monetary change. It is 
the dynamic pattern of this deviation in Y that we wish to find. 

Let Y,—-Y,--Y," and M,— M,'4- M," for all 4. These are substi- 
tuted into equation (6). Let Y^ and M' be the unspecified underlying 
values to which we are adding a change. The relationship between Y’ 
and M' clearly must be specified by an equation identical to (6) con- 
taining only single-primed variables. 

This leaves 


(9) Y, — AYta = D(Mi — mM). 


Furthermore, the point of dividing our variables into two parts was in 
order that we might specify, without loss of generality, that 


ui = f> 1<0 
' IAM, i=1, 2. 


Y; =0, ¢t<0. 


(10) 


The condition on Y” specifies that output cannot be Mee by a 
change in M before that change has occurred. 

In analyzing the dynamic properties of this model, we are concerned 
more with the shape of the path along which equilibrium is approached 
than with the absolute magnitude of each adjustment. Therefore, it is 
simpler to express the values of Y" as ratios to their final equilibrium 
value (YZ). Define y= Y?'/Y 4, and substitute 


/ NN D(1- m) 
(11) Y; = Y. a q- "e y, AM 


into (9), where the expression for YZ has been obtained from (9) and 
(10) by setting Y, = Y;' — YZ.* Given the conditions (10), we can now 
solve the resulting difference equation sequentially for y1, Yz, ys, etc., and 
it is readily seen by induction from these results that 


3 We assume A »£1. See the following paragraph. 


m— A 


1—m 





Att fo t=1, 2>, 


a remarkably simple solution with some very interesting properties. 

The magnitude of A, defined by equation (7), clearly determines 
whether the model is convergent. We know that 0<7<1, that d, g<0, 
and that bı, ba, f>0. Therefore, if (bıt-b,) lies within the appropriate 
range, a range extending from zero somewhat beyond one, then0<A <1, 
and y; converges monotonically to one. Specifically, the stability condi- 
tion is 


df 
(13) bth 1d —- 
l $ 


The lag parameter of the demand for money, m, appears directly in 
the solution (12), but 7, the investment and consumption lag parameter, 
does not appear. However, its place is taken by 4. When the stability 
condition (13) is satisfied, then A is a monotonically increasing function 
of j. In addition, 7=0 implies 4 —0, and j—1 implies 4 —1. Thus, we 
may treat A as a proxy for the investment and consumption lag param- 
eter. 

First of all, note from equation (12) that m=A implies y,— 1 for all ¢. 
Income adjusts instantly to its new equilibrium value when m=4A, 
despite the lags in the demand functions. One lag has canceled the 
other. 

The more general pattern becomes apparent when we examine the 
first-period response, 

m — A 1— A 


14 zz] = 
(14) y Tc Ic. 








For m «A, we have yı<1; income only adjusts partially at first and 
must complete its adjustment gradually over the next several periods. 
As m increases or as A decreases, the first-period response becomes 
larger, eventually reaching 1.0 when m= A. If m> A, then income over- 
shoots its equilibrium in the first period and must adjust back in the 
opposite direction. In either case, y approaches equilibrium asymp- 
totically in succeeding periods, the speed of convergence being deter- 
mined by the magnitude of A. See Figures 1 and 2 for illustrations of 
the response of y for different parameter values. 

In all cases, investment is the volatile component of income and con- 
sumption the stable one. Consumption depends only on income, with 
a distributed Jag, and, for this reason, it inevitably must adjust more 
gradually than income. This leaves investment as the component that 
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responds more vigorously to money-supply changes, just as we expect, 
and the reason is because of its dependence on the interest rate. The 
underlying forces will become more apparent in the next two sections. 

It is clear from equation (12) that the speed with which income con- 
verges to its equilibrium is closely related to A. We expect a smaller A 
to mean more rapid adjustment. However, the relationship is not so 
simple. In the first place, m=A gives instantaneous adjustment for 
any A. If m = A, then y only approaches 1.0 asymptotically, and 
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2.0 m=0.85 
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FIGURE 1. Time PATH oF INCOME ADJUSTMENT FoR DIFFERENT MONEY-DEMAND LAGS 
(Ratio of accumulated change to total equilibrium change, with A =0.7) 


adjustment is never entirely complete. In order to enable ourselves to 
talk of the speed of adjustment, we may arbitrarily say that adjust- 
ment is “complete” when the asymptotic approach of y has brought it 
into the range 0.95 «4 «1.05 (or some other such narrow band around 
one). In Figures 1 and 2, the dotted lines mark the boundaries of this 
range. 

In Figure 1, A has been held constant, and yet the speed of adjust- 
ment clearly varies with m. When m« A, adjustment becomes more 
rapid as m approaches A. Then it begins to take longer again as m 
exceeds A. The explanation is that A governs the speed of approach to 
equilibrium only after the first period. The farther income is from 
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equilibrium at the end of one period, for given A, the longer it is going 
to take the series of geometric terms to reach the range between the 
dotted lines. Yet, equation (14) shows that the distance of y; from 
equilibrium depends on the difference (m— A). In a general sense, then, 
. it is the difference between product-demand lags and money-demand 
lags, as much as it is the inherent character of the lags themselves, 





Yt 2.5 
2.0 
1.5 
Dap ae 
A=. 70 ne ee I e m e e 
A=.75 
is A=.85 


Periods 


Ficure 2. Time PATH or IANCOME ADJUSTMENT FoR DIFFERENT PRODUCI-DEMAND Laas 
(Ratio of accumulated change to total equilibrium change, with m=0.7) 


that determines the speed of income adjustment. If the difference is 
small, then adjustment is rapid. 


II. Interest Rate Response 


The preceding section presents the mathematical solution, but it 
offers no explanation in economic terms for this surprising result. The 
key lies in the behavior of the interest rate, so it is necessary first to 
find the solution for r in this model. 

Equations (1), (2), and (3) are combined to give an equation con- 
necting r and Y. As in the preceding section, we divide the variables 
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into two parts, and this produces an expression in r” and Y" from which 
the constant terms have disappeared. When this is converted into an 
equation in y, using equations (11) and (8), we obtain | 


n A 


15 a (y, ~ Ey, AM 
(15) fi zEü — A) (y: yi-1) K 
where 

(16) 


Ee UPPER 
1 — (1 — (bi + ba) 


and where A is given by equation (7). The solution (12) for y, together 
with the condition that yo>=0, are used in (15) to obtain directly the 
solution i 


A 


17 1 = ———— AM 
ate gE — m) 


no A m u (m — A)(E — A) er 
for $= 2,3,--- 


Comparison of equations (7) and (16) by eye shows that EA for 
all relevant parameter values.? Therefore, 


Ta — (1—mü- E 


" d — 4) < (1— m) 
(the double prime is dropped for simplicity), and this expression may 
even be zero or negative because E21 according as (bitb) >1.4 In 
other words, the initial response of the interest rate is to overshoot its 
new equilibrium (r,,) if (b4-5;) «1, and, if m is moderately close to one, 
it takes a big jump far beyond equilibrium. When (5:4-54) » 1, on the 
other hand, it moves away from equilibrium at first. Equations (17) 
sbow that the direction of movement of rı is the same in either case; it 
is the sign of ře that is different. 

In the second period, the interest rate reverses direction, moving 
back toward (or beyond) equilibrium. We find 

= = (1 — m) — (E — 4) < (1 — m), 


fi 


3 E=A if j, d, or fis zero. We may ignore these extreme cases as uninteresting. 


4 The possibility that r. may be zero is the reason the solution (17) is not expressed as a 
ratio to r, a3 was the solution (12) for ys 


and this expression may also be negative. A negative value implies that 
r moves back farther than its initial starting position. Note that r; and 
To both bear roughly the same relation to ri. Regardless of how wildly 
the interest rate jumps in the first period, its readjustment in the second 
period returns it to the vicinity of equilibrium. 

After its second-period reaction, the interest rate approaches equil- 
ibrium asymptotically, and its rate of convergence also depends on the 
magnitude of A. Note that the sign of (m— A) determines the sign of 
the second term in equation (17b); the sign of every other factor in 
that term is independent of the parameter values. It is this term that 
governs the asymptotic approach to equilibrium, and thus, just as in 
the case of Y, the sign of (m— 4) determines whether r approaches 
equilibrium from above or below. From the third period on, as it turns 
out, both Y and r are approaching equilibrium from the same side (both 
either rising or falling), even though their equilibrium values may lie 
in opposite directions from their respective starting points. 

The striking thing about the interest rate is its behavior in the first 
two periods. Its movement is by no means simply a mirror image of the 
movement of income. If m is significantly greater than zero, r takes a 
big jump in the first period regardless of how smoothly Y adjusts. This 
point stands out clearly when m=A. In this case, Y moves directly to 
equilibrium in the first period, but r does not. Instead, it overshoots (or 
moves away from) equilibrium in the first period, returning to equil- 
ibrium only in the second period. 

Figure 3 illustrates the behavior of r for an increase in the money 
supply when (514-5;) <1. The adjustment is shown there as a downward 
adjustment because this direction of change corresponds to the upward 
adjustment of Y shown in the preceding two figures. In general, the 
behavior of r is very similar if (b1-- 55) > 1. The only essential difference 
is that the dotted equilibrium line lies above the origin; the interest rate 
still moves down at first and then back toward the equilibrium line. 


III. Economic Explanation 


This surprising behavior of income and the interest rate in a simple 
lag model bas, in fact, a very simple economic explanation. The key lies 
in the function of the interest rate as the variable that clears the money 
market. 

Assume for the moment that there is no distributed lag in the money- 
demand function; m=0 in equation (4). Even in this case, the interest 
rate must overshoot its new equilibrium position as soon as the money 
supply changes if there is any lag in the adjustment of Y. We have 
assumed that the money market is continuously cleared, and therefore 
aggregate money demand, M*, must always change immediately by the 
same amount as any change in the money supply. Changes in F and in 
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f both contribute independently to the adjustment of M*, but if Y 
changes gradually, its effect on money demand is felt only gradually. 
Initially, it has & small impact on money demand because only a portion 
of the total adjustment in Y has occurred. This throws onto r a part 
of the adjustment burden that will later be borne by Y, and thus it 


overshoots at first in compensating for the lag in Y. 
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Ficure 3. Tom: PATH OF INTEREST RATE ADJUSTMENT 
(Ratio of accumulated change to total equilibrium change, with m=0.7) 


A lag in the demand for money has the independent effect of magnify- 
ing the movements of r. The coefficient of r in equation (4) is smaller, 
the greater is m. In other words, the current value of r has a smaller 
and smaller influence on the demand for money as the lag coefficient 
increases. Therefore, a given change in r this period causes less change 
in M* if there are lags than if there are none. But M* must in any case 
change by the amount of the change in the money supply, and there- 


5 When (Db;-I-51) 51, r moves away from equilibrium at first rather than overshooting. This 
is identical both in cause and in consequences to the overshooting that occurs when (b--53) <1. 
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fore if there are lags, r must change by a greater amount initially in 
order to clear the money market. Similarly, lags reduce the coefficient 
of Y, and this reduces the effect a given change in current Y has in 
adjusting M* and throws a greater adjustment burden initially on r, 
thereby increasing still more the amount it must change. 

Changes in the interest rate influence income through their impact 
on investment. Of course, vigorous overshooting of the interest rate need 
not necessarily imply any corresponding immediate response by invest- 
ment and income, in general. However, a crucial property of the lag 
formulation of investment demand being studied here lies in the fact 
that the lag is distributed, not discrete. Investment may depend rela- 
tively more heavily on past values of r, but at thesame time it depends, 
to some small degree, on the current value of r. This small linkage gives 
r the direct tie it needs. 

In this model, the initial response of 7* to any change in r is strictly 
proportional to the change in r. Thus, if r overshoots sufficiently far 
beyond its new equilibrium, it can cause /* to overshoot immediately 
as well, operating solely through this small tie between 7* and current r. 
A sufficiently vigorous response by Z* will, in turn, carry Y to or beyond 
its equilibrium. 


IV. Empirical Relevance 


Despite the model's obvious inadequacies, simple curiosity demands 
that we plug into it some representative parameter values from em- 
pirical studies of U. S. data just to see what comes out. The theoretical 
validity of these results is independent of any data, but their empirical 
significance depends on whether there is a genuine possibility that we 
may have to revise our conclusions about the speed of monetary policy 
in the real world. This, in turn, hinges on whether there may exist a 
substantial distributed lag in the demand for money. If m is close to 
zero, then previous conclusions about the speed of monetary policy, 
although shown to be based on an incorrect argument, will be vindicated 
in fact, and this analysis will have little empirical significance. 

Tbe elementary textbook Keynesian view is that a speculative de- 
mand for money stocks provides much of the interest responsiveness of 
the demand for money, and this by its very nature implies a very rapid 
adjustment to changes in interest rates. This explanation must be re- 
jected as entirely inadequate. The speculator who operates regularly 
with significant quantities of money will find it unprofitable to hold 
money for more than a very short period of time. The rate of return 
on short-term debt instruments will pay the transaction costs of buying 
and selling them even if they are only held a few days, and the risk of 
capital loss on them is essentially zero. Thus, very little money is held 
for genuinely speculative purposes at any point of time in the real world. 
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The more modern theories of liquidity preference present a rather 
different and more convincing picture. One’s cash balance is an inven- 
tory, and each economic unit has a decision rule (very often only vague 
and implicit) specifying the inventory of cash to be held for future ex- 
penditures, both foreseen and unforeseen. The storage cost of money 
is the opportunity cost from interest income foregone, and the gain 
from holding money is savings in transaction costs and lower risk of 
capital loss. The optimal inventory of cash is a decreasing function of 
the interest rate (the storage cost). The question of speed of adjustment 
of the demand for money is the question of how frequently economic 
units consult their decision rules on cash inventory and how quickly 
they can modify institutional arrangements that determine to some ex- 
tent the minimum quantity of cash required. There is nothing in this 
theory to suggest instantaneous or even rapid response to interest rate 
changes that, from the point of view of potential lenders, may be en- 
tirely transitory. 

A substantial distributed lag in the demand for money thus appears 
reasonable in principle, and, in addition, there is empirical evidence of 
its existence. In his recent estimates of money-demand functions based 
on quarterly data for the United States, Ronald Teigen [8] finds that 
aggregate demand for money only completes about 31 per cent of its 
adjustment to equilibrium in one quarter. In a more recent paper, 
de Leeuw [4] finds even greater lags in money demand. Without at- 
tempting to evaluate their reliability, I have used Teigen's results and 
the investment function estimates of Kareken and Solow in [3] to 
derive the following parameter values for my model:7® 


d= — 10.1 j = 0.550 
f = 0.178 m = 0.686 
g= — 3.39 


Their data are quarterly, and thus I take one quarter as the length of 
each time period in my model. Note that investment demand responds 


* Teigen uses a lag function for the demand for money that is similar to equation (4) in 
this paper, and he finds a coefficient of 0.686 for M+. [8, p. 489, equation 3.1a]. This implies 
that adjustment is 31.4 per cent complete after one quarter. 

' The static equilibrium equation implied by Teigen’s model [8, p. 491] has the property 
that dM /dY =.1958—.0080 r, where r is the rate on 4-6 month prime commercial paper, The 
1948-58 average of r is 2.25, whence it follows that /—0.178. In the same equation, dM /dr 
= —,0080Y. The 1948-58 average of GNP in billions of 1963 dollars is Y 2424, and making 
this substitution yields g= —3.39. 

* Kareken and Solow report [3, p. 38] an interest elasticity of equilibrium investment dé- 
mand of approximately 0.5. Therefore, we have dI/dr= —0.5I/r. The 1948-58 average of 
gross private domestic investment in billions of 1963 dollara is 7 — 64.6. Kareken and Solow 
used Moody's industrial bond darin for their interest variable, and the 1948—58 average of 
this variable is 3.21. Accordingly, d= — 10.1. Their estimate of the coefficient of 7, ; is approxi- 
mately 0.55 [3, p. 37]. 


rather slowly, also, although not so slowly as the demand for money. 
Rather than find estimates for bı and 5, I have tried several possible 
values for their sum. The parameter values are substituted into equa- 
tions (7) and (12), and the results are shown in Table 1. 

In spite of the long lags in the investment and money-demand func- 
tions, it turns out that aggregate income adjusts to within 10 per cent 
of equilibrium within one quarter if (5;-- 54) lies between 0.89 and 1.05, 
and for any smaller value it overshoots equilibrium by more than 10 
per cent. The range between 0.89 and 1.05, furthermore, is about where 
we would expect to find (0:+42:). Any value greater than 1.0 implies 
that the equilibrium interest rate is raised by expanding the money 


TABIES 1—Dynamic ADJUSTMENT Oy INCOME TO MONEY-SUPPLY CHANGES IN U.S. 
Accumulated change in Y expressed as a ratio to equilibrium change in Y 


Value of (b;-]-b1) .70 





Implied value of A .596 





Accumulated ad- 

justment after: 
1 quarter 1.288 1.190 1.084 
2 quarters 1.172 1.119 1.056 
3 quarters 1.102 1.075 1.037 
4 quarters 1.061 1.047 1.024 
5 quarters 1.036 1.029 1.016 
6 quarters 1.022 1.018 1.011 





supply and is lowered when M is reduced (the case of an upward- 
sloping LS curve in the Hicksian LM-IS diagram), and this is not par- 
ticularly plausible. Yet, we must assign to bs, the marginal propensity to 
consume, a minimum value of at least 0.70, and only & moderate value 
for b brings their sum close to 0.89. 

The results are sensitive to the values of the lag coefficients 7 and m, 
and the standard errors of the estimates I have used are not small. 
Increasing j and decreasing m respectively by only one standard error, 
for example, leads to a model in which income does not overshoot for 
any of the values of (bi-- 59) shown in Table 1, and with (54-55) — 1.0, 
it takes seven quarters for income to approach within 10 per cent of 
equilibrium. 

Thus, this little numerical exercise proves nothing, but it should 
certainly whet some appetites. The lag coefficients appear to be of the 
right order of magnitude, at least, to suggest the possibility that the 
money-demand lag may offset completely the influence of distributed 
lags in investment and consumption demand. Can more sophisticated 
methods confirm this? If so, the theoretical explanation for the apparent 


aati ne m n 
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slowness of monetary policy in the real world will have to be found 
elsewhere from now on, perhaps in such things as production lags or 
gradual revisions of expectations in response to monetary changes. Or 
perhaps monetary policy works more quickly than we thought. 


V. Summary and Conclusion 


The speed with which the economy responds when the monetary 
authority changes the money supply clearly depends directly on the 
speed with which investment responds to changes in the interest rate 
and other variables. The relation between them is not simple, however. 
In a linear model in which the behavioral equations have distributed 
lags and in which the money and product markets are cleared in every 
period, the interest rate, in performing its function of clearing the money 
market, will overshoot its new equilibrium as soon as the money supply 
changes. Furthermore, the longer the distributed lag in the demand for 
money, the greater the amount by which the interest rate will over- 
shoot. If it overshoots far enough, it will cause both investment and 
income to overshoot, as well. The speed with which income adjusts to 
equilibrium depends partly on the length of the investment lag, but it 
also depends, in a general sense, on the difference between product- 
demand and money-demand lags. If there is little lag in the demand for 
money, then a long investment lag implies slow adjustment. No matter 
how long the product demand lags, however, adjustment is very rapid 
if the money-demand lag is comparably long. 

The model is an unrealistic one, and this analysis clearly, then, does 
not show that monetary policy works quickly. Its significance, instead, 
is in pointing out the fallacy in a common argument purporting to show 
that monetary policy works slowly. Slow lagged response of Investment 
to interest rate and income changes is not a sufficient condition for 
monetary policy to work slowly. 

Yet, although the model as a whole is specific and unrealistic, the 
underlying economic mechanism that accounts for the results is com- 
pletely general. A distributed lag in the demand for money will amplify 
the dynamic response of both the interest rate and income in almost 
any model in which the relations between variables are smooth and in 
which investment depends on the interest rate. The function of the 
interest rate as the variable that adjusts to reduce excess demand or 
supply in the lending market causes this behavior regardless of the 
shapes of the functions and regardless of whether markets are cleared 
in every period. This, basically, is why the results of the specific model 
in this paper may be accepted as an insight into the workings of mone- 
tary policy in the real world. 

“The” interest rate may, of course, be interpreted broadly as an index 
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or representative of the many different interest rates and other terms 
of lending contracts. In the real world, the components of this index 
may adjust at different rates, and, in particular, some could adjust 
very slowly without preventing the index as a whole from behaving as 
does "the" interest rate in the model. For example, Kareken’s and 
Solow's finding [3, p. 5] that interest rates on bank loans to business 
adjust very slowly to equilibrium, a finding they use as additional evi- 
dence that investment must respond slowly to monetary policy changes, 
is logically consistent with rapid investment and income response. Major 
lags in the demand for money, such as found by Teigen [8], could cause 
market yields on government and corporate bonds and the nonmonetary 
terms of bank lending contracts to change rapidly, leaving quoted 
bank lending rates and time deposit dividend rates to follow behind 
months later. The rapid changes in bond yields and nonmonetary lend- 
ing terms might be enough, by themselves, to cause rapid adjustment of 
investment spending and income. 

These results provide an interesting commentary on the subject of 
indicator and target variables for monetary policy. Even when all be- 
havioral parameters and exogenous variables other than the money 
supply itself remain fixed, the money supply and the interest rate do 
not move together in a simple way. Large interest rate fluctuations may 
be associated with monotonic money-supply adjustment, and they 
need not be taken as evidence of excessively abrupt or destabilizing 
monetary policy action. Also, a policy of linear adjustment of the inter- 
est rate to a new level is distinctly different from a policy of linear ad- 
justment of the money supply to a new level. 

Two additional lessons may be drawn from this study. In a general 
way, it shows that having the current value of some variable y depend 
on à weighted average of the values assumed by another variable x in 
several periods—rather than on the value of x in only one period, cur- 
rent or past—does not necessarily smooth out or damp the dynamic 
behavior of the system. The interaction of distributed-lag behavioral 
relations in & simultaneous system cannot be assumed to lead in a 
simple way to gradual lagged adjustment. The intuition that expects 
gradual adjustment is a poor guide. 

Finally, this work should demonstrate that analysis and estimation 
of dynamic investment response cannot be granted any position of 
unique importance in empirical work on the speed of monetary policy. 
The portfolio behavior of holders of liquid assets plays a role equally 
as influential, and major research efforts should be concentrated in the 
future on understanding the monetary side of individual and firm be- 
havior. 


t2 oe 
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THE EFFECTIVENESS OF AUTOMATIC STABILIZERS 
By PETER EirsorT* 


Automatic stabilizers are fiscal or monetary mechanisms which auto- 
matically reduce the flow of income or money to individuals and 
corporations during periods of expansion and which increase such 
flows (relative to what they would have been in the mechanisms’ 
absence) in times of recession. The corporate and personal income 
tax and the unemployment compensation program are examples of 
automatic stabilizers. Tax receipts rise and fall automatically as in- 
comes fluctuate, and unemployment compensation benefit payments 
increase automatically in response to rising unemployment. (The fact 
that individuals must apply for benefit payments does not change their 
basic automaticity.) 

The stabilizers represent an important countercyclical force, since 
they avoid the difficulties which beset discretionary policy—difüculties 
arising out of problems of timing and errors of judgment. There have 
been numerous attempts to measure their quantitative impact in the 
postwar period as a guide to determining their role in countercyclical 
policy. With few exceptions, however, these investigations determined 
only the response of changes in taxes and transfer payments to given 
increases or decreases in national income. 

Thus Hart [7], Clement [1], Lewis [9], and Duesenberry, Eckstein, 
and Fromm [5] all evaluated the built-in flexibility of the automatic 
stabilizers (that is, the response of the various stabilizing items to 
changes in national income), the first three by examining historical 
data, the last by performing a simulation study. Similarly, Lester [8], 
Pechman [15], and others cited in the bibliography [2] [3] [16] in- 
vestigated the response of individual stabilizers to changes in national 
income. Finally, Creamer [4] computed the value of recession-gener- 
ated unemployment benefit payments and recession-induced personal 
income tax reductions, and Ida Merriam [11] computed the value of 
recession-generated social insurance payments—that is, the amounts 
paid out over and above the amounts which would have been paid in 
the absence of the recession. 


* The views expressed in this article are those of the author, and do not necessarily 
reflect the views of the New York Stock Exchange, where he is employed as a research 
economist. He wisbes to acknowledge the very helpful comments of Professor James W. 
Angel, both on the draft of this article and on the dissertation [6] from which the 
article is drawn. 
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A change in income will lead to a change in taxes, and it is clearly 
useful to know how income changes affect both the sums paid out in 
benefit payments and the taxes collected from individuals and corpora- 
tions. It seems even more important, though, to determine how tax 
and transfer payment changes affect private spending and therefore 
movements in national income—in other words, to determine the per- 
centage of potential income changes prevented by the stabilizers during 
recessions and expansions. 

While a few studies have examined the effectiveness of the stabilizers 
from this point of view, these studies were based on limited historical 
data. Thus, Musgrave and Miller [12] employed a rather simplified 
multiplier model to investigate the effectiveness of the stabilizers in 
1947-48 (Musgrave [13] later employed the same model to measure 
the stabilizers! impact in the mid-1950's). Lusher [10] employed a 
different model to examine data from the 1930's and to evaluate the 
stabilizers’ effectiveness in a hypothetical recession occurring in the 
mid-1950's. Finally, Pearse [14] developed a model somewhat similar 
to ours to measure the impact of the British tax stabilizers.* 

In this article we evaluate the effectiveness of the stabilizers in 
reducing income changes during the postwar period. Specifically, we 
will estimate, on the basis of a multiplier model, by what percentage the 
stabilizers reduced the potential change in income in each of the three 
recessions and three expansions between 1948 and 1960. We are 
primarily concerned with the stabilizers’ countercyclical role and not 
with their effect on economic growth. Consequently, a tax which re- 
stricts a rise in income is designated a stabilizer, though it may be 
inhibiting from the point of view of growth. However, as pointed out 
in Section II. A, while the model depicts the stabilizing (or restrictive) 
effect of taxes and transfer payments during the postwar expansions, in 
practice rising government expenditures largely offset this effect. As a 
result, growth was generally not inhibited by the stabilizers. 


I. The Model and Its Application 


Our model is basically an elaboration of the one first developed by 
Musgrave and Miller (and repeated by Musgrave in The Theory of 
Public Finance [13 pp., 509-11]). In their formulation 


* Pearse’s article appeared in 1962 and was apparently written at approximately the 
same time as the dissertation on which this article is based. 

While it was also our intention to evaluate the impact of the stabilizers in the 1960-61 
recession, the decline in national income was too limited to permit meaningful results. 
Thus, Lewis found that taxes decreased by 97 per cent of the decline in GNP occurring 
durng the contraction, while unemployment benefit payments increased by 25 per cent 
of that decline [9, p. 30]. The stabilizers therefore had a combined "swing" of 122 per 
cent of the reduction in GNP, and this result must be considered atypical. 
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cEr — 
1—c-d-cEr 


Q = 


where E is the combined income elasticity of personal and corporate 
taxes, r the ratio of these taxes to national income, c the marginal pro- 
pensity to consume out of disposable income plus retained corporate 
earnings, and 4 the percentage of a potential change in income pre- 
vented by the stabilizers. 

By introducing a new term allowing for a change in consumption in 
response to a change in transfer payments and, more important, by 
separating the corporate from the personal sector, we have developed 
the following model (whose derivation is available on request): 


c(E,ri — Ean) + (Eds) 


AX AZ T T 

1 21: yn ty) + 4( Eis) 
Er, En, and Er are, respectively, the income elasticities of personal 
taxes, transfer payments, and corporate taxes; fı, ^ and £i are the 
ratios of personal taxes, transfer payments, and corporate taxes to na- 
tional income at the beginning of the period under analysis; c is the 
marginal propensity to consume out of disposable income; $ is the mar- 
ginal propensity to invest out of retained corporate earnings; AX/AY 
and AZ/AY are the personal and corporate shares of a change in na- 
tional income; and « is the percentage of a potential change in income 
prevented by the stabilizers. In contrast to Musgrave and Miller’s 
model, our formulation relates consumption directly to personal taxes 
and the noncorporate part of national income, while investment is re- 
lated only to corporate taxes and the corporate share of national in- 
come. 

The combined impact of the following items, which are commonly 
designated automatic stabilizers, is tested by our model: individual 
income taxes, corporate taxes, excise taxes, unemployment compen- 
sation benefit payments and contributions, and Old Age and Survivors 
Insurance benefit payments and contributions.’ Because of the difficulty 
of adjusting some of the data for changes in tax rates and lags in 
collections, certain components of these taxes and transfer payments 


* Results which exclude the impact of the OASDI program are also presented, since its 
characterization as an automatic stabilizer may de disputed. In addition, benefit payments 
and contributions could not be adjusted for the extensive increases in coverage occurring 
in the postwar period, As a result, they both show a fairly continuous growth, even when 
adjusted for the effects of rate and benefit payment changes and for increases in the 
taxable wage base. 
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are excluded from the analysis. As a result, only the following data 
are employed: 

Individual taxes. Personal income tax withholding collections, fed- 
eral excise taxes (considered personal income taxes assessed on an 
expenditure basis), and personal OASDI contributions (excluding 
payments by the self- -employed). 

Corporate taxes. Corporate income tax accruals (excluding excess 
profits tax accruals in 1950-53), unemployment contributions to state 
unemployment trust funds, and corporate OASDI contributions. 

Transfer payments. Unemployment benefit payments (excluding 
payments under temporary programs) and OASDI benefit payments. 

Our basic data consist of the quarterly values of these taxes and 
transfer payments during the years 1948 through 1960, covering three 
complete recessions and three complete expansions. We determine 
the effectiveness of the stabilizers during each recession and each 
expansion, and also measure their average effectiveness. In addition, 
we evaluate the impact of the tax stabilizers both on the basis of his- 
torical data and, where rates changed over time, on the basis of data 
adjusted to 1965 tax rates. 

Before the available tax and transfer payment data can be employed 
in our model, several adjustments are necessary (a detailed explanation 
of these adjustments is available on request, as are the final adjusted 
data). 

1. Adjustment for a collections lag. The individual bears the impact 
of a tax payment when he makes that payment. Most published data, 
however (except for accrual data), reflect receipt of the funds by 
the government. This may occur months after the taxes are withheld 
by an employer or collected by a business establishment. If the im- 
pact of the stabilizers is to be attributed to the proper time period, an 
adjustment must be made for this delay. 

2. Adjustment for the effects of statutory rate and benefit payment 
changes. The analysis involves comparisons of tax collections and 
transfer payments at the beginning and end of specific recessions and 
expansions. If no adjustment is made for a tax rate increase occurring 
during an expansion, the rise in national income would appear to 
have caused a sizable increase in tax collections, and the effectiveness 
of the stabilizers would be overstated. The impact of the OASDI pro- 
gram would also be overstated if no allowance were made for a statu- 
tory increase in benefit payments occurring during a recession. The 
data must therefore be adjusted for the effects of rate and benefit 
payment changes. 
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3. Adjustment of the tax series to 1965 tax rates. The various tax 
series are also adjusted to 1965 rates in an attempt to appraise the 
quantitative importance of the present set of automatic stabilizers. 
For example, since corporate tax rates have been increased considera- 
bly since 1948, estimates of the stabilizers’ current effectiveness 
cannot be based on the response of corporate taxes to the decline in 
national income during the 1948-49 recession. We can, however, esti- 
mate how corporate taxes would have changed in 1948-49 had present 
rates then been in effect, and use these data in the model. 

Unemployment and OASDI benefit payments and contributions are 
not brought up to recent levels, however. Benefit payments are ex- 
pressed in absolute amounts, and not in percentages, as are tax rates. 
These payments have risen steadily in response to the inflation and 
the rise in real wages which have characterized the postwar period, 
and they now bear no reasonable relation to payments made in previ- 
ous years. It therefore seems meaningless to estimate how effective 
benefit payments would have been ten or fifteen years ago had current 
payment levels then been in effect. Since changes in unemployment 
and OASDI contribution rates have reflected, in part, the rise in 
benefit levels, contributions are also not adjusted to present rates. 

4. Adjustment for the effects of seasonal influences. The data are 
seasonally adjusted in order to establish the relationship between 
changes in national income and changes in taxes and transfer payments 
in a form independent of a particular time of year. The seasonal 
factors are based on data from years not marked by rate changes, 
and on data adjusted for these changes where tax rates were revised 
frequently. 

The data are not adjusted for changes in the price level. An in- 
crease in tax revenues, assuming a given tax structure, is the same 
whether the increase in national income which gave rise to it reflects 
inflation or is a result of real factors (ignoring the possibility of dif- 
ferential effects on the distribution of income under the two sets of 
circumstances). 

By applying the model to the adjusted data we obtain our estimates 
of the effectiveness of the stabilizers in restricting changes in income. 
As a first step, we derive income elasticities by computing. the per- 
centage changes in individual taxes, corporate taxes, and transfer 
payments between the initial and terminal quarters of each recession 
and each expansion, and by determining the ratios of these percent- 
ages to the percentage changes in national income occurring within 
the same periods. 

The resulting elasticities are arc elasticities, which apply only to a 
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period as a whole. Consequently, if the calculations indicate that the 
stabilizers prevented 40 per cent of a potential rise in income during 
an upswing, the percentage measures the stabilizers’ effectiveness only 
over the complete expansion. It may also, however, be considered a 
measure of the average effectiveness of the stabilizers during the up- 
swing. 

Ás a second step, we calculate the ratios of tax collections and 
transfer payments to national income in the initial quarters of each 
recession and each expansion. The use of these quarters follows from 
the derivation of the model, in which the stabilizing impact of a tax 
is a function of its arc elasticity from the initial to the terminal quarter 
of a particular period, and of its ratio to national income in that 
initial quarter. 

Third, the ratios AX/AY and AZ/AY are derived by relating the 
change in pretax retained corporate profits (net of inventory profits 
and losses) and in corporate social insurance contributions during each 
upswing or downswing to the change in national income occurring 
within the same period. This calculation yields AZ/AY, and AX/AY 
is derived simply by subtracting AZ/AY from 1. 

Finally, the values of the various income elasticities, the ratios of 
taxes and transfer payments to national income, and the ratios AX/AY 
and AZ/AY are employed with several combinations of assumed 
values c and i, in the manner prescribed by the model, to derive the 
estimates of «. The resulting values represent the percentages by 
which the stabilizers reduced the potential change in income during 
each recession and expansion. 

Since estimates of the values of c and £ in the postwar period vary, 
several combinations of values of these variables are employed in the 
calculations. These values (0.8, 0.85, and 0.9 for c; and 0.3, 0.4, and 
0.5 for į) span the range of existing estimates, and their use in dif- 
ferent combinations permits a determination of the stabilizers' effec- 
tiveness under varying assumptions. Estimates of « resulting from 
the use of other values of c and i are presented in Chart 1. 

The use of fixed values of c and ¢ does not imply that these varia- 
bles were stable during the postwar business cycles. Since the results 
obtained by using the model represent the average effectiveness of the 
stabilizers during a given period, the values assigned to c and # may 
be considered averages of the values these variables assume during 
that period. 

Table 1 illustrates the calculations involved in deriving the values 
of « (using data from the 1957-58 recession). Table 2 presents these 
values for each contraction and each expansion, on the basis of data 
adjusted to tax rates existing at the beginning of each period and 
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A. Contractions 
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B. Expansions 
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CHART 1-—-ESTIMATES OF © BASED ON THE AVERAGE VALUES OF THE ELASTICITIES AND 
Ratios of TAXES AND TRANSFER PAYMENTS TO NATIONAL Income, 1948-60 
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TABLE 1—DERIVATION OF THE VALUES EMPLOYED IN OBTAINING ESTIMATES OF a 
FOR THE 1957-58 RECESSION 


(All Values in Billions of Dollars, at Annual Rates) 


Data Adjusted to Tax Rates | Data Adjusted to 1965 Tax 
and Benefit Levels Existing | Rates and to Benefit Levels 
&t the Beginning of the Existing at the Beginning 






































Recession of the Recession 

III 1957 — 1 1958 IO 1957 1 1958 
National Income $371.6 $357.4 $371.6 $357.4 
AX/AY 4.4/14.2 4.4/14.2 
AZ/AY 9.8/14.2 9.8/14.2 
Withholdings Collections 27.70 26.50 21.54 20.61 
Excise Taxes 11.06 10.73 10.98 10.65 
OASDI Contributions 3.81 4.16 3.81 4.16 
Total Personal Taxes $ 42.57 $ 41.39 $ 36.33 $ 35.42 
Unemployment Benefits 1.68 3.37 1.68 3.37 
OASDI Benefit Payments 8.09 8.70 8.09 8.70 
'Total Transfer Payments $ 9.77 $ 12.07 $ 9.77 $ 12.07 
Corporate Income Taxes 21.20 16.30 19.60 15.00 
Unemployment Contributions 1.42 1.58 1.42 1.58 
OASDI Contributions 3.81 4.16 3.81 4.16 
Total Corporate Taxes $ 26.43 $ 22.04 $ 24.83 $ 20.74 
Er 318 66 
Ep PS 6 . 16 eet 6 > 16 
E, 4.35 4.30 
fi .115 .098 
th .026 .026 
h .071 .067 





adjusted to 1965 tax rates. In addition, the table presents estimates 
of « derived from the average values, over the three recessions and 
three expansions, of the various income elasticities and ratios of taxes 
and transfer payments to national income. These estimates, based 
only on data adjusted to 1965 tax rates, may be assumed to represent 
the best appraisals of the present effectiveness of the stabilizers. They 
are portrayed in Chart 1, though on the basis of a considerably wider 
range of values of c and $ than are employed in Table 2. 

Table 2 also presents results which exclude the impact of both 
OASDI contributions and benefit payments. Only selected combina- 
tions of c and i are employed in the calculations, which are based on 
data adjusted to 1965 tax rates. 


A. Recessions 


IV 1948- If 1953- III 1957- Average of 
IV 1949 II 1954 I 1958 Three Recessions 
. Data Adjusted to Tax Rates and Benefit Levels Existing at the Beginnings of the Recessions 
i-0.5 40.3% 57.7% 49.9% 
£220.9 ($0.4 35.1 51.4 43.5 
$0.3 30.5 45.5 37.8 
$0.5 37.1 55.7 48.0 
6=0.85(4=0.4 32.2 49.6 41.8 
i-0.3 28.0 43.7 36.2 
$0.5 34.2 53.8 46.2 
c=0.8 (¢=0.4 29.7 47.7 40.1 
120.3 25.8 41.9 34.6 


+. Data Adjusted to 1965 Tax Rates and to Benefit Levels Existing at the Beginnings of the 
Recessions 


i=0.5 42.4% 56.3% 47.9% 51.8% 
£20.9 ($«x0.4 36.8 50.1 41.6 45.8 
i-0.3 31.8 44.4 36.0 40.3 
120.5 39.2 54.4 46.1 49.5 
c=0,84=0.4 34.0 48.3 39.9 43.7 
$0.3 29.3 42.6 34.4 38.3 
#=0),5 36.3 52.5 44.3 47.2 
£«0.8 ($0.4 31.5 46.4 38.3 41.5 
$2:0.3 21.1 40.7 32.8 36.3 
|. Data from Section 2 Excluding the Impact of the OASDI Program 
c=0.9 $0.5 39.5% 51.8% 48.6% 48.607 
£0.85 £20.4 31.2 43.5 40.5 40.2 
c=0.8 $0.3 24.4 35.9 33.2 32.8 


II. Interpretation of the Results 
\. The Impact of the Stabilizers 


Table 2 indicates that, during the three recessions between 1948 and 
1960, the stabilizers would have prevented an average of from 36 to 52 
er cent of the income declines which would have occurred in their ab- 
ence had 1965 tax rates been in force. According to the tax changes 
which actually occurred, they were slightly more effective, since tax 
‘ates were higher than they are now in two of those recessions. To dis- 
suss the average impact of the stabilizers in terms of historical tax 
ates is meaningless, though, since rate revisions were partly responsi- 
jle for the changes in their effectiveness between the various reces- 
sions. 
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TABLE 2 (Continued) 


B. Expansions 
IV 1949- II 1954- 11958- Average of Three 
u 1953 III 1957 II 1960 Expansions 
1. Data Adjusted to Tax Rates and Benefit Levels Existing at the Beginnings of the Expansions 
$—0.5 44.4% 44,307, 44.6% 
c=0.9 (i—0.4 41.2 41.0 39.8 
i=0.3 38.1 37.8 35.2 
$20.5 37.6 37.1 39.7 
c230.85 5$ 0.4 34.9 34.3 35.3 
$-0.3 32.3 31.6 31.3 
i-0.5 32.2 31.5 35.4 
cm0.8 4($—0,4 29.9 29.1 31.5 
120.3 27.7 26.7 27.8 


2. Data Adjusted to 1965 Tax Rates and to Benefit Levels Existing at the Beginnings of the 
Expansions 


#=0.5 44.8% — 39.2% 40.6% 42.2% 
c=0.9 (¢m0.4 41.3 35.8 3537 38.1 
ie0.3 38.0 32.4 31.1 34.2 
$0.5 38.0 32.4 35.8 36.0 
c=0.8545=0.4 35.1 29.5 31.5 32.6 
$20.3 32.3 26.8 27.4 29.3 
1: 0.5 32.6 ` 27.3 31.8 31.2 
c=0.8 4($—0.4 30.1 24.8 27.9 28.2 
i1—0.3 27.7 22.5 24.3 25.3 
3. Data from Section 2 Excluding the Impact of the OASDI Program 
(50.9 i=0.5 44.9% 47.3% 44.8% 45.9% 
c—0.85 i=0.4 35.2 37.3 35.6 36.3 
c=0.8 i=0.3 27.9 29.6 28.3 28.8 





Table 2 also shows that the impact of the stabilizers varied consid- 
erably from recession to recession. They were most effective during the 
1953-54 downswing, when they reduced the potential decline by from 
42 to 58 per cent, and would have reduced it by from 41 to 56 per cent 
had 1965 tax rates been in force. 

The discussion is framed in terms of ranges of effectiveness, since 
we do not attempt to determine the actual values of c and $ during the 
period covered by the analysis. Nevertheless, we assume that these 
values did in fact fall between the limits employed in the calculations.* 


“As noted previously, Chart 1 portrays estimates of the stabilizers’ effectiveness based 
on 8 considerably wider range of values of c and i than are employed in Table 2. 


The findings indicate that, even if one assumes fairly low values for 
the two marginal propensities, the stabilizers prevented an average of 
over one-third of the potential income declines during the first three 
postwar recessions. On the other hand, if the average values of c and ¢ 
were at the upper limits employed in the calculations, those declines 
would have been twice as severe in the absence of the stabilizers. 

The stabilizers were somewhat less effective during the three expan- 
sions between 1948 and 1960 than they appear to have been during 
recessions (measuring effectiveness in terms of a dampening of a rise 
in income). Table 2 indicates that they would have reduced the poten- 
tial increases in income by an average of from 25 to 42 per cent had 
1965 tax rates been in force, while their impact on the basis of actual 
tax changes was slightly greater. The stabilizing percentages show rel- 
atively little variation from expansion to expansion. 

It must be pointed out that the values of 2 for expansions do not 
necessarily indicate the actual effectiveness of the stabilizers during 
the particular periods. The model assumes that the stabilizers have no 
impact on government spending on goods and services; this assump- 
tion is implicit in the derivation of «. Consequently, if government ex- 
penditures increased in response to (or along with) the stabilizer-in- 
duced rise in revenues (as they generally did during the postwar ex- 
pansions), the data would only depict how effective the stabilizers 
might have been had government spending on goods and services re- 
mained unchanged, and not their actual effectiveness during the partic- 
ular upswings. 

The data indicate that the stabilizers have an impact in recessions 
which differs only moderately from their impact in expansions. Pre- 
vious studies, which measured the response of taxes and transfer pay- 
ments to changes in national income, showed that the stabilizers were 
substantially more effective during recessions. The conflict may be re- 
solved in the following terms. 

How effective the stabilizers are depends on their impact on the 
economy's over-all marginal propensity to save out of national income 
(considered as some kind of weighted average of the individual, corpo- 
rate, and government sectors’ marginal propensities to save). That is, 
because of the stabilizers, the government's budget (including trust 
fund operations) is pushed toward a surplus during periods of rising 
national income. As a result, the government becomes a net saver, 
thereby raising the economy's marginal propensity to save out of na- 
tional income. Similarly, the budget is pushed toward a deficit during 
recessions, and the over-all marginal propensity to dissave is increased.’ 

“For the rest of this article, the terms marginal propensity to save and to spend will 


be aplied both to expansions and to contractions, though it would be more appropriate 
to refer to disspending and dissaving during periods of income decline. 
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Since the value of the system's multiplier is a reciprocal of the marginal 
propensity to save (hereafter referred to as the m.p.s.), the stabilizers, 
through their impact on the m.p.s., dampen the multiplier. 

The reduction in the value of the multiplier depends not only on the 
absolute increase effected by the stabilizers in the m.p.s., but also on 
that propensity's initial value. For example, the stabilizers reduce the 
value of the multiplier from 314 to 275; and diminish potential income 
changes by 25 per cent if they increase the m.p.s. from 0.3 to 0.4. If 
they raise its value from 0.1 to 0.2, they lower the multiplier from 10 
to 5 and dampen income changes by 50 per cent. Consequently, the 
lower the m.p.s., the greater the impact of a given set of stabilizers. 

The evidence indicates that a considerably higher marginal savings 
rate has characterized the postwar recessions than the postwar expan- 
sions. The corporate sector absorbed the major share of declines in na- 
tional income, and maintained dividend payments virtually unchanged 
in the face of these declines. This corporate absorption led to a fairly 
high over-all marginal savings rate, since the marginal propensity to 
invest out of retained earnings is assumed to be considerably lower 
than the marginal propensity to consume out of disposable income. 

During expansions, on the other hand, the corporate sector absorbed 
& much smaller share of the over-all increases in income, and also 
raised its dividend payments substantially. The marginal savings rate 
was therefore considerably lower, on average, permitting the stabiliz- 
ers, which produced a much smaller absolute increase in that savings 
rate,’ to have a sizable impact. 

The above argument may be reformulated in the following way. As- 
suming that additional forces would not have depressed the economy 
had the stabilizers been inoperative, the postwar recessions would have 
been relatively mild even in the absence of the stabilizers (because the 
corporate sector would have provided a cushioning impact until the 
forces stimulating growth reasserted themselves). Therefore, reces- 
sions which would not have been very severe in the stabilizers’ absence 
were made even milder by their presence. During expansions, on the 
other hand, the absorption by the individual sector of the bulk of 
changes in national income implies a sizable potential response to au- 
tonomous changes in investment (or in some other factor). The impact 
of what seems to be, on the basis of an analysis of built-in flexibility, a 
less effective set of stabilizers is thereby enhanced. 


*This explains why the effectiveness of the stabilizers varies directly with the assumed 
values of c and i—the higher these values, the lower the m.p.s. 
CE finding that the stabilizers caused a smaller increase in the m.p.s. during expansions 
than during recessions derives from those previous studies which measured the response 
of taxes and transfer payments to changes in national income. 
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B. The Impact of the 1964 Tax Revision - 


A comparison of the results based on historical data with those 
based on data adjusted to 1965 tax rates indicates that the 1964 tax 
revisions should have only a slight impact on the effectiveness of the 
stabilizers during recessions, but a somewhat greater impact during 
expansions. The values of « during the 1957-58 recession and the 
1954-57 and 1958-60 expansions are employed in this comparison, 
since these were periods with an 18 per cent withholding rate and a 52 
per cent corporate tax rate. 

Table 2 shows that the stabilizers reduced the income decline by 
34.6 to 49.9 per cent during the 1957-58 recession. They would have 
reduced the decline by 32.8 to 47.9 per cent had 1965 tax rates been in 
force, lowering their effectiveness by about 5 per cent in relative terms. 
During the 1954-57 and 1958-60 expansions, however, the stabilizers 
would have been up to one-sixth less effective had 1965 tax rates been 
in force. Thus, while they prevented from 26.7 to 44.3 per cent of the 
potential rise in income during the 1954-57 expansion, when the with- 
holding rate was 18 per cent and the corporate tax rate 52 per cent, 
they would have prevented from 22.5 to 39.5 per cent of that rise had 
the withholding rate been 14 per cent and the corporate tax rate 48 per 
cent (as already noted, the percentages only show the stabilizers’ po- 
tential impact, since government expenditures were not held constant 
during the period). 

The 1964 tax revisions affected mainly the individual income tax, 
and this explains their greater impact on the stabilizers during expan- 
sions. As long as the corporate sector bears the brunt of an income de- 
cline, the substantial personal tax reduction cannot lead to more than a 
small diminution of tax sensitivity during downswings. 

From the point of view of economic growth it is desirable that tax 
changes should lessen the impact of the stabilizers during expansions 
and not during contractions. Growth considerations therefore suggest 
that future tax reductions should be concentrated in the individual 
rather than in the corporate sector. 


C. Exclusion of the OASDI Program 


When the effects of the OASDI program are excluded from the cal- 
culations, the effectiveness of the stabilizers is reduced during reces- 
sions and enhanced during expansions. This reflects the steady rise in 
benefit payments throughout the postwar period, even when payments 
are adjusted for statutory increases in benefit levels. Consequently, the 
OASDI program has been stabilizing during contractions and destabil- 
izing during expanisons (taking into account both payments and con- 
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tributions). This pattern is likely to persist as long as the number of 
persons receiving benefits continues to increase, in response to both 
statutory changes and the rapid growth in the number of older per- 
sons, 

III. Summary and Conclusions 


Whether the average values of c and i are at the upper or at the lower 
limits employed in the calculations, the stabilizers are clearly a power- 
ful tool for dealing with cyclical fluctuations. Other things being equal, 
they will reduce declines in national income by about 50 per cent if the 
values of c and ¢ are close to 0.9 and 0.5, respectively. They are in fact 
likely to have a somewhat greater impact however. In their absence 
the economy might be subject to even greater downward pressures 
than the model indicates, since psychological factors (which are not 
taken into account in the model) might then become adverse. In addi- 
tion, a stabilizer-induced budget deficit will probably be financed in an 
expansionary manner. 

The effectiveness of the stabilizers would be further increased by a 
strengthening of the unemployment compensation system. If all em- 
ployees were covered, if benefit levels were raised to 50 per cent of the 
average weekly wage of covered workers, and if payments were ex- 
tended to a uniform period of 26 weeks, benefit payments during reces- 
sions of postwar severity would be increased by about 100 per cent." 
The effectiveness of the stabilizers would then be almost 10 per cent 
greater in absolute terms, enabling them to prevent 60 per cent of a 
potential decline in national income. 

During expansions, the stabilizers would prevent over 40 per cent of 
potential increases in income if the average values of c and # were close 
to 0.9 and 0.5, respectively, and if government spending on goods and 
services remained unchanged. In fact, though, much of the stabilizers’ 
impact was offset by rising government expenditures during the post- 
war period, though there is no indication that this reflected deliberate 
government policy. 

If the average values of c and ¢ are at the lower limits employed in 
the calculations, the stabilizers would prevent about 35 per cent of a 
potential income decline during recessions and close to 45 per cent if 
the unemployment compensation system were strengthened. During 
periods of expansion they would reduce a potential rise in income by 
about 25 per cent. . 

* For the calculations on which this conclusion is based, see my unpublished dissertation 
E rris i the automatic extension of the duration of unemployment benefits, while 


also desirable, would have & very limited impact on the stabilizers. They would tend to 
go into effect only towards the end of a recession. 
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In general, while different observers will judge the effectiveness of a 
given countercyclical tool by different standards, the stabilizers do ap- 
. pear to provide, under all but unusual circumstances, a reasonably sat- 
isfactory defense against downward pressures on the economy.’ They 
do not suffer, as do discretionary policies, from problems of timing and 
errors of judgment, and they seem to be powerful enough (especially if 
the unemployment compensation system is strengthened considerably ) 
to prevent a substantial percentage of an income decline. Their opera- 
tions can easily be supplemented by antirecessionary monetary pol- 
icies, and by cuts in the withholding rate if a recession gives no sign of 
slackening some specified time period after the previous peak. 

The stabilizers do not appear to be as useful a tool during periods of 
expansion, however. They exercise a fairly strong restraining influence, 
which must be offset, at least in part, by tax reductions or by increased 
government spending. 


l ° They obviously would not be able to deal, though, with the problems created by the 
existence of depressed areas or technological unemployment. These problems would require 
specific measures—such as job retraining and relocation allowances—for their solution. 
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COMMUNICATIONS 


Tariff Reductions and Trade in Manufactures among the 
Industrial Countries 


This paper uses empirical evidence to examine the proposition advanced by 
Lawrence B. Krause that the establishment of the Common Market will se- 
riously harm U.S. exports because "dominant suppliers?! in EEC countries 
receive increased protection from the averaging of national tariffs [5] [6]. 
Subsequently, the results are used to reinterpret the traditional conclusions 
regarding the effects of tariff reductions on the domestic economy, and addi- 
tional tests are offered to indicate the predominance of intraindustry—as 
against interindustry—specialization in trade in manufactures among the in- 
dustrial countries. 

I 


Upon finding that, in the case of dominant suppliers, national duties are 
generally lower than the common external tariff, Krause claims that “a com- 
parison of the new EEC tariff for each commodity group with the former na- 
tional tariff of the leading exporting country in intra-Community trade of each 
product gives the vivid impression that the new EEC tariff is much more pro- 
tective than the old national tariff” [6, p. 101-2]. Now, under the assumption 
that “the expansion of the output of these suppliers will not significantly 
change their average costs" [6, p. 101], Krause reaches the conclusion that 
the dominant suppliers present a threat to foreign—and particularly to U.S.— 
exporters in the markets of the partner countries. 

I have elsewhere criticized Krause's argument and noted that the effects of 
the Common Market on imports from third countries should properly be con- 
sidered in two steps: (a) the implications of the averaging of national tariffs, 
and (b) the discriminatory effects of eliminating duties on intra-EEC trade. 
The averaging of tariffs by itself is likely to reduce, rather than increase, pro- 
tection in the European Common Market: low-cost dominant suppliers who 
„~ compete in the world market will receive greater—but largely unnecessary— 
protection while the lowering of duties will expose high-cost producers to for- 
eign competition.? Further, I have expressed doubts about the possibility of 
dominant suppliers being able to expand output at constant costs to exploit 
the possibilitles offered by tariff discrimination and to replace third-country 
exporters in the markets of partner countries [1]. 

With data available for several years since the creation of the EEC, it is 
now possible to test empirically the validity of Krause's hypothesis. Since, 
after the lowering of tariffs in the partner countries, dominant suppliers would 
first increase their sales at the expense of partner-country producers, Krause’s 


*The expression “dominant supplier" denotes the largest exporter in intra-area trade 
within each commodity category prior to the formation of the EEC. 


3 A similar argument has recently been made in [4]. 
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TABLE Í—MazxzT SHARES oF DOMINANT SUPPLIERS® IN INTRA-EEC Exports FOR 
91 MANUFACTURING INDUSTRIES 


(Per cent) 


C 
Intra-EEC exports in 1958 | Warko Belgium | France |Germany 











51.0 | 46.2 | 15.5 | 84.2 
OD. | (22) (8) | GO 


Combined share of dominant sup- 
pliers? 


Combined share of second largest 
suppliers 


21.8 | 33.8 | 36.3 | 5.3 
(91) | Q3 | QD | a7 


72.8 80.0 51.8 89.5 


Combined share of two largest 
(182) (45) (29) (67) 


suppliera 


Increment in intra-EEC exports 
between 1958 and 1963 





Combined share of dominant sup- | 39.5 33.1 6.9 78.6 
pliers 


Combined share of second largest | 17.0 31.7 18.9 5.6 
suppliers 


Combined share of two largest | 56.5 64.8 25.8 84.2 
suppliers 





a The largest exporters in intra-EEC trade within each commodity category in the year 
1958. 

b The combined share of the dominant suppliers in the intra-EEC exports of the individual 
member countries, or the six countries taken together. 

* Numbers in parentheses refer to the number of suppliers in each category. 

Source: Office Statistique des Communautés Européennes, Commerce Extérieur, 1958 and 
1963. 


hypothesis should be accepted or rejected, depending on whether the share of 
dominant suppliers in intra-EEC trade has increased or declined following the 
Common Markets establishment. — 

For purposes of the investigation, I have divided the Common Market man- 
ufacturing sector into 91 industries and have considered changes in intra-EEC 
trade between 1958 and 1963. The general principle of classification has been 
to group together products that have a high degree of substitutability in pro- 
duction, although the limited availability of data has often constrained our 
choices. In 56 cases the categories utilized correspond to three-digit SITC 
items, in 28 instances a four-digit breakdown has been used, and seven cat- 
egories involve combining two or more three-digit items.? 

The results shown in Table 1 indicate that the share of dominant suppliers 
in intra-EEC trade declined in the period 1958-63. Thus, while the dominant 
suppliers in individual industries, taken together, accounted for 51.0 per cent 
of trade among the Common Market countries in 1958, their share in the in- 


3 A similar classification has been used in [3]. 
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crement of intra-area trade between 1958 and 1963 was only 39.5 per cent. It 
should be emphasized that this decline is not explained by changes in the iden- 
tity of the dominant suppliers between 1958 and 1963, since the largest ex- 
porters in intra-area trade in 1963 provided 45.9 per cent of exports in that 
year, as compared to 43.4 per cent furnished by the dominant suppliers of the 
year 1958. 

The conclusions hardly change if industry-by-industry comparisons are 
made. Dominant suppliers accounted for over one-half of trade among the 
Common Market countries in 52 out of the 91 industries in 1958, but their 
share in the increment of trade between 1958 and 1963 exceeded 50 per cent 
in 20 industries only. Moreover, among the 84 industries where intra-EEC 
trade expanded during this period, an absolute reduction in the exports of any 
one country is observed in only twelve cases; of these, the decline pertains to 
more than one country in two instances. Finally, considering the two largest 
suppliers within each industry, we find that their combined share declined 
from 72.8 per cent in 1958 trade to 56.5 per cent in the increment of intra- 
EEC trade during the period under consideration. 

Similar results are obtained if we examine the export performance of the 
dominant suppliers in each of the five member countries. The data of Table 1 
show a decline in the share of these suppliers within the intra-EEC exports of 
every country, the only exception being the Netherlands. The Dutch sample is 
rather small, however, since in 1958 the Netherlands was ahead in only six in- 
dustries. And Dutch producers, too, follow the general pattern if the two larg- 
est exporters are considered in every industry, or if changes in the shares of 
dominant suppliers in the intra-area exports of individual commodities are 
calculated.* 

Thus, dominant suppliers have apparently lost ground since the establish- 
ment of the Common Market and we are led to reject Krause's hypothesis. 
This conclusion is not affected if the data are regrouped according to the in- 
dustry classification employed by Krause. We find, then, that in the 20 indus- 
tries he considered [6, p. 103]*5 the dominant suppliers accounted for 56.4 per- 
cent of intra-area trade in 1958, and their share in the increment of this trade 
between 1958 and 1963 declined to 40.9 per cent. Accordingly, it would ap- 
pear that Krause has overestimated the ability of dominant suppliers to ex- 
pand production at constant costs, and hence the chances of trade diversion. 


I 


Aside from their usefulness in judging the validity or Krause's hypothesis, 
these results have more general implications both for the theory of internation- 
al specialization and for commercial policy. According to the familiar textbook 
exposition, multilateral reductions in duties would lead to a reallocation of 
resources from import-competing industries to export industries, accompanied 

*JIn the latter case, adjustment has been made for intercountry differences in the ex- 
pansion of the total exports of manufactured goods. 


"We have excluded Miscellaneous chemicals and Manufactured goods, nes, because 
these could not be identified with SITC categories. 
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by a contraction in the activity of the former and an expansion of the latter. 
Correspondingly, despite the ensuing improvements in productive efficiency, 
the welfare consequences of a move toward free trade are not unambiguous 
since—in the absence of appropriate compensation—the factors used more in- 
tensively in the production of importables would experience a decline in their 
real income. 

The losses that import-competing industries might sustain in countries par- 
ticipating in multilateral tariff reductions have also received considerable at- 
tention in public discussions. The possible adverse consequences of lowering 
tariffs for particular industries have been emphasized by the opponents of 
entry into the European Common Market, especially in France and Italy, and 
arguments along these lines have recently been invoked in connection with the 
Kennedy-round of tariff negotiations. It would also appear that such fears 
have often slowed down the process of negotiations held under the auspices of 
GATT, and have limited the extent of reductions in duties. 

Since, according to the traditional explanation, tariff reductions would be 
followed by interindustry specialization, the validity of this hypothesis re- 
quires that within each industry the largest supplier, or suppliers, of the prein- 
tegration period have the lion's share in the expansion of intra-area trade. Our 
results do not reveal such a tendency; instead of concentration, an increasing 
diversification in export patterns is indicated. Rather than increasingly spe- 
cializing in industries where they had been leading exporters prior to the es- 
tablishment of the European Common Market, the member countries have 
lost ground in these industries and have reduced reliance on them in ex- 
panding their exports. 

It is suggested here that the failure of the traditional explanation stems 
from the inadequacies of conventional models that deal exclusively with stan- 
dardized commodities. In the case of standardized goods, cost differences are 
the main determinants of trade, and a country cannot protect and export the 
same commodity. In such instances, the traditional conclusions on the reallo- 
cation of resources from import-competing to export industries follow: reduc- 
tions in tariffs lead to a contraction in the former and an expansion in the lat- 
ter. 

Only a few manufactured goods (e.g., steel ingots, nonferrous metals, 
paper) traded among the industrial countries are standardized commodities, 
however, while the large majority are differentiated products that can be pro- 
tected and exported. In the presence of national product differentiation, multi- 
lateral tariff reductions may lead to an increased exchange of clothing articles, 
automobiles, and other consumer goods, for example, without substantial 
changes in the structure of production. Further, the expansion of trade in ma- 
chinery and in intermediate products at a higher level of fabrication, following 
all-round reductions in duties, may entail specialization in narrower ranges of 
products rather than the demise of national industries. These changes, then, 
would involve intraindustry rather than interindustry specialization. 

While the results of the calculations constitute a rejection of the traditional 
explanation, they aré consistent with the hypothesis that tariff reductions 
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would result in intraindustry specialization.® This hypothesis receives further 
support from evidence pertaining to the pattern of intra-area exports of the 
Common Market countries and the relationships between exports and imports 
in the various industries of these countries. 

To begin with, the calculations reported in Table 2 show a positive correla- 
tion between the structure of intra-area exports of the individual EEC coun- 
tries. It is also apparent that the export patterns of these countries have be- 
come more uniform since the establishment of the Community. Thus, the rank 
correlation coefficients calculated with regard to 91 industries ranked by the 
value of intra-EEC exports are larger in 1963 than in 1958 for all pairs of 


TABLE 2—RANK CORRELATION CORFFICIENTS FOR THE STRUCTURE OF INT2RA-EEC 
EXPORTS OF MANUFACTURED GOODS* 


Netherlands 
Belgium .939 
.682 
France „651 
.782 
Germany .566 
.682 
Italy .549 
.688 
Netherlands x 





* Spearman rank correlation coefficients calculated from data for 91 industries ranked by the 
value of intra-area exports. All coefficients are statistically significant at the .01 level. 
Source: See Table 1. 


countries, with the differences amounting to at least one-fifth of the value 
shown for 1958. A shorthand expression of the results can be given if we con- 
sider that the unweighted average of the rank correlation coefficients rose from 
.53 to .67 in the period under consideration. 

The increasing uniformity of export patterns in the EEC countries provides 
evidence that the creation of new trade among these countries as a result of 
the 50 per cent reduction in intra-area tariffs accomplished by 1963 has taken 
the form of intraindustry specialization.’ Another approach to the problem is 
to consider the relative magnitudes of the export (import) balances of individ- 
ual countries for the 91 commodity categories. For this purpose, I have ex- 
pressed the absolute difference between exports and imports in each category 


" Similar conclusions have been derived for the Benelux union by P. J. Verdoorn [7] 
and for trade in machinery and precision Instruments among the major industrial countries 
by the present author [3]. 

' For an analysis of trade creation and trade diversion in the Common Market, see [2]. 
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as a ratio of the sum of exports and imports and have calculated, for every 
country, an unweighted average of these ratios.* Should interindustry special- 
ization predominate, one would expect the resulting “representative ratios" to 
approach unity since a country would either export or import a commodity. 
By contrast, in the case of intraindustry specialization, the ratios would tend 
toward zero because exports and imports would tend toward equality within 
each category. 

In the countries under consideration the relevant ratios were approximately 
in the .4 to .6 range in 1958 and .3 to .5 in 1963, indicating the relative im- 
portance of intraindustry specialization (Table 3). And while the figures 


TABLE J—REPRESENTATIVE RATIOS oF TRADE BALANCES FoR 91 COMMODITY CATEGORIES 


Representative ratios of trade balances* 


1058 1963 
Belgium .458 401 
France .394 323 
Germany 391 433 
Italy .582 coal 
Netherlands .495 .431 


* Calculated as unweighted averages of the ratio of the absolute difference of exports and 
imports to the sum of exports and imports for 91 industries by the use of the following formula: 


E |X; Mil 


Source: See Table 1. 


shown for a given country and a particular year are difficult to interpret, 
changes in these ratios over time permit us to draw inferences regarding the 
effects of tariff reductions on specialization. With the "representative ratios" 
falling in every country following the Common Market’s establishment, one 
may conclude that reductions in duties have led to increasing intraindustry 
specialization in the EEC. Further, the higher values shown for Italy may be 
taken to indicate that intraindustry specialization increases with the develop- 
ment of manufacturing industry. 

The results point to the importance of intraindustry specialization in trade 
among industrial countries and provide support to the hypothesis that trade 
liberalization would result in intraindustry rather than interindustry special- 
ization. It follows that we have to revise the conclusions derived from tradi- 
tional theory regarding the welfare consequences of tariff reductions. 


8 The following formula has been used in the calculations: 


| s |X- Mi 
^" Z Z+M 


where X; and M; refer to the intra-EEC exports and imports of commodity category i, and 
n ig the number of the commodity categories considered. 
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According to the traditional explanation, the reallocation of resources from 
import-competing to export industries would improve productive efficiency 
and result in a redistribution of incomes from the former to the latter. 
Different conclusions are reached for the case of intraindustry specialization: 
the welfare effects of an increased exchange of consumer goods may now con- 
sist largely of improvements in the efficiency of exchange (the satisfaction of 
consumer wants) whereas specialization in narrower ranges of machinery and 
intermediate products will permit the exploitation of economies of scale 
through the lengthening of production runs. Correspondingly, in the absence 
of declining industries, the income redistributional effects of trade liberaliza- 
tion are expected to be smaller than in the traditional case. 

It would further appear that the difficulties of adjustment to freer trade 
have been generally overestimated. It is apparent that the increased exchange 
of consumer goods is compatible with unchanged production in every country 
while changes in product composition can be accomplished relatively easily in 
the case of machine building, precision instruments, and various intermediate 
products. These considerations may explain why the fears expressed in various 
member countries of the Common Market concerning the demise of particular 
industries have not been realized. There are no examples of declining manu- 
facturing industries in any of the member countries, nor have they experi- 
enced a wave of bankruptcies. Indeed, the number of bankruptcies has fallen 
since the Common Market’s establishment, and there is little evidence of fric- 
tional unemployment.? 

HI ? 

In the present note, I have attempted to derive certain conclusions re- 
garding the effects of tariff reductions on trade among the industrial countries 
on the basis of information about changes in trade flows since the Common 
Market’s establishment. The experience of the EEC is of particular interest in 
this regard, in part because—aside from Italy— these countries are on similar 
levels of industrial development, and in part because the relatively large re- 
ductions in duties within a short period of time make it possible to derive con- 
clusions regarding the effects of trade liberalization on specialization. Al 
though further research would be necessary to explore the experience of other 
countries, the findings of the paper support the hypothesis that trade among 
the industrial countries 1s characterized by intraindustry rather than interin- 
dustry specialization, and the results augur well for the consequences of multi- 
Jateral tariff reductions in the Kennedy-round negotiations. 

BELA BALASSA* 


* According to national statistics on bankruptcies, after a temporary increase to 17,00€ 
in the recession year 1958, the number of business failures in the countries of the EEC 
declined from slightly over 16,000 in 1956 and 1957 to 14,500 in the early sixties. At the 
same time, while data on frictional unemployment are not reported, it is questionable 
that this could have been substantial in à period when total unemployment in the Com- 
mon Market fell by two-thirds. 

* The author is associate professor of economics at Yale University. Data collectior 
and calculations were carried out in the framework of the Atlantic Trade Project, directec 
by the author and sponsored by the Council on Foreign Relations. Comments by Richarc 
Cooper, Donald Hester, and Stephen Hymer are gratefully acknowledged. 
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The Weighted Average Marginal Tax Rate on Dividends 
Received by Individuals in the U.S. 


The purpose of this study is to determine the weighted average marginal tax* 
rate on dividends received by individuals in the United States. The question 
to be answered is, to put it simply, “If U.S. corporations paid $1 million more 
in dividends to individual stockholders, how much of this $1 million would be 
paid to the Internal Revenue Service by these stockholders?” 

This tax rate was desired for a number of reasons. First, it could be useful 
in the formulation of dividend policy by publicly-owned corporations. Second, 
it could measure the effect of personal taxation on the cost of retained earn- 
ings in cost-of-capital calculations.* Third, it could be useful in forecasting the 
macroeconomic effects of changes in total dividend payments. Fourth, it might 
be of interest to those formulating national income tax laws. 

A second objective of this study is to determine the trend in the marginal 
tax rate. It was not clear to the author whether increasing dividends and in- 
creasing incomes would raise the weighted average, or whether these would be 
offset by a slowly increasing proportion of dividends being paid to stockhold- 
ers in the lower tax brackets. 

Third, during this study the United States Congress revised the tax laws, 
eliminating the 4 per cent dividend tax credit and reducing income tax rates, 

*Throughout this article “tax” refers to federal Income tax. State income taxes are 
ignored. 

? Some students of finance maintain that income tax paid on dividends 1s not pertinent 
to the determination of cost of capital. 
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so it was decided to estimate the effect of the new tax laws on the weighted 
average marginal tax rate on dividends received by individuals. 
Results 


The weighted average marginal tax rate on dividends included in individual 
tax returns was calculated to be: 


Year? Marginal Tax Rate 
1955 42% 
1957 41% 
1959 40% 
1960 40% 
1961 39% 
1962 39% 


Thus, under the 1954 tax code rates, the weighted average marginal tax rate 
on dividends received by individuals was approximately 39 per cent in 1962. 
The declining trend indicates that a slowly increasing proportion of dividends 
was being paid to stockholders in the lower tax brackets. 

A separate calculation using the 1961 distribution of dividends with the 
new 1965 income tax rates, and eliminating the 4 per cent dividend tax credit, 
showed the expected weighted average marginal tax rate on dividends received 
by individuals for 1965 to be approximately 36 per cent. Although the mar- 
ginal tax rate will rise by 4 per cent because of the elimination of the dividend 
tax credit, this will be more than offset by a reduction of about 8 per cent in 
the weighted average marginal tax rate by reason of reduced personal income 
tax rates. A continuation of the observed declining trend would further reduce 
the 1965 rate to approximately 35 per cent. 


Prior Estimates by Other Researchers 


The author is aware of only two other estimates of the weighted average 
marginal tax rate on dividends received by individuals. The first estimate was 
made by D. M. Holland: his figure for 1952 was 55.6 per cent [3, p. 120]. 
The second was made by G. Donaldson using data for 1959: his estimate was 
a weighted average tax “range” of from 52 per cent to 63 per cent [2, p. 128]. 
Details of how these two estimates were obtained are lacking, but it would ap- 
pear that they were very rough and did not take into consideration differences 
in tax rates paid by different types of individual stockholders. The author 
feels, therefore, that the validity of the present results is much greater than 
the validity of these prior estimates. The author hastens to add that in the 
case of both of the other studies the calculation of marginal tax rate was inci- 
dental and not the focus of the study as is the case here. 


*'The last year for which the calculations were made was 1962 because the necessary 
data published by the Internal Revenue Service appear two to three years after the year 
in question. 


COMMUNICATIONS | 475 


Source of Data 


The data used in the calculations were obtained from the Statistics of In- 
come: Individual Income Tax Returns published for the years 1955-1962 by 
the U.S. Treasury Department, Internal Revenue Service. These published 
data are based upon stratified systematic samples consisting of 100 per cent of 
returns showing adjusted gross income of $150,000 or more, and various lesser 
percentages of returns with adjusted gross income under $150,000. The total 
size of these samples ranged from almost 250,000 returns (0.42 per cent of all 
returns filed) for the year 1955, to a total sample of 484,952 returns (0.77 per 
cent of the total number filed) for the year 1962.* 

The data used understate dividends received by reason of the so-called 
"dividend gap," described by Holland as made up partly of dividends that did 
not have to be reported under the law, and partly of dividends that legally 
should have been reported but were not. Holland made different estimates of 
this gap using a variety of assumptions; in general it appears to be of the 
order of 10 per cent of total dividends received by individuals [3, Ch. 2]. One 
can only speculate as to the effect these dividends would have on the weighted 
average marginal tax rate, but it seems clear to the author that the direction 
of the change would be toward lowering the rate. This is because dividends 
legally unreported would have entered the calculation at a zero per cent mar- 
ginal tax rate; the illegally undeclared dividends must have been distributed 
toward the lower income tax brackets by reason of the vigilance of the IRS in 
checking the tax returns of individuals in high income brackets. 


Calculations 


The general calculations used are illustrated in Table 1. The amounts of 
total dividends received by each category were obtained by rearrangement of 
the IRS data. The weighted average marginal tax rates for each of the first 
three categories were obtained by rather lengthy calculations, the details of 
which are available from the author. Basically these calculations involved the 
conversion of adjusted gross income classes to taxable income classes (with 
adjustments for capital gains income where appropriate), and the weighting of 
the marginal tax rate of each class by the dividends received by that class. 


Use of Rate by Individual Corporations 


The figure obtained for the marginal tax rate might not always be applica- 
ble directly to individual corporations for two reasons. First, not all stock- 
holders are individuals; there are also corporate stockholders, nonprofit foun- 
dations, and others not taxed as individuals. Since a corporation can segregate 
the ownership of its stock by type of stockholder without much difficulty, 
however, and since the marginal tax rate of stockholders other than individ- 
uals can be estimated easily, the individual corporation could calculate the 


‘The relative sampling variability of these data can be obtained from the individual 
Statistics of Income. The author believes that thelr effect is insignificant in this study. 
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TABLE 1—GENERAL CALCULATIONS FoR 1962 











T Weighted Average 
Category Firm Marginal Tax 
(milli ons) Rate for Category 
1. Joint returns with taxed dividend income $ 6,559 42.5% 2,788 
2. “Single” returns with taxed dividend income $ 3,016 42.2% 1,273 
3. Other returns* with taxed dividend income $ 676 44.8% 303 
4, Nontaxable returns $ 780 0% 0 
5. Taxable returns in which dividend income was 
completely covered by dividend exclusion $ 48 0% 0 
$11,079 4,364 
4,364 
Over-all weighted average marginal tax rate= = 39.4 per cent 
11,079 


* “Other returns" include separate returns of husbands and wives, heads of households, anc 


weighted average marginal tax rate paid by all of Its stockholders given thi: 
rate for its individual stockholders. 

À more serious difficulty is that the composition of the particular corpora 
tion's individual-stockholder group may differ from the national average 
making the national rate inapplicable. This is particularly true in closely-helc 
corporations, but in this case it is often possible to obtain the marginal ta 
rates of the stockholders directly. In widely-held corporations, there is the 
possibility that to a certain degree investors in high tax brackets will avoic 
dividend-paying stocks and seek capital gains more actively. Some vague evi 
dence of this was found by J. K. Butters, L. E. Thompson, and L. L. Bollinge 
in their 1949-1950 surveys of investment policies followed by individuals. 

Except in very high income classes only a minority of individuals 

profess to have taken taxes into account in formulating their invest- 

ment policies. Such shifts as have occurred appear to have been on 
the whole moderate in degree. Moreover, they have been opposite 
in direction, though the shifts toward more conservative investment 
holdings have substantially outnumbered those toward more venture- 
some holdings [1, pp. 178-79]. 


Butters, Thompson, and Bollinger, as might be expected, also founc 
differences in investment objectives related to age, sex, and area (major met 
ropolitan vs. nonmetropolitan areas). Obviously the composition of the stock 
holder group of an individual corporation can be expected to differ to some 
degree from the national average with regard to distribution among the var 
ious income tax brackets, but in the case of widely-held Corporais thi 
difference is not likely to be large. 

Thus, the use of the 1965 rate determined in-this study should: enable many 
managements of individual corporations to estimate with reasonable accuracy 
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the weighted average marginal tax rate applicable to dividends paid to their 
own stockholders. This information is of use in dividend decisions and the cal- 
culation of cost of capital. 


VINCENT JOLIVET* 


* The author, professor of finance and statistics at the University of Washington, is 
indebted to Professor J. T. S. Porterfield for reviewing the original manuscript and to 
Mr. P. French for assistance with the computations, 
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The Graduated Fair Return: A Regulatory Proposal 


An examination of the regulated industries reveals a broad spectrum of 
rationales for government's deviation from the path of a laissez faire policy. 
One justification offered is that the industry is a “natural monopoly.” A 
second rationale is the need to protect consumers in the sellers’ markets of 
the services of public utilities. While these and other justifications for inter- 
ference with the natural course of the market’s operation are given, there 
still exists no precise line separating regulated from unregulated industries. 
Neither economists nor courts have drawn a strict line of demarcation. 
Despite this inability or unwillingness to delimit the two classes, the general 
goal of regulation is to improve the performance of the economy, in welfare 
terms, as compared with what it would be if the areas now regulated were 
uncontrolled. 

It would seem, then, that public regulation should take a form that 
would enable the economy to come as close as possible to the achievement 
of a welfare optimum. Harvey Averch and Leland L. Johnson [1] have 
demonstrated, however, that the regulatory control most commonly used 
today, the “fair rate of return” criterion, induces a serious deviation from 
the optimal allocation of inputs. A welfare optimum would require that the 
marginal rate of substitution between any two factors equal the inverse of 
the ratio of their marginal costs [3, p. 140] [4, p. 41]. The fair rate of re- 
turn does not lead to such an optimal state. Instead, it induces the firm 
subject to such regulatory control to use “noncapital” (call it labor) to a 
point where marginal revenue product equals marginal cost but to use 
capital at a level at which its marginal cost exceeds its marginal revenue 
product. 

Nevertheless, regulatory commissions seem wedded to the notion of an 
equitable rate of return for the regulated industries. It seems logical that 
if we are to regulate by means of a fair-rate-of-return criterion, the input- 
allocation efficiency of regulation within this framework should be improved. 
To this end, this note proposes a regulatory scheme—the “graduated fair 
return" criterion—which remains within the framework of an equitable 


478 THE AMERICAN ECONOMIC REVIEW 


return but which is more efficient in allocating inputs than is the present 
form of control. 

The firm we are concerned with is a monopoly employing two inputs, 
capital (K) and labor (L) to produce a single homogeneous output (Y). The 
production function of the firm is assumed to be of the following form: 


Y= Y(K,L), K20, L20; 


(1) aY ay | 
— > 0, ao Y(0, £) = Y(K, 0) = 0. 


The output of the firm is a function of the inputs of capital and labor, each 
of which has a positive marginal product. Positive quantities of both factors 
are required if any output is to result. The price (P) of the product is re- 
lated to the output of the product by the inverse of the demand function. 
That is, 


(2) P = P(Y), P(Y)«0. 


We further assume that while the firm is a monopolist, it has no control 
over the price of its inputs. Hence, the costs of its inputs, r for capital and 
w for labor, are assumed fixed for all levels of purchase. Denoting profit by 
II, we define it as 


(3) N = PY — 7K — wl. 


It will be assumed that this profit function is concave.! 

For the sake of simplicity, without seriously diminishing the insights to 
be derived, let us assume that the value of depreciation of plant and equip- 
ment in the time period being considered and the cumulative value of 
depreciation are both zero.? In addition, we take the acquisition cost of a 
unit of capital to be unity. Hence, the value of the capital stock is equal 
to the physical quantity of capital (K). It should be noted that while we 
have posited that the acquisition cost of capital is unity, we have made no 
assumption beyond its constancy about the cost of capital, r, which is the 
interest cost involved in holding plant and equipment. 

. Having specified the model, it remains to define the efficiency in input 
allocation of a particular regulatory control. Under an optimal allocation 
of resources, with pure competition in buying factors, the marginal rate of 
substitution between any two factors will be equal to the inverse of the 
ratio of their prices. That is, in the present instance, the marginal rate of 
substitution of capital for labor (0L/8K) would equal the ratio of the cost 
of capital to the cost of labor (r/w). We shall define the efficiency (E) of 
a regulatory control as an input allocator to be the ratio 





à m 


! This enables us to limit our concern to the first-order conditions for profit maximization, 
since the second-order conditions will be fulfilled if the function to be maximized is concave. 


1 For a discussion of this assumption, see [1, p. 1054]. 
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The efficiency of a particular control increases as Æ increases from zero to 
one, the latter being the point of maximum efficiency. Once E exceeds unity, 
the control is once again inefficient, its efficiency now decreasing as Æ in- 
creases. 

The fair-rate-of-return criterion imposes the following constraint upon 
the regulated firm: after subtracting its operating costs from its gross 
revenue, the firm’s net revenue should not exceed a given percentage (the 
fair rate of return) of the value ascribed to its property net of depreciation 
(the rate base). Since depreciation has been assumed away, the operating 
expenses of the firm in the present model are only labor costs, and the rate 
base is equal to the original value of the firm’s capital stock. Moreover, 
with the cost of acquiring capital set at unity by assumption, the firm’s 
rate base is equal to the physical quantity of capital it possesses. If we de- 
note by s the fair rate of return determined by the regulatory agency, the 
regulatory constraint may be written as 


PY —wL 
(5) ———— $5 or 
K 


(6) PY —sK— wL& Q0. 


To determine the firm's optimal position when it operates subject to this 
regulation, Áverch and Johnson make use of the Kuhn-Tucker conditions 
for a constrained maximum. These conditions are sufficient as well as neces- 
sary under our assumption of concavity of the profit function [2]. The firm 
attempts to maximize (3) subject to the constraint (6). The following 
Lagrangian function is formed: 


(7) ¢(K, L, X) = PY — rK — wL — A(PY — sK — wL). 


As Averch and Johnson demonstrate [1, pp. 1055-56] the realm of interest 
is that in which 0 «À «1 where [K, L, À] is the constrained maximum point. 
Under these conditions, the constraint is effective (A>0) and the fair rate 
of return exceeds the market cost of capital (À « 1). Using the Kuhn-Tucker 
conditions, it can be shown [1, pp. 1055-56] that at the point of constrained 
maximization, with L>0, 
(8) | (2 tye ed 
7) = ———— ——À M 
dY/ ôL 

Labor is used up to the point where its marginal cost is equal to its marginal 
revenue product. At the same time, with K>0, 
9 wsi yr v= d 

E dv) aK 


We may, however, rewrite (9) as 


AS a) GPNOY | 
(10) irum -(P+7 =) 





E dY) aK 
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Since 0<A<1 and s>r, it is clear that 





"uu n RE a 


Consequently, capital is used up to a point at which its marginal cost ex- 
ceeds its marginal value product, 

dPNoY 
(11) r> (p+r E) 


The monopolistic frm maximizing profits subject to a fair-rate-of-return 
regulatory constraint uses labor efficiently, but it uses capital inefficiently. 

The efficiency of this regulatory constraint can be found easily by divid- 
ing (10) by (8). We find 


(12) <=1-—; (=). 








OK w 1i1-k\ w 
Since 
$—r)»0 
1-3 (s — r) 
and since w>0, we have 
ðL f 
(13) — < —- 
OK w 


By the definition of input efficiency, E, it is clear that E «1 for the fair-rate- 
of-return constraint. It is, in fact, equal to 


A [s— 
(14) g-i-c( : ) 


The inefficiency (as an input allocator) of the present fair-rate-of-returr 
criterion derives from the constancy of the maximum allowable rate oi 
return. The owners of the monopolistic firm considered could earn a net 
return of s—r per cent on every unit of capital employed. The true mar- 
ginal revenue product of capital may be, and most probably is, changing 
with the amount of capital and labor used. But the regulated firm's concern 
is not confined to relating this changing marginal revenue product to the 
marginal cost of capital when it determines the amount of capital to use. 
Instead, the firm must also weigh the constant net return of s—r per cent 
itreceives on the extra unit of capital for just bringing it into the production 
process. If the maximum allowable rate of return itself changed as capital 
was added, the effect of this inefficiency on the allocation of inputs could 
be diminished. This variable maximum allowable rate of return is the heart 
of the proposal made in this paper. 
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The fair rate of return available to a firm would change as the size of its 
capital stock changed. Either the equitable rate of return would be a de- 
creasing function of the capital stock’s size as soon as capital accumulation 
began or it would begin to decline only after the capital stock reached a 
certain threshold level. The essence of the proposal is that after some point 
the maximum allowable rate of return on capital would decline with in- 
creases in the amount of capital used. The fair return would, after some 
point, be graduated downward. 

The graduated fair return could be implemented in one of two ways. The 
function relating the rate of return to the capital stock’s size could be a 
continuous one or it could be a step function. In the first instance, after 
the fair return has begun its decline with further increments to the capital 
stock, each addition to that stock would call forth a new lower level of the 
equitable rate of return. On the other hand, the step-function relationship 
would involve the establishment of brackets of capital stock levels with 
declining rates applying to each bracket and with a constant rate applying 
within each bracket. For example, the firm might be allowed a maximum 
return of 8.0 per cent on the first $100,000 of its capital stock, a maximum 
of 7.5 per cent on the next $80,000, a maximum of 6.8 per cent on the next 
$65,000, and so on. Obviously, in either case, the regulatory agencies which 
presently dictate the constant fair rate of return would be required to 
determine, after careful study by their research staffs, the functional 
relationship that should exist between the rate of return and the capital 
stock’s size. This schedule, and I presume the step-function form would 
be the one adopted if either was employed, would undoubtedly vary from 
one regulated industry to the next. 

To demonstrate that this graduated-fair-return criterion can, with a 
properly constructed function, constitute an improvement upon the present 
fair-rate-of-return method of control as an allocator of inputs, assume 
that the maximum allowable rate of return does begin to decline from the 
start. That is, for simplicity, suppose that the threshold level is zero. In 
order further to simplify the analysis, we posit the introduction of the first 
type of graduated-fair-return regulation, the continuously declining fair 
return. The constraint now imposed upon the monopolistic firm of the 
model is 


PY — wL 


(15) =e s s(K) or 


(16) PY — Ks(K) — vL & 0, 


where s(K) is the continuous function relating the maximum allowable 
rate of return, s, to the size of the capital stock, K, and s’(K)<0 for K 0. 

The monopolistic firm subject to the graduated-fair-return criterion 
maximizes its profit (3) subject to (16). The relevant Lagrangian expression 
is 


(17) (K, L, n) = PY — rK — wL —7(PY — Ks(K) — wL). 
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The Kuhn-Tucker conditions for a maximum at the level of output given 
by K°, L°, s? are 


GP\ AY 
mir Pa ieee eee 0 0 o, (Ko) < o> 
(18) (1 »( + av) 9 r+ 7°[s(K°) + K%s'(K*°)| 80, K = Q 


GPN OY 
19) (LL P+ Y= )— 4 ay s0, LO, 
a» a- (rr) --a-9ws , 


dPN ôY 
ao xa (p r5 rtl) + EE = o, 


dP\ OY 
(21) ra — 7°) (s + rj eue 2m = 0, 


(22) n (PY — Ks(K) ~ wl) =0, #20. 


Our concern is with the case in which the regulatory constraint is effective 
that is, when $3? 0. If 7°=0, then the strict inequality can obtain in (16) so 
that PV—wL«Ks(K). Since II- PY —rK —wL, this means that II--rK 
« Ks(K) or H< [s(K) —7]K. In short, when the constraint is ineffective, 
7? —0 and the regulatory commission has designed its graduated-fair-return 
function so that at the firm's optimum [s(K) —7]K exceeds the value of 
unconditionally maximized profit. 

Turning to the case where the constraint is effective, (19) and (21) show 
that if any labor is used (which must be the case if any output is to be pro- 
duced), 


(23) (» + Y eee 
1D == ———, Dtm 
aY/ ðL 
Labor is employed up to the point where its marginal revenue product equals 
its marginal cost. The conditions of (18) and (20) indicate that with K^» 0, 





dPN OY 
(24) r — 9°[s(K°) + Kos (K9?)] = (1— n°) (2 LY s 
But this can be rewritten as 
(Q5) «— C— [Q9 4- ESQ) — ej = (2 + Y) ! 
1— y? adY/ 0K 


The sum s(K°)+-K°s’(K°) is the value of the derivative of Ks(K) with re- 
spect to K at the point of optimal output. It is the marginal return. to the 
firm for the use of capital. Clearly, the schedule of equitable rates of return 
could be constructed so that at some point this marginal return is equal to 
the cost of capital, r. However, this involves removing entirely the decision 
concerning the quantity of capital to be used from the realm of the firm 
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and placing it, instead, completely with the firm’s regulators. It is the case 
where 7°=1. Consequently we must confine our attention to the case where 
7°<1 if we are intent upon examining the behavior of the firm subject to 
the constraint. 

Attention is now centered upon the case in which 0<n°<1, so that the 
constraint is effective and the marginal return on capital always exceeds the 
market cost of capital, allowing the firm to make its own decisions. Under 
these conditions, the second term on the left-hand side of (25), 





(26) [s(K°) + K*s'(K?) — r), 


1 — 7° 
is positive. We find, a3 was the case with the constant-fair-rate-of-return 
control, 


(21) > (P+ xL 

i av) aK 
Capital is used inefficiently, its marginal value product lying below its mar- 
ginal cost. But it is used less inefficiently under a properly constructed 
graduated-fair-return criterion than under a constant one. The relevant 
comparison is the one in which the respective constraints are equally effec- 
tive. This is the case in which the marginal value products of the two con- 
straints (their dual prices) are equal. It occurs when the corresponding Kuhn- 
Tucker multipliers are equal, when \=n°. Then, for equal fair rates of re- 
turn, the graduated-return criterion is more efficient than the constant- 
return one. With s=s(K°), we find s—r>s(K°)+ K°s’(K°)—r since s'(K?) is 
negative by construction and K? is positive. Hence, 


n° 
jm c 


À comparison of (10) and (25) now shows that r is closer to the marginal 
value product of capital under the graduated-return criterion. 

The marginal rate of substitution between the factors under the gradu- 
ated-return criterion is 


r. 7° (5 + K9s(K?) — y 








-[s(K*) + Ks'(K°) — r]. 


aL 
(28) ———— —— 


w 
Dividing equation (28) by r/w, we find that the efficiency, as defined in (4), 
of the graduated-return method of control is 
0 /s(K?) + K%s'(K) — r 
(29) Pe EE, 
0 am? 
This contrasts with the efficiency of the constant-fair-rate-of-return criterion. 


given in (14). Once again, for À — 3? and s— s(K?), which are the relevant con- 
ditions for a comparison, it can be seen that the negativity of s’(K°) ensures 


f 
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that regulation under a graduated-fair-return scheme is more efficient as an 
allocator of inputs: E is closer to unity for the graduated criterion. 

It is not asserted that the method of control proposed here is flawless. It 
requires careful planning by the staff economists of the many public utility 
commissions, It does not necessarily achieve an optimal allocation of inputs 
as judged by the relevant welfare criterion. In fact, we have seen that its 
efficiency is generally less than unity if input allocation is left within the 
realm of the firm’s decision-making process. However, if it is desired to 
remain within the confines of a fair-rate-of-return regulatory program, it is 
incumbent upon us to look for alternative ways to control regulated indus- 
tries so as to improve upon the inefficient criterion presently in use. The 
graduated-fair-return criterion is put forth here as such an alternative 


method of control. 
ALVIN K. KLEVORICK* 


* The author is a graduate student at Princeton University. He is Jinan for the helpful 
comments and suggestions of Professors Jesse W. Markham and F. M. Scherer 
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Omissions in the Treatment of the Law of 
Variable Proportions 


The purpose of this paper is to clarify two points with respect to the treat- 
ment of the Law of Variable Proportions (hereafter referred to as the Law) in 
most economics textbooks. The first concerns cost and product relationships in 
Stage III, commonly called the “irrational” region! of production, and the sec- 
ond deals with the symmetry of Regions I and IIT. 

Although Stage III is an irrational area of production, it is not uncommon 
for firms lacking perfect knowledge actually to produce in that region, partic- 
ularly in agriculture. As Bishop and Toussaint note [1, p. 41]:? 


. evidence of production in Region III is often noted. For example, 
during the late summer and fall months, we frequently have evidence 
of too many cattle on a given quantity of pasture, resulting in over- 
grazing of pastures and less production than could have been obtained 
with fewer cattle. Also, we find evidence of overcrowding of broilers 
and layers in poultry houses. 


*The terms “stage,” “region,” and “phase” are used interchangeably in this paper. 
*For additional examples, see Heady [3, pp. 94 and 170]. 


COMMUNICATIONS 485 


Regardless of the empirical incidence, however, the chief reason for examining 
cost curves in Stage III lies in presenting a complete and consistent treatment 
of the product-cost relationships in all three phases of the Law. 

Most of the textbooks on economics discuss the various product functions 
and their interrelationships for all three phases of the production function in 
considerable detail. However, the corresponding cost functions are derived 
only for the first two phases of the Law and the relationship between product 
and cost functions in Stage III has been neglected, stated ambiguously, or 
misinterpreted. 

The common practice is to draw a standard Sigmoid-type total cost function 
and its corresponding average and marginal cost functions. This tends to leave 
the reader either wondering as to the product-cost relationships in the third 
phase or under the erroneous impression that the total, average, and marginal 
cost functions as drawn are for all phases of the Law and that they continue 
to have a positive slope, even though the total product function assumes a 
negative slope in the third region." The writer has found both undergraduate 
and graduate students curious and confused about this. 

The cost-product diagram (Figure 1) reproduced from a recent textbook on 
agricultural economics by Snodgrass and Wallace [6, p. 235] will show that 
the confusion is not confined to students alone. In providing a vivid illustra- 
tion of the cost-product relationships, the authors completely overlook the 
point that the AVC function cannot continue to rise with a positive slope, as 
shown in Figure 1, for the output beyond point C on the TPP function or on 
the MPP function, because from C onwards the TPP is falling and the MPP is 
negative. It is true that the authors recognize “that the horizontal and vertical 
axes in each of the three figures [panels a, b, and c, in Figure 1] ... are not 
comparable on & quantitative basis [but] the importance is to show the rela- 
tionship between various points on the physical product curves and the cost 
curves...” [6, p. 235]. However, it is in this effort to show the relationship 
between various points on the product and cost functions that they either 
make the said error or at least fail to warn the reader anywhere in the book 
that such an error is due to the lack of exact quantitative correspondence be- 
tween the horizontal and vertical axes of the three panels of the figure. 


I. Interrelationships Between Product and Cost Functions 


Figures 2 and 3 illustrate product-cost relationships for all phases of the 
Law. The product functions in Figure 2 are based on the production func- 
tion:* 


* Heady's book [3, p. 94] is one of the few texts which advises the reader explicitly 
that the stages of increasing average and diminishing total returns are not drawn in 
subsequent chapters of the book. To the best of my knowledge, Vickrey [8, pp. 159-60] 
is the only author who makes a brief.reference to and draws very tiny portions of the 
backward-rising AVC and TVC functions. However, he does not show the complete in- 
terrelationships between various product and cost functions. 

*This production function is taken from Heady's book [3, p. 39, n.1], except that the 
constant term, 40, has been dropped in order to keep our TPP function similar to the 
familiar textbook TPP which usually starts from the origin. 
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Output 





Output 


FicunE 1. PRODUCT AND Cost Curves 


Source: Reproduced from Fig. 13-2 (p. 235) Agriculiure, Economics, and Growth by 
Milton M. Snodgrass and Luther T. Wallace. Copyright © 1964 by Meredith Publishing 
Company. Reproduced by permission of Appleton-Century-Crofts, Division of Meredith 
Publishing Company. 


(1) Y — 40X + .5X? — 15X* 


where Y represents total physical product (TPP), and X stands for the 
variable input which is being applied to & fixed amount of another input. 
This fixed input (not explicitly included in the production function) is 
assumed to be perfectly divisible and adaptable. The marginal physical 
product (MPP) function, therefore, is given by 


(2) dY/dX = 4 + 1.0X — 45X?, 
In deriving cost functions (Figure 3) from product functions (Figure 2) it 


is assumed that the input market is perfectly competitive, so that the 
variable factor of production can be purchased at a constant price per unit 
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of the input, irrespective of its quantity bought. The assumed input price, 
Px = $3.00 per unit. 

From Figures 2 and 3 it will be noted that when Region ITI, the area 
of diminishing £o£al returns, is included in the cost analysis, the various 
standard cost functions take on some peculiar attributes. In Figure 3, the 
total variable cost function (TVC) no longer remains single-valued; instead 
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it becomes bi-valued. The TVC for all phases of the Law is denoted by 
OAB; the broken segment AB represents TVC for Stage III. Notice that 
in this region, TVC continues to rise until point B, a point representing a 
high positive cost but zero output, and has a negative slope because output 
is continuously falling, a phenomenon quite consistent with Stage III. 

The average variable cost (AVC) function in Figure 3, represented by 
aDa’, develops a cusp at D, a point representing the end of Stage II and 
beginning of Stage III. After this point, the broken line Da’ denotes AVC 
for Stage III. In this region, since output begins to fall after point D, Da’ 
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assumes a negative slope. It is of the same general shape as the AVC 
function, aD, in Stages I and II, but is at a higher cost level. 

Again, diminishing totel returns in production cause a discontinuity in 
the marginal cost (MC) function. The complete MC function for all regions 
of the Law is shown by mCA'C'm' (Figure 3), where mCA’ represents the 
MC function for Stages I and II, and C'm' denotes MC for Stage III. It 
will be noted from Figure 3 that at point A’ (maximum output), the MC 
function attains a value of - oo. Therefore after A’, the MC function for 
Stage III, C’m’, is (1) a discontinuous function at the maximum output 
level, and (2) is negative over the entire region (III) because the associated 
MPP function for this region in Figure 2 is negative. 

In our traditional treatment of costs, we usually do not think in terms 
of negative costs. Negative MC is not to be construed to mean that for a 
certain rate of output the cost rate is negative (ie., the entrepreneur is 
saving) but implies, instead, that after a certain point (4^) if an effort is 
made to increase output, cost changes are positive even though output 
changes are negative, a phenomenon quite consistent with the input-output 
behavior, and the total cost-total product relationship in Stage III. 


IL Symmetry of Regions I and III 


This paper will conclude with clarification and elaboration of two final 
properties of the Law, viz., (1) interfactoral symmetry? (or reversibility) 
in Regions I and III, and (2) the relationship, if any, between factor sym- 
metry and product symmetry in Regions I and III. As early as 1936, Cassels 
in his celebrated article [2, p. 108] remarked: “The most important thing 
to observe about this law is that it is symmetrical and consequently the 
third phase is simply the converse of the first." Yet, most textbooks make 
scanty or no reference to this point. Furthermore, of the writers who do 
discuss the symmetrical nature of the Law, few, including Cassels, bring 
out the practical significance of the Law. Except for suggesting one opera- 
tional aspect, namely, that total output can be increased in either Region I 
or Region III by reducing the relative intensity of the excessive factor, most 
of the writers leave the reader with the impression that symmetry of the 
Law is a mere theoretical nicety. 

In our analysis of factor-product relations, Figure 2, it would be recalled 
that factor X (explicitly included in the production function) was treated 
as a variable factor of production. It was applied in equal incremental units 
to a given amount of some other factor (not explicitly included in the 
production function) which was treated as a fixed factor of production. Thus, 
in Region I, where the ratio of the variable factor to the fixed factor is 
relatively low, the marginal physical product for the variable factor is posi- 
tive and greater than the average physical product (until MPPx = APP; 


The term “symmetry” is used here to imply reversibility of factor proportions (or 
factor position) rather than strict mathematical symmetry. 

* Of some 15 texts consulted, only a few, viz., Heady [3, pp. 76-78], Leftwich [4, pp. 116- 
21], and Stigler [7, p. 125] discuss this point adequately. Even as good a text as Samuel- 
son's [5, pp. 518-19] devotes only 5274 lines to this point. 
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at the outer boundary of Region I).' In Region IIT, however, where the ratio 
of the variable factor to the fixed factor is relatively high, MPP of the 
variable factor is negative and below the APP of this factor. 

By reversing the positions of these factors, one can easily see that a low 
variable-fixed factor ratio in Region I means a high fixed-variable factor 
ratio in the same region. Accordingly, when the MPP for our variable fac- 
tor is positive in this region, it is negative for the other input in the same 
region. Likewise, in Region III a high variable-fixed factor ratio means a 
low fixed-variable factor ratio in the same region. Thus, when the MPP for 
our variable factor is negative, it is positive for the other factor. In short, 
Region I for one input is Region III for some other input, and vice versa.* 

The importance of factor reversibility lies not only in deciding when 
a particular factor of production should be decreased to increase production, 
but also in deciding what factor of production should be treated as variable 
or fixed in a given economic environment. These are not easy decisions. They 
. confront not only entrepreneurs at the individual level but also policy makers 
at the national level whenever they are concerned with optimum resource 
allocation. An example from Heady [3, p. 77] will illustrate the point. 


Within a cropping year, & farmer may consider hog numbers as fixed 
and corn as variable; he can either sell the year's corn crop or feed it 
in varying amounts to a given number of spring-farrowed pigs. Or, he 
can consider the corn crop as fixed and vary the number of hogs in 
proportion to it; the corn can be stored into the next year and oppor- 
tunities will be open for farrowing more pigs. At the national level, 
food emergencies may arise which call for either feeding more or less 
grain to a given number of hogs within a year or storing the corn and 
increasing the number of hogs to which it might be fed. Which system 
wil give greatest profits to the farmer or food to the nation? 


Answers to such complicated problems can be determined only by an analy- 
sis of both the physical and economic relationships. The important point is 
that reversibility of the technical inputs not only allows the interchange of 
factor positions but also provides the necessary, though not sufficient, basis 
on which this choice is exercised. The usual textbook discussion of sym- 
metry and optimum factor proportions then becomes meaningful. 

The second point concerns the relationship, if any, between factor sym- 
metry and product symmetry in Regions I and III. Having read the class 
assignment on the symmetry of the Law in standard sources, many students 
ask: If Regions I and III are symmetrical, why doesn't the TPP curve in 
Region III have an inflection point corresponding to the inflection point in 
Region I? In terms of the MPP function, why doesn’t it achieve a maxi- 


"It is recognized that the location of the boundary between Regions I and ll at the 
point where MPP =: APP holds true only when the production function is homogeneous of 
the first degree. If either diminishing or increasing returns to scale are present, the boundary 
between Regions I and II will not be marked by the equality of MPP and APP. 

S an excellent graphic and tabular illustration of this point, see Leftwich [4, pp. 
116-21 |. 
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mum negative value in Region III corresponding to the maximum positive 
value in Region I, and reverse its direction toward zero (B, Figure 2) as it 
does toward the zero value (A’ Figure 2)? 

These questions reveal a confusion between factor EVI and product 
symmetry in Regions I and III. Even though factor symmetry makes Re- 
gions I and III the converse of each other, it does not necessarily mean that 
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the rate of increase in total product in Region I must be symmetrical to the 
rate of product loss in Region III. Hence the difference in the exact be- 
havior and shapes of the TPP and MPP curves in Regions I and III. 

The MPP curve in Region III would achieve a maximum negative value 
and reverse its direction to join B only if the TPP curve in Region III, un- 
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der some special circumstances, were exactly symmetrical (used here in the 
mathematical sense) to the TPP curve in both Regions I and II, i.e., if the 
TPP were symmetrical about the input value corresponding to the maxi- 
mum TPP value. This is illustrated in Figure 4 where the TPP is symmetri- 
cal about input (X) value of 13. The MPP in Region III, therefore, is an 
exact mirror image of the MPP in Regions I and II. The corresponding cost 
functions are shown in Figure 5. Here the MC function in Region HI, cor- 
responding to the MPP behavior, is also an exact mirror image of the MC 
function in the first two regions. But, this situation, as remarked earlier, is 
rather unusual. Theoretically, there is more reason to believe that the TPP 
curve would be nonsymmetrical than symmetrical. As Cassels stated |2, p. 
109, n. 10], "since the proportions of the factors are less affected by each 
additional unit of the variable factor as we move to the right along the X- 
axis it is clear that in general the third phase must be more prolonged than 
the first." | 
Om P. TANGRI* 

* Assistant professor, department of agricultural economics and farm management, Uni- 
versity of Manitoba, Canada. 

Martin Ulrich, a graduate student in my seminar, started me on this paper by expressing 
skepticism on the standard treatment of cost-product relationships. My thanks to him and 
to Surendra Kulshrestha, both of whom assisted me by running the necessary input-output 


computations (not included in this paper). Thanks also to the referee, my colleagues at the 
University of Manitoba, and my brother at Wayne State University. 
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Interindustry Wage Change Dispersion and the 
“Spillover” Hypothesis 
Since the advent of unionism as a quantitatively important economic 
force, the economics literature has been replete with references to the quan- 
titative relevance of equitable or coercive comparisons in the wage deter- 
mination process. The terminology used to describe this process has varied 
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considerably—spillover, key bargains, wage leadership, pattern wage 
adjustment, imitation, and diffusion. The basic notion underlying what may 
generally be called the *spillover" hypothesis is that wage movements in 
the ith sector not only reflect traditional market forces in that sector but 
also reflect wage movements in some jth sector! The wage relationship 
between the ith and jth sectors is "derived" from a political influence 
theory which suggests that traditional economic variables are to be supple- 
mented, or in some cases supplanted, by additional spillover variables if a 
complete explanation of wage movements is to be obtained. The theory is 
sometimes restricted to wage determination under collective bargaining, 
but it is also applied to cases where monopsonistic employers administer 
wages and seek simple decision rules. 

The interindustry dispersion of wage changes computed over different 
time periods, for groups of industries alleged to be part of a common 
spillover domain, is commonly cited as evidence to support this model. 
From these data it is argued that the dispersion is either absolutely “small,” 
a fact allegedly consistent with the spillover hypothesis, or smaller than 
the dispersion in some other sector or in some earlier time period in which 
spillovers were inoperative.? The purpose of this paper is to comment on the 
theoretical and statistical appropriateness of this procedure. The following 
questions will be considered: (1) Does the spillover hypothesis imply that 
the interindustry dispersion of wage changes within a spillover domain will 
be absolutely small in some sense? (2) Does it imply that the dispersion 
will be smaller than that which would be generated by market forces alone? 
(3) Is the test statistically appropriate? 


I. Market Wage Determination and Wage Change Dispersion 


The implications of the traditional market hypothesis for interindustry 
wage change dispersion will first be examined, and then compared with 
those of a spillover model of wage determination. The market theory ol 
the wage determination process asserts that, for a particular industry, wage 
changes will reflect variation in underlying labor demand and supply con- 
ditions. According to traditional economic theory, the demand by the zth 
industry for any factor of production, including labor, is a function of the 
prices of all other inputs, technology, and the relevant variables of the 
product-demand schedule. The supply of labor to the ith industry is a 
function of the wage rate in that industry and the alternative wage rates 
for labor of comparable skill offered by other industries. Adding the equi- 
librium condition that labor supplied equals labor demanded, a reduced- 
form expression relating the equilibrium wage rate and the exogenous de- 


1 The term wages can mean many things—straight time hourly earnings, average hourly 
earnings, average hourly earnings plus fringe benefits, etc. And wage changes may be computec 
in percentage, absolute, or, for that matter, any units. Although the term “wage changes’ 
will be interpreted to mean percentage changes in average hourly earnings, the arguments ir 
this paper are independent of this choice, 

3 The formal and informal use of this kind of evidence is found in many studies as well a: 
in some labor economics textbooks. See, for example, [1, pp. 386-92] [4] [5] [7, pp. 193-94] [8. 
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mand and supply variables can be obtained. In the neighborhood of equi- 
librium this expression can be approximated as 


(1) Wi = Bo + BŽ: + BW; + Us, 


where W* is the equilibrium percentage change in the wage rate paid by 
the ith industry; X; is the percentage change in a labor demand shift 
variable? W4 is the percentage change in alternative wages for labor of 
skill comparable to that used in the ith industry; and u; is a random-error 
term summarizing omitted factors and random disturbances in the struc- 
tural equations. This equation gives the percentage change in wages for 
the ith industry as a function of the percentage change in the relevant 
demand and supply shift variables. 

Given a sample of n industries for which the percentage change in wages 
is computed over a particular time period, the sample variance of wage 
changes is defined as 


L Wi - Ww» 

(2) "A! 
n—i 

where W is the mean of the W*t's4 


If the explanatory variables are uncorrelated with the error term, the 
sample variance of W* is given by the formula, 


(3) She = BiS& + 2B,ByStiva + Basia + Sa” 


where Sxj4is a covariance, while all other $? terms are variances. 

The sample variance of W* will depend on the variance of the error term 
(S2) and the sample variance of the explanatory variables. If the sample of 
industries chosen is such that each industry exhibits similar changes in 
demand and supply conditions, the only source of variance in the sample 
will be the variance of the error term, which may be either “large” or 
"small." On the other hand, if the industries diverge widely in their de- 
mand and supply change characteristics, this divergence will be an addi- 
tional source of variation in the sample W*'s. In any event, the theory does 
not specify that Sã will be small, and there is no basis for forming an a 
priori expectation concerning the sample variance (2). In short, while the 
market theory of wages names the relevant explanatory variables and 
specifies the signs of the structural coefficients, it implies nothing about 
the variance of interindustry wage changes. 


? It is assumed that the demand and supply shift variables can be summarized by the vari- 
ables X1 and W? but the argument is unaffected if these variables and their coefficients, Bı 
and Bg, are interpreted as vectors. 

* In equation (2) and elsewhere throughout this paper, sample means and variances are 
computed as unweighted averages rather than as weighted averages. Since this simplification 
does not affect any results qualitatively, it was adopted to eliminate notational complexity 
which would only obscure the main points we are making. 


5 See, for example, P. Hoel [3, p. 231]. 
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II. The Competitive Hypothesis: A Special Case of the Market Hypothesis 


If the change in wage rates is computed over a sufficiently long period 
of time, the competititve hypothesis asserts that the supply of labor to 
the ith industry will be infinitely elastic. Under these conditions, changes 
in the demand for labor will affect employment but not wages. Wages will 
change only in response to changes in the supply price of labor, which will 
depend on changes in alternative wages available for factors of skill com- 
parable to those employed in the ith industry. Mathematically, 


(4) Wi = We te. 


In the special case in which all industries in the sample use comparable skill 
mixes during the entire period, the sample variance of W* is simply equal 
to the sample variance of e, which may be large or small. However, if the 
sample includes industries which are not all comparable in this respect, the 
general expression is again given by 


(5) Sire = Spa + Se. 


In this more general case, the sample variance of Sy,* is equal to the sample 
variance of the random-error term (52) plus the sample variance of the 
alternative wage changes (S54). Even under the special assumption of the 
competitive hypothesis, the sample variance of wage changes may be large 
or small. 


III. The Spillover Hypothesis and Wage Change Variance 


One version of the spillover hypothesis emphasizes the influence of wage 
outcomes, in a theoretically specified sector of the economy, on the bargain- 
ing outcome in a particular industry, but not to the complete exclusion of 
industry specific supply and demand factors; institutional relationships 
among industries supplement rather than supplant a market theory of 
wage determination.’ The hypothesis may be expressed in the form of two 
equations, Let the unobserved market-determined percentage wage change 
in the tth industry be given by 


(1) Wi = By + BiX;+ BW; + ous. 


An equation describing the impact of spillovers is added to obtain a full 
description of the wage determination process. The spillover may be intro- 
duced as follows: 


(6) W: = Wi + aw, — Wi) H v, 


* M. Reder [6, pp. 299-311] gives an excellent summary of the competitive theory in which 
this interpretation and its empirical implications are developed extensively. 


TA model with these features has been used recently by O. Eckstein and T. Wilson [2]. 
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a 
where Wis the observed percentage change in wages; W; is the percentage 
wage change in some other sector of the economy which influences the 
bargaining demands of unions in ¢ as well as the offers of employers in i; 
v; is a random-error term summarizing omitted variables which influence 
the bargining outcome in the ith industry;® and 6 is a spillover coefficient. 
Equation (6) may be rewritten as 


(7) W;-(-— 5)W; + 8W; + vj. 


This relationship summarizes the influence of both market and institutional 
forces on the determination of wages in the ith industry. If 6=1, then 
industry specific market forces play no role in wage determination and 
wages are determined only by wage outcomes in the spillover sector and by 
random factors as summarized by x. 

Now consider a sample of wage changes for a group of industries, all 
of which are members of the same spillover domain, which implies that 
W; is the same for all ;. If the above model is correct, the sample interindus- 
try variance of wage changes will be given by 


(8) eon 6 ee ER 


In an absolute sense, there is no a priori reason for assuming that the 
variance in (8) will be small, for even if it is maintained that 6 is near unity, 
the error term v may generate considerable interindustry wage change vari- 
ance. As stated, the theory specifies (1) the relevant spillover domain, 
which is institutionally defined, and (2) the signs of the coefficients. The 
additional assumption that c,3is small or zero is arbitrary, and has no basis 
in economic or statistical theory. 

Furthermore, the theory does notimply that the variance of wage changes 
will be smaller in the presence of spillovers (8) than in their absence li.e., 
in (3)]. From (8) we see that the spillover and market models would imply 
the same variance in the observed percentage change in wages if 


(1 — 8)3Sj« + S, = Sie, 
that is, if 


S, = [1 — (1 — 8)'] Sin. 


8 The error term v has the same underlying rationale as the error term in (1). Equation (6) 
is a behavioral relationship which in the unionized case summarizes the collective bargaining 
process, Underlying this relationship is a set of behavioral relationships describing the em- 
ployer’s and union’s bargaining policies. Obviously, the variables included in (6) do not exhaust 
the many forces which influence both parties, The union’s bargaining policy, for example, may 
be influenced by leader-member relationships, the age of workers (which influences their taste 
for money wages versus fringes), and a host of other forces. 

9 Because it is assumed that the sample consists of industries in the same spillover domain, 


the variance term S}y, is zero. For expository simplicity, we assume that W* and v are un- 
correlated. 
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The market model would imply greater variance of wage changes than 
the spillover model if l 


S$ < [1 — (1 = 8)3]S$e, 


while the spillover model would yield the greater variance if the inequality 
were reversed. 

Apparently a combined spillover-market mechanism of wage determina- 
tion does not necessarily imply a lower variance of wage changes than a 
pure market mechanism, and the comparison of wage change variances for 
two sectors, one with spillovers and one without them, is an ambiguous 
test procedure. This proposition holds even if SẸ» is statistically controlled. 
However, given identical or randomized values of S$» and 55, wage change 
dispersion, in the context of a spillover model, varies systematically with 6. 
Provided that industry groups can be ranked according to the size of 6, 
meaningful variance comparisons are empirically feasible, at least in prin- 
ciple, although none of the existing literature has demonstrated that the 
necessary assumptions are satisfied. 

The difficulties of the variance comparison test are not easily avoided by 
other test procedures. The principal weakness of the spillover theory is its 
inability to specify unambiguously the spillover domain. The counterpart 
of this difficulty in the market model is the specification of the alternative 
wage domain. It is not unlikely that these two domains will overlap, creat- 
ing a serious identification problem. For example, a positive time-series 
relationship between wage changes in one sector and those in a spillover 
sector will be ambiguous evidence of a spillover mechanism unless one can 
specify a spillover variable not easily interpreted as a labor supply vari- 
able. This problem is particularly acute if one works with broadly defined 
sectors. 


IV. Statistical Considerations 


Comparisons of variances of wage changes have been shown to be of 
questionable value as a means of discriminating between a market model 
and a spillover model of wage changes, since there is no basis for forming a 
priori expectations of the values of the residual variances of these models. 
It will now be shown that even if the absolute or relative values of these 
variances were known for a given level of aggregation, it would still be 
impossible to make inferences from a comparison of wage change variances 
since (1) within each set of industries the variance of wage changes is a 
decreasing function of the level of aggregation, and (2) it is generally not 
clear when data for two or more industries represent the same level of 
aggregation. 

The absolute value of interindustry wage change variance will be sensi- 
tive to the observation unit chosen. The variance may be computed on an 


10 The expectation that the wage change variance declines as 8 rises requires the maintained 
hypothesis that <1; otherwise, from (8) we see that S$} is not a monotonically decreasing 
function of à. 
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establishment basis or on the basis of a collection of establishments cor- 
responding to a particular aggregation procedure. In general, a smaller 
interindustry variance will be observed if the observation unit is defined 
in terms of, say, the 2-digit industrial classification than if it were defined 
by, say, the 3-digit classification. Measures of dispersion vary systematically 
with the aggregation level because aggregation averages out, so to speak, 
random errors.” In terms of the interindustry variance of wage changes, 
this relationship between aggregation and dispersion is verified by the avail- 
able data, which indicate that the aggregation effect is quantitatively im- 
portant. 

Percentage changes in average hourly earnings over the period 1958-63 
were computed for three industry groups—durable manufacturing, non- 
durable manufacturing, and nonmanufacturing, which includes trade, 
transportation, services, etc. The interindustry variance is computed for 
each industry group at the 2-, 3-, and 4-digit level whenever sufficient data 
are available.? The standard deviation for each of the three sectors at each 
of the three levels of aggregation is shown in Table 1. Also shown in the 
table are the arithmetic mean of wage changes, the coefficient of variation 
(the standard deviation divided by the mean times 100), and the range. 

The statistics in Table 1 highlight the main argument of this section. 
For each of the three sectors—durables, nondurables, and nonmanufactur- 
ing—both the standard deviation and the coefficient of variation, a measure 
of relative dispersion, decline in magnitude as the level of aggregation in- 
creases. In the durable-goods sector, for example, the standard deviation 
is about 50 per cent larger when computed on the basis of a 4-digit industry 
classification than when computed at the 2-digit level. The absolute size 
of the variance is a statistical artifact and the notion of an absolutely small 
dispersion is either meaningless or not very helpful. 

The data in Table 1 also reveal an inherent difficulty in testing the spill- 
over hypothesis by comparing interindustry variance between two sectors, 
one in which spillovers are alleged to operate and one in which they do not. 
It is suggested frequently that the extensively unionized durable-goods 
sector is a spillover domain. Assuming that spillovers reduce variance, which 
coefficients of variation (or other measures of dispersion) are to be com- 
pared? It is not at all obvious that wage dispersion at the 2-digit level in 
the durable sector should be compared to its counterpart in the nondurable 
or nonmanufacturing sector. It may be no less appropriate to compare 2- 
digit durables with, say, 3- or 4-digit nondurables than with 2-digit non- 
durables. The Standard Industrial Classification at the 2-digit level, or at 


u For example, with some modest manipulation we can obtain from the well-known formula 
for partitioning a sum of squared deviations the relationship, 53,7 Sist S$ 5, where 51, is 
the variance of 3-digit wage changes computed around the global mean of wage changes; 57, 
is the variance of 3-digit wage changes computed around the respective 2-digit means; and 
52 , is the 2-digit variance computed around the global mean. In general, 53 ,»*0 and, conse- 
quently, $$,» She mE 

! Because A. M. Ross [7] and others assert that the durable sector is a single spillover do- 
main, thie sector has been isolated in computing the variances. The other two groupings were 
arbitrarily chosen. 
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TABLE Í—MEASUREES OF ABSOLUTE AND RELATIVE DISPERSION FOR PEECENTAGE 
CHANGES OF AVERAGE HOURLY EARNINGS For 2-, 3-, AND 4Dierr SIC 
CLASSIFICATIONS, 1958—63* 





Level of Aggregation 
Industry Group CURE IDEE ARCADE E M ORCI CER MM ECCE 
4-Digit 3-Digit 2-Digit 
Manufacturing 
Durables: 

S (Standard deviation) 3.06 2.62 2.04 
X (Arithmetic mean) 16.4 16.0 15.7 
(S/X)X100 (Coefficient of varia- 

tion) 18.7% 16.5% 13.0% 
Range 9.1-23.0 11.8-22.5 12.4-19.9 
N (Number of observations) 79 66 11 

Nondurables: 
S 4.45 3.84 2.99 
Xx 16.7 16.2 16.1 
(S/X) X 100 26.7% 23.7% 18.5% 
Range 5.3+25.3 6.4-22.1 12.3-20.8 
N 41 53 10 
Nonmanufaciursng 

S N.C 4.44 3.06" 
x N.C 18.6 18.4 
(S/X) X 100 N.C 23.9% 16.6% 
Range N.C. 7.0-28.4 13.1-22.4 
N N.C. 28 11 


* Based on 1957 Standard Industrial Classification. 

N.C.- Not Computed, too few observations. 

Source: Computed from U.S. Bureau of Labor Statistics, Employment and Earnings Statis- 
tics for the United States, 1909-64, Bulletin 1312-2, Washington 1964. In computing statistics 
by industry and level of aggregation, all possible observations "m this source were utilized. 
See page v for list of industries from this source. 


any level, does not necessarily imply the same level of aggregation for all 
industries.“ Unless comparability is specified, any conclusion may be 
reached by making the appropriate arbitrary comparison.“ 


V. Conclusions 


Three major conclusions follow from the analysis in this paper: (1) the 
absolute dispersion of wage changes is a statistical artifact; (2) in comparing 
two different sets of industries, the level of aggregation affects the amount 
of measured dispersion, yet comparability is difficult to obtain or even 


13 For example, does the 4-digit industry “Farm Machinery and Equipment” (SIC-3522) 
represent the same level of aggregation as the 4-digit industry “Motor Vehicles and Parts" 
(SIC-3717), or the 3-digit industry ‘Motor Vehicles and Motor Vehicle Equipment” (SIC- 
371), or the 2-digit industry “Transportation Equipment" (SIC-37)? 

4 This problem arises even when the dispersion for a group of 2-digit industries is examined 
at different points in time to determine whether the advent of unionism has reduced inter- 
industry wage change dispersion. This techniqué has been employed by J. E. Maher [5 
who finds that coéfficients of variation in manufacturing have risen rather than declined since 
the growth of unionism in the 1930's, While this would appear to contradict the spillover 
hypothesis, the aggregation issue makes it difficult to interpret this evidence. 
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specify; (3) for the same set of industries, spillovers need not imply a 
smaller dispersion than market forces. 


TrmotHy W. MCGUIRE AND LEONARD A. RAPPING* 


* The authors are, respectively, research associate and assistant professor of economics at 
Carnegie Institute of Technology. Leonard Rapping’s research time was made available by a 
Ford Faculty Research Grant. Full responsibility for the contents of this paper rests with the 
authors. 
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Returns to Scale and the Spacing of Isoquants 


In the usual statement of production theory, average returns to scale 
are specified in terms of scale elasticity: E= (dQ/Q)/(dk/E), where O=q(RX, 
kY), k>0, and X and Y are initial values of X and Y which fix factor pro- 
portions when &, the scale coefficient, equals 1. Further, in the usual 
statement of production theory, the scale elasticity is related to the spacing 
of isoquants as follows: When #>1, the successively numbered isoquants 
are getting ever closer (which means that the production surface, viewed 
from the origin, is getting steeper znd steeper; i.e., qx” >0). When E« 1, the 
isoquants are getting ever farther apart (q’’ <0); and when H=1, it is 
asserted that the isoquant spacing does not change (g," —0). It is the pur- 


! 'The only exception that we have been able to find in a check of the literature appears in 
Schneider [1, p. 149]. Professor Schneider defines constant, increasing, and decreasing returns 
to scale as follows: 


dx/dAÀ is constant 
de/dd increases as à increases 
dx/dA diminishes as À increases 
where x represents output and à represents the scale coefficient (our &). 
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pose of this note to show (1) that isoquant spacing depends on marginal, 
not average, returns to scale; and (2) that the above usually-stated rela- 
tionships between average returns to scale and spacing of isoquants are 
accurate only for homogeneous production functions. 

Scale elasticity is the ratio of marginal returns to scale to average returns 
to scale: Eg /(Q/À). In the case of a linear homogeneous production 
function, gy and Q/£ are both constant and equal and E—1. And since qz 
is a constant, the isoquants are equally spaced. For homogeneous functions, 
where there are constantly increasing average returns to scale, marginal 
returns to scale must always be greater than average returns to scale and 
also constantly increasing, Æ is a constant greater than 1, and the isoquants 
are spaced closer and closer together. For homogeneous functions where 
average returns to scale are constantly decreasing, E «1 and the isoquants 
are spaced farther and farther apart. 

Figures 1a and 1b show that these relationships do not necessarily hold 
for nonhomogeneous functions. These figures show increasing average re- 
turns to scale for values of k up to ks and decreasing average returns be- 
yond $z. (This is the usual assumption of economic theory.) Marginal re- 
turns are increasing up to the inflection point, kı, and decreasing thereafter. 
Thus, while average returns to scale are increasing up to As, marginal re- 
turns to scale first increase, reach a maximum, and then decrease, but they 
are always greater than average returns. In terms of isoquants, this would 
mean that up to k, the isoquants are getting ever closer and beyond k; ever 
farther apart. But since the marginal returns are greater than the average 
returns, E>1 up to &s. These diagrams have thus shown that the usually 
posited relationships between average returns to scale (and E) and spac- 
ing of isoquants are violated in the case of a nonhomogeneous production 
function. 

We now show the general relationship between scale elasticity and the 
spacing of isoquants along a ray from the origin. We begin with the defini- 
tion of scale elasticity: 


(1) E= 





Differentiating with respect to &: 


dE d k k 1 k 


dk dk” Q 0 Q^ @ 
Substituting (1) in the above, we have: 
^ dE „k 1 
(2) Wt ue ug S +g (i — E) 
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Figure Ib 
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For homogeneous functions, E is a constant, and therefore, GE/dk —03 
In addition we assume £7 0 and gf >0. It follows from (2) that: 





qe Sac ai (1 E) 
Be — oe b D 
Q Q 
and 
1i 
dk E-—1 
(3) "da 
qk k 


Thus, when E>1, g,’’>0 (isoquants are ever closer) 
when E-—1, q," —0 (isoquants are equally spaced) 
when E«1, q” «0 (isoquants are ever farther apart). 


The spacing of isoquants is not discussed at length in the literature; 
where it is discussed, it is implicitly or explicitly in terms of homogeneous 
production functions. For nonhomogeneous functions, we investigate first 
the case where scale elasticity is positive and increasing, i.e., dE/dk>0. 
Again we assume &» 0 and g >0. From (2): 





LM a ee 
i Oe 
and 
tt 
dk E Ti 1 
(4) X 
Tk k 
E E>1, g >0 
E=1, qx > 0 
E<1, q/20. 


> g(kX, RY) = kig(X, Y) 
gy = iky, F) 
&g(X, l 
£ wz MOD = kug, Y) 
a ee) = 4 (a constant) 
Q kg, Y) 
k 
dE d 
dh ~ dh (4) zw 0. 


* In Figures 1a and 1b we show £=0 at the origin. This is the case where no output is being 
produced. For algebraic exposition, it is convenient to neglect the trivial case where no output 
is being produced; i.e., & —0. 
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Of more importance for economic analysis is GE/d&k <0, i.e., a stage of 
increasing returns to scale followed by constant and/or decreasing returns 
to scale. Our assumptions are now GE/d& «0, k>0, and gf >0 Then (2) 
gives: 





ae Qa '(1— E) «0 
de ue 
fi 
Gk E-—1 
(5) zS ; 
de k 


If El, q” Z0 
E=1, qx <0 
E<1, q” <0. 


Referring to Figure 1b, we see that, with the usual assumption of an 
initial stage of increasing returns to scale followed by a stage of constant 
average returns to scale and then a stage of decreasing average returns to 
scale, E» 1 in the first range, E—1 in the second range, and #<1 in the 
third range. We have shown, however, that marginal returns to scale may 
be increasing, constant, and decreasing when average returns are increas- 
ing; but marginal returns must be decreasing at the point of diminishing 
average returns to scale and thereafter. Thus, the most general production 
function diagram would show isoquants along a ray from the origin ini- 
tially ever closer, then equally spaced, and finally ever farther apart within 
the range of increasing average returns (up to k, in Figure ib) and con- 
tinuingly ever farther apart in the stage of decreasing average returns. 

ALBERT M. LEVENSON 
BABETTE SOLON* 
* The authors are assistant professors of economics at Queens College of the City University 


of New York. They are indebted to Mr. Joel Stone, a student at Queens College, who noted 
ambiguities in the usual discussions of the spacing of isoquants. 
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Lasting Effects of Economics Courses at 
Different Types of Institutions 


We recently reported the results of a nationwide study of the economic un- 
derstanding of a large sample of all high school social studies teachers in the 
United States [1]. These results indicated, somewhat alarmingly, that teach- 
ers who had taken one or two semesters of elementary economics in college did 
not do significantly better on a widely used “Test of Economic Understand- 
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ing” than did those who had taken no college economics, and that not until 
the teachers had taken five or more college economics courses did they per- 
form significantly better on the test that those who had had no economics. 

Different hypotheses have been advanced to explain this result. One is that 
high school social studies teachers retain little from their college economics 
courses because they have taken relatively weak courses at relatively weak 
colleges. This note presents evidence on how much lasting learning in econom- 
ics occurred at institutions of five different types, evidence which suggests 
that the lasting results were greatest at small liberal arts colleges and least at 
large universities, with intermediate results at other types of institutions. The 
results also provide separate data on students in “education” majors and in 
other undergraduate fields. 

The results reported here are based on the same nationwide survey reported 
in the earlier article, which included information on where each teacher took 
. his college economics; they are thus subject to the same reservations as those 
reported in the earlier article. We present them because we believe they may 
be of interest to the profession, not because we belive they represent a com- 
plete measure of the achievements of economics courses at different institu- 
tions, for they are obviously only a very partial measure. 


I 


To investigate the possibility that the discouragingly low retention of eco- 
nomics results primarily from students having taken their courses at relatively 
weak institutions or in relatively weak courses for particular groups of stu- 
dents, we first classified all colleges and universities represented in the sample 
into five groups: (1) 20 "high prestige" schools, including both universities 
and liberal arts colleges;* (2) 50 large universities, excluding those included 
in group (1); (3) 50 well-known liberal arts colleges, excluding those in group 
(1) above; (4) "teachers colleges," whether or not they still use that title in 
their official names; and (5) all other schools. Since the basic survey focused 
on teachers, it was reasonable to suppose that a large number of them would 
have been “education” majors, and other studies have indicated that such ma- 
jors are relatively weaker students than other majors. We therefore classified 
separately education majors and noneducation majors in each group of 
schools. 

Table 1 summarizes the raw test performances of students from the five 
different types of schools, without holding constant differences in student abil- 
ity, number of courses taken, and the like; a regression analysis aimed at iso- 
lating these variables within the different groups of schools is reported in Table 
2. 'The first three columns of Table 1 report the basic scores for students with 


''The group includes six leading private universities, two state universities, and two in- 
stitutes of technology from the larger schools; and three coeducational, three men's, and 
four women's smaller liberal arts colleges. The selection was based on general academic 
standing, and on average CEEB scores for entering students. 

À separate analysis was also made dividing the ten liberal arts colleges from the ten uni- 
versities within this group, but it seemed desirable to investigate separately the results at 
the entire group of such "prestige" schools with especially high prestige faculty members 
and students of especially high academic ability. 
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no economics and those taking some college economics in each class of school, 
and the difference between the no-economics and with-economics scores for 
each class. In each type of school there was some improvement from taking 
economics courses, but the degree of improvement ranged from virtually none 
for the large state universities to nearly six points on a 50-point scale for 
the 50 leading liberal arts colleges, as shown in column 3. If we assume (not 
implausibly) that within each of the five groups of schools students who do 
and do not take economics are otherwise similar (except for the education- 
noneducation breakdown shown), then the improvements shown in column 3 
should provide some indication of the lasting effect produced on students at 
the various schools. It will be recalled from the earlier article that on the 


TABLE İ— TEST Scores oz STUDENTS WITE AND Wrraour COLLEGE Economics 






All Students 














Type of School | No With Difer- 


Econ. Econ. ence 







No With Differ- 
Econ. Econ. ence 




































20 "Prestige" Schools| 37.7 39.3 +1.6 || 37.5 40.3 +2.8* | 38.3 36.3 —2.0 
50 Large Universities | 35.0 35.8 +0.8 || 35.8 37.7 +1.9 | 34.2 34.3 +0.1 
50 Libera] Arts Col- 

leges 31.6 37.5 +5.9* | 33.1 38.2 +5.1" | 29.2 35.6 +6.4* 
Teachers Colleges” | 30.8 33.8 +3.0 || — — — 30.8 33.8 +3.0* 
Other Schools 30.7 34.5 +3.8* | 31,9 35.7 --3.8* | 29.9 33.2 +3.3* 
All Schools 31.6 34.7 +3.1* | 33.2 36.6 +3.4* | 30.8 33.7 +2.9* 





* For information on test used and on schools included in various categories, see text. 
Number of students in each category shown in footnote to Table 2. 

* Statistically significant at the .05 level. Negative figure for education majors at “prestige” 
schools rests on only six students in the no-economics category; most of the “high. prestige" 
schools do not offer, or emphasize, undergraduate majors in “education.” 


average the teachers in the survey had been out of college about eight years. 

The next six columns of Table 1 show the same data separately for nonedu- 
cation and education majors. While noneducation majors show a consistently 
higher level of achievemment, the general pattern of improvement appears to 
be similar for education and noneducation majors.? 

The basic data in Table 1 may, however, conceal a variety of factors which 
help to explain the results. For example, on the average, students in some 
types of institutions may have taken more courses in college economics than 
those at others; particularly high-ability students may have chosen economics 
in some colleges, and relatively low-ability students in others; and the like. 
We therefore ran a multiple regression equation separately for each of the five 
classes of schools, similar to the basic regression reported in the earlier article. 
We know from the evidence that student abilities vary substantially among 
the five classes of schools, but by comparing economics versus no-economics 
students within each class of schools we should gain some indication of how 


* Except for the insignificant group noted in the footnote to Table 1. 


508 THE AMERICAN ECONOMIC REVIEW 


much the economics courses contribute to after-college test performances, 
holding constant the other factors noted in the table.’ 

The results are shown in Table 2. Under the heading, “marginal sub- 
group coefficients,” X, shows the separate marginal effect of one or two eco- 
nomics courses; X, shows the marginal effect of adding one or two addi- 
tional courses; Xa shows the marginal effect of adding one or more addi- 
tional courses to the four already taken. These three figures must be 
summed to get the full effect of the college economics courses taken in ex- 
plaining the score on the “Test of Economic Understanding."^ 

Table 2 suggests that, when we hold constant the effects of college class 
standing (a proxy for ability plus motivation), recency of economics courses, 
sex, college major, and the like, there remain substantial differences in the 
contribution made to ex-students' test scores by the five classes of institu- 
tions. These vary from a net improvement from having taken economics of 
1.95 in 50 large universities to 8.71 in 50 well-known liberal arts colleges 
(the summation of X,, Xa, and X, in each case). It is interesting to note 
that the net contribution of one or two semesters of economics to later un- 
derstanding appears to have been small except at the liberal arts colleges, 
where a substantial marginal improvement came at that level. At the "high 
prestige" institutions, the biggest improvement came at the three-four course 
level; while at teachers colleges and other schools the biggest advance oc- 
curred only when students took five or more courses. As has been indicated 
by earlier studies, on the average, student ability tends to be lower among 
“education” majors than among most other groups of students; this shows 
up clearly in both Table 1 and in the variable X., coefficients of Table 2.° 


II 


Different hypotheses may be suggested to explain the differences reported in 
Tables 1 and 2. It is possible, as was suggested in the earlier article, that the 
test is a poor measure of the amount of economic understanding retained some 
years after completion of college, or that other unmeasured variables so domi- 
nate the amount of understanding after college as to make these results mis- 
leading. The counterevidence was presented in the earlier article. We also sug- 


* Although the comparison in Table 2 is only between students within each group of 
institutions, we did run a separate regression for all students at all schools to measure the 
relative importance of being a student at each different class of school. This, of course, re- 
flects in some considerable part the differences in student abilities at the different institu- 
tions, but reflects other factors as well. Using the data for all schools with a separate 
variable added for class of school, the coefficient for "prestige schools" is 2.78; for 50 large 
universities, 2.24; for liberal arts colleges, 1.51; for "teachers colleges," —1.41; and for 
other schools, — 1.36. All results are significantly different from zero at the .01 level. 

* For a more complete explanation, see [1, p. 347]. 

“Comments on, and possible explanations of, some of the coefficients are included in the 
earlier article. See also [1, p. 347] for comments on the relatively low R?s for all the re- 
gressions, 

Our tests show no significant multicollinearity among the explanatory variables used in 
the regressions. 
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gested there (based on the evidence and the psychological literature on learn- 
ing) that student motivation to learn and to continue using the economics 
learned in after-college years is essential to obtaining lasting effects from col- 
lege economics courses. 

One further hypothesis, with which the data reported here are consistent, is 
that the lasting impact of undergraduate college economics courses depends 
heavily on the emphasis that faculty members put on such teaching, and that 
this factor is more important than the “quality” of the faculty as measured by 
the usual criteria of research papers and the like. The smallest lasting im- 
provement from taking undergraduate economics courses appears to come at 
well-known large universities, where a considerable part of elementary teach- 
ing is done by graduate assistants and where many leading professors concen- 
trate on graduate teaching and research. The biggest improvement comes at 
the 50 well-known liberal arts colleges, where undergraduate teaching is pre- 
sumably the primary focus of faculty attention, even though the faculty mem- 
bers may not be as “distinguished” professionally as those at some of the 20 
“prestige” schools or at some of the other well-known large universities. Inter- 
estingly, the next largest contribution appears to come about equally at the 20 
“prestige” schools (of which half are small liberal arts colleges) and at the 
“teachers colleges,” where again undergraduate teaching is the primary focus 
of faculty members and where relatively little teaching is done by graduate 
students, but where presumably economics faculties are on the average less 
prestigious in terms of professional standing than those at the first three 
groups of schools. A breakdown between the liberal arts colleges and the large 
universities in the 20 "prestige" institutions is consistent with this hypothesis. 
Although the numbers in the sample so divided are too small to justify placing 
much weight on the comparison, the level of achievement is slightly higher for 
the large universities, but the superiority of economics over no-economics stu- 
dents is somewhat larger for the liberal arts college students. 

While the results in the study as a whole are mixed, we interpret them as 
inconsistent with the alternative hypothesis that the students who started 
from the lowest level of understanding would advance the most through taking 
economics courses because it is easier to raise such students’ understanding 
from low beginning levels. The results are also clearly inconsistent with the 
counter hypothesis that the brightest students will be improved the most, even 
though they start from the highest average level of understanding. 

Obviously, the results presented here and in our earlier article are far from 
definitive on the issues raised. But tentative as they must be, we hope they 
will be sufficiently provocative to focus attention on the need to improve our 
undergraduate economics teaching, and equally to stimulate further attempts 
at careful measurement of teaching results to supplement the impressionistic 
(and all-too-often wishful) evaluations on which we now rest most of our edu- 

cational process. 
G. L. BACH AND PHILLIP SAUNDERS* 


* The authors are, respectively, professor and assistant professor of economics at Car- 
negie Institute of Technology. 
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Optimization and Suboptimization in Fishery Regulation: 
Comment 


In the March 1964 issue of this journal, Ralph Turvey states that “if the 
optimum optimorum is to be reached, . . . then (fishery) regulation must 
extend not only to the scale but also to the mode of operation" [1, p. 64]. 
He recommends both a toll or charge per pound of fish caught (scale regula- 
tion) and the imposition of a legal minimum mesh size (mode regulation) 
in order to achieve a Pareto-optimum. | 

If certain implicit assumptions in his argument are made explicit, how- 
ever, it becomes clear that the necessity for either or both of these regula- 
tions is hardly an immutable law of nature. The chief fault in Turvey's 
otherwise excellent paper is that he does not clearly state the relation be- 
tween these critical assumptions and his conclusions for public policy. It 
should be useful to examine in more detail exactly which conditions must 
be present for one or the other of these regulations to in fact be necessary 
for a Pareto-optimum. 

It is well known that if institutions are such that technological external- 
ities are present, competitive equilibrium will not be Pareto-optimal. Tur- 
vey states that two kinds of external diseconomies are present in the kind 
. of competitively organized, single-trawl fishery which he considers. In the 
first place, a fish caught by fisherman A reduces the stock of fish available 
to other fishermen, increasing the amount of resources which these others 
must use to land a given catch. Secondly, a fish caught today by fisherman 
A will not be around tomorrow as a larger, more valuable fish, again impos- 
ing additional costs upon the industry as a whole. 

Let the set of all fish in the banks be divided into two subsets: fish that 
have reached catchable size (called the “fish stock") and fish which have 
not yet reached that size. The size of the smallest fish in the fish stock is 
determined by the size of the mesh in nets used by the fishermen. Turvey 
states [1, p. 65] that operational models used by biologists to assess 
fisheries commonly make the following assumptions: (a) growth of fish 
and natural mortality are functions of age, (b) fishing mortality rate (catch) 
is proportional to "effort," and (c) recruitment into the fish stock, i.e., the 
number of fish reaching catchable size, is exogenous. 

If assumption (c) is taken literally, then “weight recruitment," or 
pounds of fish reaching catchable size per time period, would depend only 
on mesh size, since larger mesh would lead to recruitment at a heavier 
weight. Specifically, the number of fish in the fish stock or the size of the 
catch would not affect recruitment. It seems reasonable to assume that the 
number of fish eggs laid per year is proportional to the number of fish in 
the banks, and that the number of fish hatching is proportional to the 
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number of eggs laid. If recruitment is to be exogenous, then, mortality in 
the set of fish which have not reached catchable size must be inversely 
proportional to the number of fish of egg-laying age, which contradicts 
assumption (a). It would seem somewhat less fishy to assume that mortal- 
ity 1s an increasing function of the number and size of fish competing for 
food. 

The simplest recruitment assumption consistent with (a) and (b) seems 
to be that natural mortality is a function only of the age of the fish, and 
that the number of eggs laid per year is determined exogenously. (We will 
examine the consequences of relaxing this assumption below.) Let the growth 


Weight 
(Ibs) 
W 
(if fish lives) 
1/9 e ies TT 
ERR A E(w) 
W, 


(allowing for 
natural mortality) 
A, 
Age (years) 


FIGURE Í. GROWTH or A TYPICAL Fran 


of a typical fish be depcited in Figure 1. The solid upper curve shows the 
growth of the fish as a function of its age, provided the fish lives. The prob- 
ability that a given fish, once hatched, will have died can be expected to 
increase as the time elapsed since his hatching grows longer. The bottom 
dashed curve gives his expected weight (in the statistical sense) when 
natural mortality has been allowed for. 

The size in pounds of the fish as it reaches catchable size is proportional 
to the cube root of mesh size: thus, the larger the mesh, the older the young- 
est fish in the fish stock. Given a mesh size of tt, inches, a fish will be re- 
cruited into the fish stock at the corresponding weight wo, at age ao. The 
total “weight recruitment" into the fish stock is given by: 


(1) r= new 


where r- recruitment into the fish stock (Ibs./yr.), 5 —number of eggs 
hatching per year, and wọ - expected weight of typical fish at age of re- 
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cruitment (lbs.). Given our assumptions, wd is a function only of mesh 
size, so that equation (1) becomes: 


(1’) r = r(m) (recruitment function) 
m = mesh size (inches). 


For the individual fisherman, catch (and hence revenue) is a function 
of mesh size, size of fish stock, and of the resources he expends. Turvey 
defines an aggregated input called “fishing effort," defined in such a fashion 
that the fisherman's catch, measured in pounds, is proportional to effort. 
Effort, then, appears as the argument in the fisherman's cost function. 
His production function exhibits constant returns to scale if doubling of 
all inputs results in a doubling of effort as defined. If, in addition, all inputs 
&re available to the industry in perfectly elastic supplies, average cost, 
ceteris paribus (fish stock and mesh size constant), per pound of fish will be 
constant. If, on the other hand, factor supply curves are not all perfectly 
elastic, then average cost (again, ceteris paribus) will be a rising function 
of industry output. For the industry as a whole, then, we have: 


(2) f = g(F, E, m) (industry production function) 


(3) G= C(E) (total industry cost) 


where f=total fish catch (lbs. yr.), F=size of fish stock (Ibs.), C= total 
cost of catching fish ($), and E= fishing effort (units). 

Biological steady-state equilibrium of the fish stock, given the biological 
envrionment, depends both on the quantity of fish entering the fish stock 
(recruitment) and on the quantity of fish removed from the fish stock 
(catch) each year: 


(4) F = B(f,r) (biological equilibrium). 
Substituting (4) into (2), we have: 


f = g(B(f, ron), B, m) 
(5) f = h(E, m) (sustained-yield production). 


Equation (5) represents sustained-yield production as a function of 
mesh size and fishing effort. In other words, it represents a steady-state 
equilibrium level of catch compatible both with fishing technology and 
with the biological productivity of the fishing banks. 

Turvey assumes that the price of fish depends only on the weight of the 
industry catch, subject to the condition that all fish be at least of a given 
"minimum marketable size" [1, p. 67]. Thus, rounding out our model, we 
have: 


(6) P= Pf) (industry demand) 
P = price of fish ($/Ib.). 
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Variations in mesh size can be assumed to be costless. Hence, for any 
given level of fishing effort, Pareto-optimality requires that mesh size be 
such as to maximize sustained-yield production. Given our assumptions, 
however, a fisherman, left to his own devices, will choose a mesh size such 
that the smallest fish caught is also the minimum-marketable-size fish [1, p. 
68]. In Figure 2a, this minimum marketable size is Wmin, and the correspond- 
ing recruitment is as indicated. Legislating a larger mesh size in this case 
would increase, ceteris paribus, costs for the individual fisherman. Since 
recruitment would be reduced (shown by the downward-sloping E(w) 
curve), size of the fish stock would actually be reduced, further increasing 
costs. 

In Figure 2b, increasing mesh size would increase recruitment, and thus 
the fisherman's parameter P. Only if the decreased costs associated with 
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the increased steady-state fish stock at least offset the increased production 
costs due to the larger mesh size, however, will a larger mesh size be Pareto- 
superior. If, and only if, this is indeed the case will external diseconomies 
of the second type mentioned above exist, and then, and only then, will 
some sort of regulation of mesh size be necessary for a Pareto-optimum. 

Let us now examine the consequences of altering the assumptions that 
natural mortality is a function only of the age of the fish, and that the 
number of eggs laid per year is determined exogenously. If both are made 
functions of the size of the fish stock (F), no new variables are introduced, 
and the model is not significantly altered. Let the natural mortality (at a 
given age) and the number of eggs laid per year both vary directly with F. 
Then equation (1) becomes: 


(1a) r = n(PF)- wv (F). 
(1a’) r = r(m, F) = r(m, B(f,r)) = (m, f). 


Stated in words, steady-state recruitment now depends both on mesh size 
and on the size of annual catch. Equation (5) becomes simply: 


f= [BG r'(m, f), E, m] 
(5a) f = kW (E, m). 


As before, sustained-yield catch depends on industry effort and mesh 
size, although in general the functional form will be different and perhaps 
more complex. Moreover, the same conclusions hold. If, and only if, in- 
creasing mesh size will lower total (steady-state) industry costs will mesh 
size regulation be necessary for a Pareto-optimum. 

More formally, the assumption that variations in mesh size are costless 
implies: 


oh 


(7) perse 
OM! aro 


< 0. 


The strict inequality holds for the case where m is such as to catch fish of 
minimum marketable size. When equation (7) holds, suboptimization with 
respect to mesh size has been achieved, and then industry catch can be 
written as a function solely of industry effort: 


(8) f = S(E) (industry sustained-yield catch, given suboptimum mesh size). 


Equation (8) describes the “‘eumetric yield curve" [1, p. 70; p. 66, Fig. 1]. 
Alternatively, effort expended can be written as a function of fish caught: 


(9) E = i(f). 


Since at sufficiently high levels of effort, sustained-yield catch may ac- 
tually decline (negative industry returns to effort), / may be double-valued. 
Benefits derived from the fish stock may be written: 
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G = [roa — C(B) 


= Í i P(f)df — C[i(f)]. 


Maximizing G, we have: 


ôG ðC ðt 
— = P(f--—— E: 
af dE of 
aC ðt oC 
dE af öf 


In words, additional fish ought to be caught up to the point where the 
increment in costs associated with an additional pound of fish just equals 
the value the market places on that additional pound of fish. In the ab- 
sence of a toll or charge for the use of the fish stock, long-run competitive 
equilibrium will be achieved when P—C/f, the average cost to the fishing 
industry. 

Now, average cost equals marginal cost only when the former is a con- 
stant. If this is the case, additional industry output will be proportional to 
the extra fishing effort expended. This is equivalent to stating that in- 
creases in tndusiry output have a negligible effect on the fish stock, and, 
hence, that the marginal product of the fishing banks is zero. If, however, 
increases in industry output decrease the fish stock, the marginal product 
of the fishing banks will be positive. Average cost will be less than marginal 
cost as defined, and external diseconomies of the first type will be present. 
If a toll, T, per pound of fish caught is levied, then P= T--C/f is the condi- 
tion for long-run competitive equilibrium. Hence, from equation (10), 
optimum utilization of the fishing banks requires that: 


(11) | Ds ae) 
= T f. 


In words, & toll should be levied on each pound of fish caught equal to the 
difference between the marginal social cost (=dc/df) and the marginal 
private cost (=C/f, the average industry cost in long-run competititve 
equilibrium). This toll is completely analogous to a rent on any fixed facil- 
ity, and is exactly equal to the toll that would be collected by a profit- 
maximizing, perfectly competitive fishing-banks operator, if, indeed, fish- 
ing banks were owned by individuals. 

It is interesting to note that if the marginal product of the fishing banks 
is zero, then “type 2” externalities are not present either. For if increasing 
the industry output has no effect on the fish stock, then fishing mortality 
is a negligible fraction of total mortality. Increasing mesh size from the 
minimum would also have a negligible effect on the size of the fish stock. 
The converse is not true; it is conceivable that “type 1" diseconomies could 
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exist without "type 2” diseconomies. Thus, (a) no regulation, (b) toll only, 
and (c) toll plus mesh-size regulation, are three possible optimizing pre- 
scriptions, depending on conditions actually encountered. 

In the special case where Pareto-optimality does require both scale and 
mode regulation (case (c)), there is still no necessity to institute regulation 
by fiat to control mesh size. À penalty toll on all fish in a catch smaller 
than the size corresponding to the optimum mesh size would accomplish 
the same end. This fact hints that Turvey's dual recommendation, when 
valid, is a product of the peculiar technology involved in fisheries. Suppose 
that fishermen could choose whatever size distribution of catch they wanted, 
instead of being limited to choosing only the minimum size of fish in the 
catch. Then, regulation only of the minimum-size fish and of fishing effort 
would probably not be sufficient for a Pareto-optimum. 

In terms of Figure 1, fishermen ought to be penalized for catching fish 
younger than the maximum expected weight age, and encouraged to de- 
vote relatively more effort to older age classes. À variable toll, either con- 
tinuous or by size class, would be necessary. The actual form of the toll 
would also depend on the relative costs of landing different-size fish and 
upon the effects of the fishing activity on the shape of the E(W) curve and 
on the number of eggs hatching. But, in general, it would not be infinity 
for fish smaller than a certain size and contant for larger fish. 

J. HAYDEN Boyp* 


* The author, instructor in economics at the University of Minnesota, is grateful to Herbert 
Mohring for several helpful comments. 
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Shifts in Demand and the Inflation Problem: Comment 


Professor W. G. Bowen and Mr. S. H. Masters, in their paper “Shifts in 
Demand and the Inflation Problem" [1], discuss the relationship between 
the rate of inflation and the unevenness of changes in demand for the pro- 
ducts of different industries. Their inquiry was inspired by Charles L. 
Schultze’s well-known study of the inflation of 1955-57 [2], but their model 
differs from his in its emphasis on disparate changes in demand rather than 
differences in the prevailing levels of demand. Bowen and Masters divided 
the period from January 1947 to March 1963 into six subperiods, chosen to 
minimize the effects of cyclical factors, but varying in length from 18 to 68 
months. For each subperiod, changes in the value of sales of 21 two-digit in- 
dustries were tested for dispersion by two alternative but closely related 
measures. One of these measures (7,;) required the differences between the 
average proportional increase in sales and the growth rates of the separate 
industries’ sales to be expressed as absolute values, weighted by the respec- 
tive contributions of the industries to income originating in manufacturing 
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and summed. The other measure (/*,) is the weighted standard deviation 
of the different growth rates. The principal conclusions are, first, that there 
were indeed uncommonly pronounced disparities in demand changes during 
the period 1955-57 and, secondly, that the period from July 1957 to March 
1963 was one in which the disparities were extraordinarily slight. From the 
latter result, a by-product of the inquiry, Bowen and Masters infer that re- 
cent price stability may have been due partly to a fortuitous circumstance. 

It is argued in this comment that Bowen and Masters’ evidence relating to 
changes in sales is an unsatisfactory basis for these inferences. The central 
problem is whether the changes in the money value of sales on which they rely 
can be accepted as a measure of changes in demand. Although Bowen and 
Masters draw attention to some defects of their technique, its limitations re- 
quire greater emphasis. Why does the value of sales in one industry increase 
at a different rate from sales in another? If both industries are initially in mar- 
ket equilibrium, the following possibilities are perhaps the most important: 

1. The two industries, although they have demand and supply functions 
with similar elasticities, are confronted with unequal movements in their de- 
mand curves. In this instance the unequal changes in sales can be attributed 
unambiguously to unequal changes in demand, and Bowen and Masters’ rea- 
soning is justified. 

2. Similar movements in the demand curves cause different changes in the 
equilibrium quantities and prices because demand and supply elasticities 
differ. 

3. Supply functions may change for a variety of reasons, including changes 
in physical production functions and spontaneous alterations in the costs of 
factors of production. Wage increases due to union aggressiveness are one ex- 
ample of the latter. Again, unequal movements in sales may ensue either be- 
cause the separate industry supply functions are unequally affected or because 
similar changes interact with different demand and supply elasticities. 

4, Although the new equilibrium conditions may involve equal proportional 
changes in sales, the speeds at which industries and their markets respond to 
changed circumstances may differ. Thus within any period less than that re- 
quired to reach equilibrium, sales may change at unequal rates. 

Relaxing the assumption of initial equilibrium, we encounter two further 
important possibilities. One is that factors of production previously in limited 
supply become available, with unequal effects on the output of different indus- 
tries; the other that, for reasons implicit in factor (4) above, industries inher- 
it from earlier periods unequal pressures to alter their production and prices. 

No attempt can be made here to separate the effects of these factors, but 
the implicit assumption of Bowen and Masters that (1) predominates seems 
gratuitous. Two hypotheses related to this general reasoning are advanced, 
however, which give more concrete ground for rejecting their technique. The 
first is that the measures of dispersion and the rate of increase of prices are 
strongly correlated. ‘This hypothesis is suggested by the supposition that firms 
and industries do not respond instantaneously or simultaneously to changes in 
market conditions; hence they are more likely to behave in a similar fashion 
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when there is little pressure to change. Moreover, the process of raising prices 
has a sequential character, as increases in some industries lead to increases 
elsewhere. In any short period of an inflationary nature, therefore, consider- 
able dispersion in the rate of change of sales is likely to be apparent. It can, of 
course, be objected that the suggested correlation merely confirms the impor- 
tance of unequal changes in demand as a cause of inflation. This is a logical 
possibility. The postwar inflation may have been due largely to unequal 
changes in demand, and economists may have been mistaken in emphasizing 
the role of such pressures as high liquidity, generalized excess demand, and 
union aggressiveness. A more reasonable interpretation, however, is that the as- 
sociation of varying degrees of dispersion with changing rates of inflation is 
less a causal relationship than a consequence of the tendencies outlined above. 
In any event, it becomes difficult to maintain that there was anything special 
about the periods 1955-57 and 1957-63. Bowen and Masters would need to 
show that sales changes were even more unequal in the former period and 
even less so in the latter than the normal relationship between inflation and 
dispersion would lead one to predict. 

The second hypothesis is more straightforward: the degree of dispersion is 
likely to diminish as the interval of time considered is extended, for the gener- 
al movement of sales, under conditions of inflation and increasing real output, 
comes increasingly to submerge short-term changes in prices and output in 
different industries. If this expectation is confirmed, the Bowen-Masters mea- 
sures cannot validly be used to compare periods of different length. 

Considerable manipulation of the published data is necessary before these 
hypotheses can be tested, and limitation of time has obliged me to rely on 
Australian data which, for other purposes, were converted into suitable form. 
Professor Bowen and Mr, Masters, after reading a draft of this comment, 
tested the second hypothesis against their data for the United States and have 
generously allowed me to use their results; they could not, unfortunately, un- 
dertake a similar test of the first hypothesis. The disadvantage of using the 
Australian statistics is perhaps reduced by Australia’s diverse experience of 
inflationary conditions, because of which properties of the Bowen-Masters 
measures which emerge less conspicuously in the American data may be easier 
to detect. 

The Australian manufacturing industries distinguished in the official statis- 
tics have been consolidated in 27 groups, and the two dispersion measures are 
calculated on this basis for each year from 1948-49 to 1961-62. Statistics of 
sales are not available and value of output estimates, differing from sales to 
the extent of inventory changes, are substituted. Otherwise the data appear to 
be strictly comparable with those used by Bowen and Masters. Table 1 shows 
both the values of the dispersion statistics calculated for successive annual 
changes in output and estimates of annual price increases. The latter estimates 
are obtained by calculating the implicit price index for gross national product 


' A list of these groups, to be useful for verification or further research, would need to 
be supplemented by a detailed statement of the various industries consolidated into them. 
This information is available on request. 
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TABLE 1—INFLATION AND INEQUALITY OF CHANGES IN VALUE OF OUTPUT IN AUBTRALIA, 
1948-49 To 1961-62 
(All numbers relate to changes since previous year) 





Percentage Bowen-Masters Measures 
Price 

Increases la I" 
1940—50 10.1 6.07 8.27 
1950-51 13.8 9.17 12.00 
1951-52 17.1 9.44 12.57 
1952~53 17.0 8.55 11.10 
1953-54 4.6 5.98 8.53 
1954—55 2.4 6.07 7.55 
1955—56 5.2 5.36 6.47 
1956-57 5.6 6.45 8.31 
1957-58 1 5.11 6.76 
1958-59 1.7 2:56 3.81 
1959-60 4.3 4.65 5.23 
1960-61 4.9 3.55 4.48 
1961-62 1.0 2.80 3.60 


less exports.* This index minimizes distortions due to external trade influences 
which affect the more conventional indices and prevent these indices from in- 
dicating accurately the behavior of internal prices. However, the general rela- 
tionship which emerges if the Consumer Price Index is used is similar to that 
apparent in Table 1, although slightly less pronounced. 

The Spearman coefficients of rank correlation between price increases and 
the two dispersion measures are 0.84 (for Zat) and 0.82 (for /*,). Although 
there is sufficient unexplained variance to preclude any suggestion that the 


TABLE 2—VaLuUES OF BoweEN-Masters MEASURES APPLIED TO CHANGES IN VALUE OF 
OUTPUT: AUSTRALIA, SELECTED PERIODS BETWEEN 1948-49 AND 1961-62 


Fi at I* a 

1948-49 to 1953-54 
Minimum annual values during period 5.98 8.27 
Mean of annual values during period 7.84 10.49 
Values calculated for entire period (annual equivalents) 2.92 4.17 

1953-54 to 1959-60 
Minimum annual values during period 2.56 3.81 
Mean of annual values during period 5.03 6.36 
Values calculated for entire period 3.31 3.77 

1948-49 to 1961—62 
Minimum annual values during period 2.80 3.60 
Mean of annual values during period 5.47 7.19 
Values calculated for entire period 2.41 2.90 


*Implicit price index numbers calculated from Australian National Accounts: National 
Income and Expenditure 1948-49 to 1963-64 (Commonwealth Bureau of Census and Sta- 
tistics). 
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TABLE 3— THE RELATIONSHIP BETWEEN BOWEN-MASTERS MEASURES AND LENGTH OF 
TME INTERVAL: UNITED States, 1947-63 





Tet I, 
January 1947 to July 1948 4,96 7.19 
July 1948 to March 1951 3.94 5.00 
January 1947 to March 1951 2.86 4.il 
March 1951 to July 1953 4.76 5.96 
July 1953 to September 1955 2.46 3.17 
March 1951 to September 1955 1.89 2.68 
September 1955 to July 1957 5.34 6.34 
July 1957 to May 1960 1.48 1.99 
September 1955 to May 1960 2.57 2.79 
May 1960 to March 1963 1.68 2.04 
July 1957 io March 1963 1.57 1.94 
September 1955 to March 1963 1.60 1.92 
January 1947 to March 1963 1.67 1.91 


Bowen-Masters measures are merely proxy price indexes, the correlation is 
sufficient to require considerable caution in deriving inferences, from the 
dispersion of sales increases, about the importance of structural variations 
in demand as a cause of inflation. 

Tables 2 and 3 show the effect on the Bowen-Masters statistics of extending 
the time interval examined. In Table 2, relating to Australia, the results of the 
annual analysis given in Table 1 are compared with dispersion measures cal- 
culated for three longer periods. The tendency for dispersion to diminish with 
the extension of the period is apparent in all of these comparisons. Table 2 
combines periods originally studied by Bowen and Masters to allow similar 
comparisons for the United States, italics being used to designate composite 
periods. The same tendency emerges, but more conspicuously with respect to 
earlier periods, lending support to the suggestion that the naeng is due to 
the effect of inflation in generating short-term dispersion. 

The lesson is that better tests of the demand-shift hypothesis are necessary. 
With the data available, these tests are difficult to devise and it was presum- 
ably for this reason that Bowen and Masters experimented with the change-in- 
sales method. The apparent inadequacy of this technique means that the sub- 
stantive issues which they attempted to resolve must for the present be re- 
garded as open. 

Keira Hancock* 


* The author is professor of economics at Flinders University of South Australia and in 
1964-65 held a visiting appointment at Princeton University. He is indebted to Professor 
Bowen and Mr. Masters for magnanimous comments and assistance. The note includes 
statistical results obtained by the use of computer facilities at Princeton supported in part 
by National Science Foundation Grant NSF-GP 579. 
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A Theory of the Bargaining Process: Comment 


J. G. Cross’s theory of the bargaining process is composed of three ele- 
ments: a theory of decision-making, a theory of expectations, and a theory 
of learning. The theory of decision-making consists of the maximization of 
the present value of an expected payoff, in utility terms, and this aspect 
of Cross’s work will not be questioned in the present paper. The theory of 
expectations, however, will be examined from the point of view of both 
empirical plausibility and theoretical fruitfulness, and as a result of this 
analysis a reinterpretation will be suggested. This will be shown to have 
repercussions not only within the learning part of the model, but also for 
the predictions of the theory as a whole. It will be argued that the revised 
model has some relevance to a bargaining situation of considerable theo- 
retical interest and practical importance, which could not otherwise have 
been treated within the framework of the Cross theory. This is a bargaining 
situation involving ‘‘brinkmanship.” 


I. Bargainer’s Expectations 


The particular aspect of the theory of expectations which I would like 
to examine is that concerning each bargainer’s expectations of the other’s 
concession rate. Obviously, relatively simple assumptions must be made 
about the behavior of such rates if an analytically manageable model is to 
be built. However, by making the particular assumption that he does, Cross 
automatically excludes from his theory a particularly interesting case— 
that of bargaining involving brinkmanship. What I mean here by a brink- 
manship situation is one in which a bargainer expects his opponent to make 
a concession at some point in the future and, in the light of this expecta- 
tion, is prepared to wait, making no concession himself. Casual observa- 
tion seems to suggest that this brinkmanship type of situation Is one that 
typically occurs in bargaining processes. 

Let us confine our attention, as Cross does, to the pure intransigence case 
of bargaining, i.e., the case where each bargainer always expects to obtain 
agreement at his own current demand. Using the Cross notation, we have 
utility functions f(qi), g(qz) defined over the quantity variables qı, qa where 
gi is I’s share of Q, qs is Is share, and the total amount of Q is M. Disagree- 
ment occurs when the demands q:+q@> M, and the amount of disagreement 
(ie., the total concessions which must be made before agreement is pos- 
sible) is (q-- qs — M). In his paper Cross supposes that each bargainer ex- 
pects the other to concede at a certain rate, i.e., he expects. the other to 
make a continuous series of demands with.no discrete. jumps.. Thus, if I 
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expects II to concede at the rate r} he is expecting that— (dqa/di) — ra. 
However, each.expects the other to start conceding, but neither intends 
making any concession himself. According to Cross, each bargainer im- 
mediately begins to modify his expectations of the other's concession rate, 


since in general 
_ (=) m 
di / i-o 


d 
SN 
di / tnd 


and hence the expectations ri, re must change. These new expectations due 
to learning feed back into the equation by which each made his original 
optimal choice of g;, and a new optimal q; can be found in each case. And 
what looks like a new optimum to the bargainer who made it, looks like 
à concession (or retraction) to the other. Hence the r; are further modified, 
and so it goes on. 

Let us focus our attention on the form of expectations the bargainers 
are assumed to have. According to Cross's assumptions each bargainer ex- 
pects the other to concede at a constant rate over future time (although 
this rate which is constant over future time may in fact change as present 
time elapses). It is my contention that bargainers are typically faced with 
a different form of expectation from this one, the difference being one which 
materially affects the workings of Cross's model. 

In practice, each bargainer typically expects any concession to occur in 
a sudden discretelump.! Thus, in the pure intransigence case where each 
bargainer expects the other to agree to his own demand, I may expect II 
to make the whole concession suddenly from qs to M —q at or before some 
point in the future, 4, and II may expect I to make the whole concession 
suddenly from qı to M —q at or before some point in the future, 44. Thus 
if neither bargainer has made any concession up to some point in time 
which is less than both 4 and k, the situation is quite consistent with the 
expectations of each bargainer. Hence, neither bargainer will modify his 
expectations as a result of the other's failure to concede during this period, 
as they would under Cross's assumptions. In fact no learning can occur in 
this case until the time /— min(A, tł), at which point one of the bargainers 
must modify his original expectations. 

It is here that an interesting asymmetry, which was absent in Cross's 
theory, arises. Whereas with Cross's theory the bargainers could learn that 
their estimates of the concession rate were correct or too large or too small, 
learning in the present theory is confined to discovering that the estimate 
of the time before the other bargainer concedes completely is too small. 


1 What I am arguing against here is not the assumption of continuity by the use of differen- 
tial equations rather than difference equations, which is a legitimate analytical approximation, 
but rather the assumption that the expected rates of concession r; are independent of future 
time. 
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Whereas Cross’s estimated concession rates r; can increase or decrease as a 
result of learning, the times ij, 44 in the brinkmanship theory can only in- 
crease as a result of learning. 

Bargainers whose expectations run along brinkmanship rather thar 
constant-concession-rate lines are not in a position to engage in the kinc 
of learning process which is basic to the Cross theory. We will perhap: 
understand this better if we consider both kinds of expectation as specia. 
cases of the general case: the expected concession rate of bargainer II i: 
a function of future time, Rs(/). The expected time elapsing before agree 
ment occurs, w, is then given implicitly by 


(1) NE = — (q + ge es M). 


Following R. H. Strotz [2] and Cross [1], the optimal choice of q is given 
by the condition that the present value of I's expected payoff, f(qi)e~*”, is 
a maximum with respect to the choice of qı ‘(neglecting any fixed costs of 
bargaining per period, since these add nothing new in principle to the 
discussion). 


d 
— f(qie-** = 0 
dqi 








dw 
i.e., f(q) — af(q:) 20 0 
qi 
; fq) 
(2) fig) a (w) 0 
since ' 
dw _ —j 
dq, Raw) 


Now Rs;(t) is bargainer I’s guess at the value of —(dqs/di) at time t afte 
the start of the bargaining. After time fp has elapsed, I knows the value o! 
— (dqs/dt) for all {<t and hence I can learn about the function Rg(é) in 
the interval 0<i<%. However, in order to solve equation (1) for w, for 
any given gi, I will in general have to estimate R,(é) for t>to. It may be 
possible for a bargainer to use the learning about R,(é) for iig to modify 
his expectation of R(t) for t> £o, but it is here that the two special cases 
arise. These, together with the general case, are shown in Figure 1. This 
figure displays various assumptions which could be made about the expecta- 
tions which each bargainer has of the other’s concession behavior. The most 
general assumption would be that bargainer I, say, expects IT’s demand to 
be some (well-behaved) function of future time which, in the above nota- 
tion, will be given by 
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ere J Ra(a)ds 


(where the ith demand of the jth bargainer is gj). Such an assumption is 
not very fruitful, since it is devoid of any implication regarding the work- 
ings of the model. A more restrictive assumption is shown as the Cross case. 
This involves expecting that the other bargainer’s demand will decrease 
linearly with future time or, in other words, that he will concede at a con- 
stant rate. The brinkmanship assumption, on the other hand, restricts the 
form of expectation in another way. What i is expected here is that a time 


Brinkmanship case 


Cross Case 


General Case 


Ts expeclolion OS I's ckmand 


Future time 


FIGURE 1. EXPECTATIONS oy CONCESSION BEHAVIOR 


will come (h) at which the other bargainer will give in to the demand which 
is being made of him. 

Let us examine the effect of learning in the circumstances characterized 
by the three different forms of expectations represented in Figure 1. 

1. In the case of the Cross assumption, any learning about II's conces- 
sion rate, —(dqs/di), for £0 will, at that particular instant, modify the 
slope of the line for all future time in an unambiguous way (i.e., the slope 
is correct or too big or too small at that particular instant), 

2. In the general case, any learning about —(dq;/dt) for £ ig modifies 
R,(i) for tig and could conceivably be used to make modifications of 
R,(t) for 22 io, but not in an unambiguous way. However, if one could de- 
velop a reasonable learning model for this general case, then, with any 
well-hehaved R-function, this modification of the Cross theory would pre- 
sumably yield a determinate solution through the process of utility maxi- 
mization by each bargainer. (We note that the R-function in the pure brink- 
manship case is not well behaved in that it is not differentiable at i= kh. 
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3. In the brinkmanship case any learning about q} for ¿<t does not 
modify the curve at all if £o 4 and ¢=& is the only point at which it can 
be modified. A learning model to account for this case would differ from 
Cross's in an essential way. 

We see that as we examine different forms of expectations regarding con- 
cessions from the other bargainer, Cross's learning-concession process works 
in the special case of expected concession rates constant over future time, 
runs into difficulties in the general case of expected concession rates a func- 
tion of future time, and breaks down in the brinksmanship case. (That is 
to say, it breaks down in the sense that it would not yield a solution in the 
absence of a considerably modified learning model.) Thus, bargaining pro- 
cesses in which expectations of brinkmanship are an essential component 
would require a development of Cross’s theory to describe them adequately. 
We here outline a possible development in this direction. 


II. A Brinkmanship Model 


In the brinkmanship case, I expects II to give in completely to his own 
demand, qi, after holding out for a time &. Thus, if we apply the principle 
of utility maximization to predict I's choice of the value of q, we find no 
limit imposed. With the theory as it stands, utility maximization would 
require that I demands the largest q, which is possible, i.e., q =M. Similarly, 
this principle would require II to demand gg=M. This rather barren posi- 
tion can be avoided by reasoning as follows: I knows that, if gj is II's 
demand, he can have qi — (M — qa) immediately, but demands for q> (M — qi) 
will take longer to obtain (and similarly for IT). We suppose, then, that 
each bargainer expects the time which the other will hold out before giving 
in completely to be a function of his own demand. I expects h=F(q), II 
expects £,— G(q3). Following Cross in making a linear assumption, we have: 


(3) a= U(n 4- q— M) 


2 It could be argued that the linear expectations used here and in Cross’s theory are not 
economically plausible since each bargainer knows that no bargain will ever be concluded 
outside the contract zone, Le., there should be no finite /4 corresponding to q7 Af and no 
finite 4; corresponding to q> M. (In practice, things are a bit fuzzier than this because neither 
bargainer knows the size of M exactly.) The linear functions, however, yield a finite £; for 
any gz, however large. 

Plausible nonlinear functions expressing the expectations within the contract zone would 
be, for example: 


pa UG t a — M) 


, «M 
Salgr +g, — M) 


Here the times become infinite as the ends of the contract zone are reached. Such refinements 
are not considered here since they raise many issues which are not directly relevant to the 
argument of this paper. 
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(4) pe V(n-d- q-— M) 


where U, V can, for the moment, be thought of as parameters. 

If we assume discounting functions e^*' for I and e for II, then the 
present value to I of the demand q: is f(gi)e^*'s where h is given by (3). The 
condition that q) maximizes this expression is 


(5) f'(q) — aUf(g)) = 0. 
And similarly for II, 
(6) g (qx) — bV glg) = 0. 


These are the conditions that each bargainer makes, in the light of his own 
expectations, an optimal demand. 
Suppose the original qı, qs at #=0 are such that 


0 0 
te = be < fi = ty. 


I cannot do any learning until = and II cannot do any until 1-5. Thus, 
in our case of $« $, Lis the first to do any learning. At time t=% I observes 
that II does not give in and realizes that his expectation of h} was wrong. 
Thus he wishes to revise his estimate, and we may suppose that he comes 
to the conclusion that he has been associating too low a value of 4 with 
each value of qı. I’s learning will therefore lead to an upward shift in his 
i-function, although we still must have 4—0 when q,— (M —4$). The tr 
function pivots upwards about qi- (M —4$2) as a result of learning. This 
result follows from supposing that 


(P ec when t< & 


U = U, > Uy when nu ps n 


or, in general, 


(7) U = Um > U; when 5«iXü. 
Similarly, for II we would have 
(8) V=Ver>Vi when ü«tXü. 


This then is the basis of a modified learning theory applicable to the brink- 
manship case. 


3 Tf I makes the first demand he will have to use an estimate of Ga» Q = qa, SBY, this being 
the demand he expects I to make. This yields an expected delay time h=¢} However, as 
soon as II's actual demand g? becomes known (still at t=0) q3 is replaced by gq and #; is 
modified to f= U(q{-+-93—M). 
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Let us examine the workings of this model. After a time {<t has elapsed, 
the present value of I's expected payoff is Age and the q1 which 
maximizes this is given by 


f( yeu )=0 
qi dg; qı ’ 


which is identical with (5) above since d4/dq:=U. Hence, although the 
present value of I’s expected payoff is increasing as time passes, the value 
of qı which maximizes it is invariant with respect to time, so long, of course, 
as the parameters remain unchanged. 

The qı which satisfies (5) can be thought of as the solution of the pair 
of simultaneous equations 


(9) y — f'(q) 
(10) | y = aUf(qi). 


Consider now what happens when I learns at time @ and increases the value 
of U. As shown in Figure 2, the function OS will shift upwards to OT, 
giving a new value for the optimal qı, OB. This will be less than the previous 
value, OA. Thus I makes a concession AB. Here we are faced with a similar 


y= auf(2,) 


m 


us 


y= fla) 


— =— mi ee oe — ee ee E 


E ills $24 
I's demand , 9, 


FIGURE 2. THE OPTIMAL-DEMAND DECISION 
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paradox to that which Cross observed in connection with the intransigence 
aspect of the theory. Each bargainer expects the other to make complete 
concessions qgj—(M — 43) and qv—(M —q)), but each himself only makes 
what are in general partial concessions (like AB). Any change in qı could 
be a complete concession if U increases enough to bring the intersection 
above or to the left of q= (M — qa). 

When II observes I make a partial concession at a time &, he does not 
regard this as inconsistent with his expectation that I will give in com- 
pletely at or before =4(>). Hence II does not do any learning until 
i=, in which case V increases, giving a new value for (4 i2), and a new 
optimal g less than the previous one. 

Thus, since each change of demand by one or the other bargainer repre- 
sents a partial concession and not a retraction, the learning-concession 
process should lead eventually to an agreement. A learning theory consis- 
tent with (7) and (8) but giving the actual changes in U, V, and hence in 
i, 4, would enable a solution to be derived. 

Whereas in Cross's original version changes in demands could be con- 
cessions or retractions, in this brinkmanship version of the theory, all the 
changes in demands are concessions. The reason for this is that when a 
bargainer gets to the time at which he expects a complete concession, he 
can learn that his estimate of the time was correct (if the other gives in) 
or that it was too small (if the other does not give in). Thus, learning in 
the brinkmanship model always consists in increasing the expectation of 
the time 4 (or 4), i.e., in increasing U or V. (In Cross's theory the rates 
rı, r2 could increase or decrease as a result of learning.) Thus, the function 
y—aUf(gq) can shift upwards but not downwards. Since y—f'(g)) is a 
strictly decreasing function of qı, by the assumption of diminishing marginal 
utility, we can see that if y=aUf(q:) (which is a strictly increasing function 
of qı) shifts upwards, it must always intersect y —f'(g)) at a smaller value 
of gi, i.e., the change of qu, being a decrease, represents a concession and not 
a retraction. 

This analysis may cast some light on one of Cross's comments. He says 
[1, p. 76]: 

Often, retraction of an offer during negotiation is thought to be either 
unethical or at least undesirable because of the unfavorable utility 
shifts which such behavior may induce in the other player. . . . Never- 
theless, such retractions sometimes occur in practice. We will, there- 
fore, retain the possibility of their occurrence, recognizing that forces 
probably exist which discourage increases in demands during the course 
of negotiations. 


It seems that the model here developed displays the forces which discourage 
increases in demands during the course of the negotiations by taking into 
account the brinkmanship aspects of the bargaining process. 


‘In order for 4/117 we require that dh/dga<0, since q cannot increase over time. It can 
be shown that a sufficient condition for this is 47» 1/a. (In fact this is a rather strong condition 
and, in general, 4 does not have to be as large as this for the condition to hold.) Similarly, 
we require 47» 1/5. To simplify the analysis we assume that these conditions are satisfied. 
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In summary, it seems that one aspect of Cross’s model which is over- 
restrictive, in the sense that it appears openly inconsistent with casual ob- 
servation, is the assumption of the expectation of a rate of concession inde- 
pendent of future time. However, it would appear that, with the type of 
modifications suggested above, the essence of Cross’s argument would re- 
main. It would still be possible, as has been indicated, to construct a 
determinate, descriptive theory of the bargaining process based on the 
utility-maximizing behavior of individuals. 

ALAN CODDINGTON* 


* The author is the Ellis Hunter Memorial Fellow in Economics at the University of York. 
He would like to thank John H. Williamson for his valuable advice and comments on earlier 
versions of this paper. 
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A Theory of the Bargaining Process: Reply 


There is little doubt that concessions during the bargaining process are 
composed of discrete lumps. The presence of indivisible components of the 
payoff is by itself sufficient for this conclusion and furthermore there is 
substantial evidence that bluffing behavior tends to bring about discon- 
tinuous changes in explicit demands as well. Alan Coddington’s primary 
objection to my model is not that assuming a constant concession rate 
makes for a poor approximation to discrete reality, however, but rather 
that even “casual observation” (l) suggests that negotiators expect no con- 
cessions at all until a time of utter capitulation is reached. Since expecta- 
tions themselves are generally not observable under any but the most 
carefully controlled experimental circumstances, I conclude that Codding- 
ton is inferring his hypothesis from observations of bargaining behavior. 
This, then, is in part an empirical question. Of course one can find many 
examples of negotiations in which initial demands are preserved over con- 
siderable periods before any concessions are made. These circumstances, 
however, need not be associated with discontinuous expectations, for they 
are easily attributable to the presence of bluffing behavior and to the ab- 
sence of any substantial disagreement costs as well (e.g., the strike date may 
still be six weeks away and, although initial positions have been outlined, 
serious negotiations have not yet even begun). Furthermore, both logical 
and empirical considerations lead me to be skeptical about Coddington’s 
hypothesis: 

1. Coddington's own model predicts that the negotiators will concede 
continuously after some point in time. Logically, it is hard to see why ex- 
perienced negotiators would not come eventually to expect such behavior. 
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We are asked to accept a model in which an individual’s expectations lead 
to outcomes which are fundamentally different from those anticipated, 
and yetin which subsequent negotiations are approached with expectations 
which are unchanged from their original form! Coddington attempts to 
avoid this dilemma by assuming that each player simply disregards any 
of his opponent’s concessions which fall short of utter capitulation, but 
again one must be nagged by the realization that each player knows that 
his own concessions do reflect his own preferences and expectations, and 
hence that they should not be disregarded. 

2. Experimental evidence does not support Coddington’s suggestion that 
a substantial period will pass without serious concessions. For example, 
Figure 1 contains a plot of a typical case from Siegel and Fouraker’s [2] 
bargaining experiments.! Concessions here take place immediately and, in 
fact, they are virtually continuous. 

3. Empirical studies place so much significance upon the sequence of con- 
cessions that it is hard to believe that they would not be taken seriously 
by the negotiators themselves. For example, in a recent study, R. W. Walton 
and R. B. McKersie specifically state that “the alternation of concessions 
is not a mechanical process. Each side is alert to the meaning of the other’s 
concession" |3, p. 88, italics added]. That is, not only are concessions ex- 
pected, but they are deliberately analyzed for new information. 

A related point deals with Coddington's suggestion that even very large 
concessions coming long before the expected capitulation date will not 
influence the behavior of a negotiator. This position also appears to be 
implausible on empirical grounds. For example, Walton and McKersie 
devote some time to the dangers of "signalling weakness" to an opponent 
through one's own concession behavior [3, pp. 89-90]. Furthermore, as 
Coddington realizes, his hypothesis would preclude the retraction of bids 
during negotiations—a phenomenon which is far from uncommon in 
experience. I am afraid that Coddington has misinterpreted those state- 
ments which I made regarding the retraction of bids, and which he has 
quoted in his Comment. I was by no means searching for economic forces 
which could prevent “‘undesirable’ demand retractions. In fact, it should 
be emphasized that my statements were meant to reflect my decision to 
reject just such a model as Coddington has proposed. The point is that 
any mechanistic model of behavior must either introduce psychological 
variables relevant to the environment in which the operation takes place 
or it must not be construed to cover situations in which that environment 
is likely to be altered drastically. Retractions can generate resentment, 
and the resulting change in psychological atmosphere can alter the whole 
course of the bargaining process. (Indeed, in many historical cases, it has.) 
Thus I was not seeking a device to prevent retractions, but rather was 
expressing doubt that their extent and frequency could be described ade- 
quately without a more psychologically-oriented model. 

! Figure 1 is reproduced from Figure 5.2, page 78, S: Siegel and L. E. Fouraker, Bargaining 
and Group Decision Maktng (New York, McGraw-Hill Book Company, 1960) with permission 
from the publisher, 
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Source: From Bargaining and Group Decision-Making by S. Siegel and L. Fouraker. Copy- 
right 1960 by McGraw-Hill Book Company. Used by permission. 


Coddington states that his modifications do not affect the determinacy 
of the model. This is not strictly true. Although his model does have a 
determinate solution, his refusal to permit intermediate concessions to 
influence the learning process has eliminated a crucial interdependence 
which was present in my original formulation. Suppose that we consider 
one bargainer in Coddington's model. This individual makes a bid, say q°, 
which he maintains over a period £o; after to, if his opponent has not already 
capitulated, he begins to concede regardless of what his opponent may be 
doing. If the other never concedes at all, the first player will eventually 
give in all the way to q1— M — q?. The important point is that, under Cod- 
dington's formulation, until agreement is reached, each player's time path of 
concessions is completely independent of ihe other's behavior, and, in fact, 
each player's concessions are determined solely by his own initial expecta- 
tions and by the nature of his own learning process. The outcome, of 
course, is dependent upon the same variables. À major aspect of my own 
model was the demonstration of the existence of an equilibrium process 
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during negotiation, such that within the limits imposed by the finite time 
dimension of bargaining, the outcome is independent of initial expectations 
(and hence of the initial demands). Of course, neat dynamic properties of 
economic models cannot be taken as indicators of their empirical validity, 
and for this reason, it would be unfair to cite these properties as a criticism 
of Coddington’s comment. Nevertheless, I think this distinction between 
the workings of the two models is extremely important; if the equilibrium 
process does not hold, we must conclude that random variations in initial 
expectations are directly reflected in bargaining outcomes, and our hopes 
of constructing a model, capable of reasonably accurate prediction, must be 
greatly dimmed. 

Finally, the generalized expected-concessions function, R(/), is a useful 
addition to the theory. As Coddington points out, it is not difficult in 
principle to deal with this function. The learning model can be simpler than 
he supposes, however, For the simple model, we needed only the learning 
condition that the expected concession rate was increased whenever actual 
concessions were found to exceed expectations, and vice versa. In the gen- 
eral case, when the expected rates are found to underestimate reality, we 


would have the value of 
f arta m 1 
" R(t) d4, 


decreasing for all values of (g--q— M). (Although Coddington does not 
mention it, it is likely that the function R(/) is dependent upon M as well 
as upon time and the learning process. The model can then be carried 
through just as before, with the forms of the R(/) functions becoming 
important additional parameters in the determination of negotiation out- 
comes. For example, it can be shown (if it is not already obvious) that, 
even if the two parties expect the bargaining process to take the same total 
amount of time, the outcome, celeris paribus, will be biased against the 
party who expects his opponent to concede at the higher initial rate. 
Joun G. Cross* 


* The author is assistant professor of economics at the University of Michigan. 
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” Windfall Iticome and (Conn: Comment 


The purpose of this comment is to suggest. a reconciliation of the contra- 
dictory findings of Ronald Bodkin [1, pp..602-14] and M. E. Kreinin [5, 
pp. 388-90] published earlier in this Review. Bodkin's findings, which were 
based on the 1950 Survey of Consumer Expenditures of the Bureau of 
Labor Statistics, revealed that the marginal propensity to consume out of 
windfall income (MPC*) is of the same order of magnitude as the marginal 
propensity to consume out of current income (MPC»). These findings are 
at variance with Friedman’s permanent income hypothesis [3] [4] and 
were challenged by Kreinin who found that MPC", as computed from the 
1957/58 Israeli Saving Survey, was about 0.17 or only about a quarter of 
the MPC?” estimate (0.80). 

Bodkin attempted [2, pp. 445-47] to reconcile this contradiction by ad- 
vancing some arguments which he thought explained the low MPC" in 
Israel. First, during the period of the Savings Survey, various exchange 
rate restrictions were in force in Israel, but recipients of German restitution 
payments enjoyed a number of privileges as long as they held the money 
in special accounts. According to Bodkin this provided an incentive to 
save the restitution receipts. Second, expectations of devaluation induced 
the restitution recipients to hold their money in liquid assets linked to the ` 
foreign exchange rate. These are Bodkin's main arguments, but he noted 
two secondary factors. 

First, he doubted whether it was correct to classify restitution receipts as 
windfall income, since there were prolonged negotiations before the money 
was received. The second factor was that the "restitution recipients had as 
a group experienced many hardships (and worse) during an earlier period 
of their lives. It seems quite likely that such experiences would make indi- 
viduals cautious, alert to adverse possibilities, and hence less likely to spend 
a one-time receipt than would be likely for a group of young American 
veterans." 

We shall attempt to refute these arguments in the light of some additional 
tests we have made. However, apart from the empirical evidence, we sug- 
gest that Bodkin did not interpret correctly the possible effect of the 
Israeli exchange rate restrictions on consumption out of restitution re- 
ceipts as compared with the marginal propensity to consume out of current 
income. 

We believe that the reason for the discrepancy between the results of 
Bodkin and Kreinin lies in the relatively small sums which served as wind- 
fall income in Bodkin’s data—about 7 per cent of current income on the 
average—while in Kreinin's data the restitution receipts were of the same 
order of magnitude as current income of the recipients. This i$ an important 
difference, as our findings suggest that the marginal propensity to consume 
out of windfall income (MPC") decreases strongly as windfall income rises. 


i 
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I. Some Reflections on Bodkin's Explanation of Kreinin’s Findings 


We shall start with Bodkin’s last argument that the MPC" of restitution 
recipients is especially low because these were people who had experienced 
an extremely hard life. In order to test this hypothesis we took out of the 
1963/64 Family Expenditure Survey! all the families who had received any 
lump-sum income in 1963-64 and divided this group into two: restitution 
recipients and others. There were 82 families in the first group, and 170 in 
the second. In each group we ran a regression of the form: 


(1) C = ao + aY + aN + aP + u, 


where C is family consumption? expenditure; Y is family current income; 
IV is family size; and P is restitution receipts or other? windfall income. 

If Bodkin's argument holds, the estimate of ay obtained from the first 
group should be significantly lower than that obtained from the second 
group. But the results revealed that the estimates did not differ signifi- 
cantly. MPC" for the first group was 0.2603 (+0.0744) and for the second 
0.2544 (+0.050). We think that these results disprove Bodkin's hypothesis 
concerning different consumption behavior of restitutions recipients. 

We shall turn now to Bodkin's argument* that it was not legitimate to 
classify the restitution receipts as windfall income because the typical 
restitution payment did not surprise the recipient, sinceit had been subject 
to prior negotiation. We think that his reservation on this point is reason- 
able on the grounds that if people look forward to a windfall for some time 
they may well increase their consumption on account of it (perhaps by 
taking loans); when they actually receive the windfall the net increase in 
their wealth is therefore less than the total windfall, and the estimate of 
MPC* is downward-biased. If this is so, restitution payments received in 
period ¢+1 should affect consumption expenditure in period £. 

In order to test this we took out from the Israeli 1958/59 reinterview 
Savings Survey? all families? who received windfall income in 1958—59 and 


! See Appendix. 

? Throughout this paper durables are included in consumption expenditure otherwise cited. 
The exclusion of durables did not affect the conclusions, the results in this case being o3 — 0.2050 
for restitution recipients and 0.1695 for recipients of other kinds of windfall income. 


? Other windfall incomes consisted of severance pay by employers, lottery prizes, local 
legacies in cash, cash gifts from abroad, domestic cash gifts, and lump-sum National Insurance 
gratituties. 

* Bodkin has another objection to the classification of restitution receipts as windfall in- 
come: ‘‘the restitution payments might be considered analogous to insurance receipts, as they 
were intended to be partial compensation for losses sustained by the individual in the past. 
Thus, some individuals might have regarded their receipts as similar to a return of capital 
and hence might have been less prone to consume out of such a receipt." As the restitution 
receipts were intended to be a partial compensation for loss of families and wealth during the 
Second World War we do not think Bodkin's argument sound in this case. 

5 See Appendix. 

8 'To be exact those were investigation units the number of which differed by about 5 per 
cent. We had no information on which of them received restitution payments, but as these 
account for about two-thirds of total windfall income, the possible error probably can be 
neglected. 
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TABLE Í—INCOME AND CONSUMPTION OF FAMILIES 1957—58 
(Yearly averages in L£) 


|) (2) (3) (4) (5)* 
Number Current Windfall | Consumption | Adjusted 
of Income Income in | Expenditure | Consumption 
Families 1957-58 Expenditure 
Received windfall 
income in 1958- 
59 161 3,764 798 3,602 3,602 
Did not receive 
windfall income 
in 1958-59 799 3,233 388 3,040 3,564 


* 'The estimates for adjusted consumption expenditure excluding durables were 3,336 and 
3,290, respectively. 


computed their consumption expenditure in 1957-58. We made the same 
calculation for families who did not receive windfall income in 1958-59. 

But as these two groups received different amounts of current and wind- 
fall income in 1957-58 we made a computation which allowed’ for these 
differences. As column (5) in Table 1 shows, future windfall income did 
not affect current consumption.? In order to test this result in a different 
way we ran a regression of the form: 


(2) Ci = Bo + BY: + BW BiW ia s Tis 


where C, is consumption expenditure in 1957-58; Y, is current income in 
1957-58; W, is windfall income in 1957-58; and W 41 is windfall income in 
1958-59, 

The results presented in Table 2 reveal that the value of the MPC out of 
future windfall income is extremely low, not different. significantly from 
zero. These findings confirm our conclusion that consumers behaved as if 
they did not expect® any lump sum; these receipts in our data can therefore 


TABLE 2—MARGINAL PROPENSITIES TO CONSUME OUT OF CURRENT AND WINDFALL 
INCOME 


MPC out of MPC out of MPC out of 





Current Windfall Future Windfall 
Income Income Income 
Consumption-expenditure 0.7609 0.1881 — 0.0038 


(3:0.0173) (0.0245) (3:0.0224) 


1 We multiplied the differences between these two groups in current and windfall income 
by their respective MPC and added this to 3040 thus receiving 3564. 

5 The same results were obtained for real estate purchases. 

* We can interpret these results in another way: one could argue that although receipts 
were expected, consumers were not able to realize them. This interpretation, however, does 
not contradict our conclusion, What is important for us is the fact that these receipts did not 
affect consumption until the recipients got them. 
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be classified as windfall income not causing any bias in the estimate of 
MPC”. 

We now come to Bodkin’s two principal suggestions about the low MPC* 
in Kreinin's paper: “the restricted portion (80 per cent) of the restitution | 
receipts might have been saved, by at least some recipients, in anticipation 
of a devaluation of the Israeli pound, as it was well known that the official 
exchange rates overvalued the currency." Concerning the second part of 
the receipts, Bodkin says that “there were economic pressures to defer 
consumption out of the unrestricted (1/5) portion of the restitution pay- 
ments. With foreign exchange restrictions, an individual receipient would 
not have been able to obtain in the future unlimited foreign exchange for 
personal use. Consequently, he might have deferred consumption out of at 
least a fraction of this portion also.” 

We believe that Bodkin’s second argument might be valid, but as it is 
relevant to only 20 per cent of the receipts it cannot explain the very large 
discrepancy between his and Kreinin’s findings. But as regards to devalua- 
tion expectations, which affected the predominent share of the receipts, 
Bodkin ignored the fact that any Israeli could acquire various liquid assets 
linked to the foreign exchange rate, and thus hedge against devaluation. 
Consequently, we see no reason for such expectations to affect the ratio 
MPC*/MPC?. 

We shall now attempt to refute Bodkin’s conclusion about the magnitude 
of MPC*, with the help of data from the 1963/64 Family Expenditure 
Survey and the 1958/59 reinterview Savings Survey. 

Since the devaluation of February 1962, there has hardly been any ad- 
vantage in holding restitution money in the form of liquid assets, so that 
there is no longer any reason for restitution recipients to defer final alloca- 
tion of their lump-sum receipts! as far as concerns speculation about pos- 
sible devaluation. If we are right in rejecting Bodkin's interpretation, we 
should thus obtain results similar to those in Kreinin’s paper. In order to 
test this, we used the data of the 1963/64 Family Expenditure Survey and 
computed a regression of the form: 


(3) C = yo t mà Y + YN + yiW + e, 


where C is current consumption expenditure; Y is current income; N is 
family size; and W is restitution receipts. 

The results were y1-— 0.8397 (+0.0712) and *,— 0.2603 (+0.0744), con- 
firming Kreinin's findings. 

Table 3 presents additional evidence. It shows that in 1958—59 there was 
a time lag in the final allocation of restitution receipts, but the final alloca- 
tion js not as indicated by Bodkin. In fact the time lag hardly affects the 
allocation of the restitution payments between consumption and savings. 
The time lag is important in final allocation of restitution receipts as regards 
the structure, but not the amount of savings. Of the 45 per cent of restitu- 


9 After the devaluation the price level continued to rise moderately by 5-6 per cent each 
year, but as far as we know there is no evidence that this has anything to do with the marginal 
propensity to consume out of any income. 
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-TABLE 3—Lume-Sum PERSONAL RESTITUTION PAYMENTS FROM GERMANY AND THEIR 
Use 1957-58 ro 1958-59 
(Per cent of amounts received)* 


Restitution Payments selene 
Use of Funds E 
Expenditure Expenditure Expenditure 
in 1957-58 in 1958—59 in 1958-59 
Current consumption 17 4 18 
Durable consumer goods 9 4 18 
Real estate 20 25 40 
Financial assets 45 —331 22 


* Percentage figures do not add up to 100 as not all uses were included in this table. 

T Excluding accumulated interest. 

Source: Quoted from Bank of Israel, Annual Report 1959, Jerusalem 1960, page 326, Tabl 
XVIII. 


tion receipts used in the first year to acquire financial assets, 25 per cen 
was spent a year later for real estate, and 4 per cent each on durables an: 
current consumption. 

We believe that these results are such as to refute Bodkin’s attempte 
reconciliation of the contradictory findings, and we shall now endeavor ti 
show that the differences between Kreinin's and Bodkin's results stem fron 
the disparity in the amounts of average windfall incomes in their data. 


II. Marginal Propensity io Consume out of Windfall Income (M PC) 


From the 1958/59 Saving Survey, which was a reinterview survey, w 
chose all families who received lump sums in at least one of the years. W 
then combined the data for both years and adjusted them for the rise i 
prices. In this way we got about 300 families. 

These 300 receipients of lump sums were classified into five groups o 
w/ y, in ascending" order. 

As may be seen from Table 4, by using this classification we got approxi 
mately fve equal current income (y) groups, which differed as regard 
the average windfall income (w). For each group we computed a regressio1 
of the form: 


(4) C = ôo + XY + ÀN + ôW + w. 


The notation is as before. The result was a strongly decreasing coefficien 
of w, which means a decreasing marginal propensity to consume out o 
windfall income. This, we believe, accounts for the differences betwee 
Bodkin's and Kreinin's findings. 

An unexpected result in this connection is the high value of MPC” i 
Group I. We can offer no convincing explanation for this as yet and ar 


11 Each group contains also the families of the lower groups, so that the groups are cumula 
tive. 
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TABLE 4—MPC our or Current (y) AND WINDFALL (vw) INCOME By w/y GROUP 






Annual 





















MPC out of: 


Number Current Windfall w 

of [neon Income DES 

Group | Families i per y 
Cumu- | pamily | Family | 90 Family | Windfall 
lated (L£) Size Income 
I 103 7 127.4 1.972 
($124.0) | (3:0.772) 
II 151 14 194.9 0.583 
(4109.1) | (20.276) 
III 184 20. 193.2 0.450 
($104.6) | (40.177) 
IV 247 39 174.1 0.244 
(+ 85.9) (0.070) 
V 297 66 197.4 0.233 
(+ 95.9) | (40.035) 








trying to analyze the behavior of this group by using additional variables. 
It is possible that those who receive very small sums as windfall income 
spend them with little thought, thus behaving in a manner different from 
that which economic theory generally considers to be rational consumer 
behavior. However this is only conjecture. In any event the extremely high 
MPC" (1.972)? in Group I does not invalidate our conclusions about the 
reconciliation of Bodkin's and Kreinin's results. . 

As current income per family and family size are almost the same in all 
five of the groups of Table 4, we can regard these groups as similar with 
respect to their permanent income, except for the lump-sum effect. If this 
is the case, the decreasing MPCv implies a decreasing marginal propensity 
to consume out of permanent income, where permanent income Y, is de- 
fined as: Y,=rT (r is interest rate, and T is total wealth). In our case, 
the windfall can be regarded as an increase in T(w=AT), and therefore a 
decreasing MPC out of W implies a decreasing MPC out of F}. 

MICHAEL LANDSBERGER" 

12 This high value of MPC" is not significantly different from unity. 

* The author is a senior economist in the research department of the Bank of Israel. He is 
indebted to Dr. Nissan Livietan of The Hebrew University, who read an earlier draft of this 
comment and offered many valuable comments, as well as to Dr. Ronald Bodkin for his help- 


ful critical remarks. Responsibility for any possible errors and deficienaes us of course with 
the author. : 


APPENDIX f 


The 1958/ 59 Saving Survey was a reinterview survey. and covered about. 
1000 ‘Jewish urban families. The original Saving Survey. covered. the period. 
1957-58 and embraces 3000 Jewish urban families. 
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The methods and definitions used in the Survey" are very similar to those 
in the Oxford Saving Surveys and in the U.S. Surveys of Consumer 
Finances. 

The 1959/60 and 1963/64 Family Expenditure Surveys were carried out 
by the Central Bureau of Statistics“ and covered each about 1600 urban 
wage and salary earning families. 

The 1963/64 survey included also information about saving items. 


13 The surveys were carried out jointly by the Bank of Israel, Central Bureau of Statistics, 
Department of Economics of the Hebrew University, Falk Project for Economic Research 
in Israel, and Israel Institute of Applied and Social Research. The most important findings 
and defmitions are presented in Bank of Israel Bulletin No. 10 and Bank of Israel, Annual 
Report 1959, pp. 319-27. 

4 See “Family Expenditure Surveys (1950/51-1956/57-1959/60), Special Series No. 148 
Central Bureau of Statistics, Jerusalem 1963. Results of the 1963/64 Survey will be published 
by the Central Bureau of Statistics, 
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Windfall Income and Consumption: Reply 


Michael Landsberger is to be congratulated on a stimulating, insightful 
comment. Although I am not completely convinced that differences in the 
magnitude of the average one-time receipt (relative to average "regular" 
income) is the full explanation of the divergent results obtained by Kreinin 
[6] and me [2], nevertheless I believe that Landsberger's discussion throws 
some new light on these issues. 

Landsberger's explanation of the different results found in the studies of 
Israeli restitution payments and American National Service Life Insurance 
(herein abbreviated NSLI) dividend receipts is based on the hypothesis 
that the marginal propensity to consume windfalls is not constant, but in- 
stead decreases as the size of the windfall increases. Hence one could argue 
that the same consumption relationship characterizes both groups of 
recipients of windfall income, the differences in the observed MPC's 
merely reflecting the position (in the two separate cases) of the typical 
receipient of windfall income on the common curvilinear relationship. 
Landsberger attempts to test this hypothesis, using Kreinin's and some addi- 
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tional data on Israeli recipients of restitution payments made by the West 
German government. It should also be possible to make a similar test of 
this hypothetical relationship on the basis of the selected sample of the 
NSLI dividend recipients analyzed in [2]. 

In this sample of 1414 veterans, the size of the dividend payment varied 
substantially—from as little as $60 to well over $1000. Accordingly, it was 
possible to break the sample into two subgroups which depend upon the size 
of the dividend received. The sample was divided into two subsamples in 
the following manner: all NSLI dividend recipients (in the original selected 
sample) who received dividend payments of $300 or less were put into 
Group A; the remainder (those whose dividend payments exceeded $300) 
were put into Group B. (Hence, unlike the groups studied in Landsberger’s 
Table 4, these groups are mutually exclusive.) As was the case in the 
original analysis of these data, consumption behavior is analyzed for the 
two separate cases in which consumption is defined to include expenditures 
on durable goods (these results appear in Table 1) and the case where con- 
sumption is defined net of expenditure on durables (Table 2). Let C denote 
household consumption (either concept), y “regular” household disposable 
income (not including the receipts of NSLI dividend payment), and d the 
amount of the NSLI dividend payments received by the household in 
question. For both Group A and Group B, one can calculate regressions of 
the form: 


(1) C = ao + agy + ad + y, 


where the o's are parameters, and & represents à stochastic disturbance.! 
This was done, and the results appear in Tables 1 and 2. Although the 
columns of these tables are largely self-explanatory, it may be pointed out 
that the numbers in parentheses, which appear immediately beneath the 
reported regression coefficients, are the associated standard errors of these 
coefficients. Also, as is conventional, R? denotes the coefficient of multiple ' 
determination (uncorrected for degrees of freedom) of the respective regres- 
sion. 

It should be observed that there are substantial differences in the mean 
NSLI dividend payment d received by the two groups: Group B received, 
on the average, almost three times as large a payment as did Group A, and 
even relative to its somewhat larger mean "regular" income, Group B 
received more than 24 times as much of this one-time payment. The results 
of Tables 1 and 2 lend no credence to the hypothesis of a declining marginal 
propensity to consume windfall income. Taken at face value, the point 
estimates suggest that the marginal propensity to consume windfall in- 
come increases with the size of the windfall. Fortunately, the standard 
errors are large enough to swamp this theoretically embarrassing possibility, 


! At present I think thet a more sophisticated analysis is required in order to make a tighter 
test (than was done in [2]) of the proposition that the marginal propensity to consume transi- 
tory income (which is not the same thing às a windfall or windfall income) is zero. Roger 
Bird and I have attempted to carry out buch a test in [1]. But for present purposes (examining 
the issue of a declining marginal propensity to consume windfall income), the less aophisticated 

nalysis is probably satisfactory. 


THE AMERICAN ECONOMIC REVIEW 


542 





(9£7°0) (120:0) 


I09'0 - £9$°0 ZES ‘0 £€gr'1 47 a 
(ZEO) (910°0) NN 
1Z$°0 4ST'O £890 56 $ y 
wT to to 0n (suso]q oy 109) 


& 03 P jo oney 








(£0 0) 
£140 TPT tT 


(cc0'0) 
6LL°0 





(Suea eq 107) 


£ 03 p Jo oneg aig 


p TYN & Ue dnoix) Jo 321g 


$0005) XIHVSO(T NO S240LIGNSdX"[ SAaN ION] NOLLdWAOSNOD) NAHM SNOISSHHOA NOLLAWSNO;) dü0Uo8üGg HEL KO SIT0S3H-—1 wavy, : 


COMMUNICATIONS 543 


and the only justifiable conclusion from this particular test appears to be 
one of an insignificant difference in the coefficients of d for the two groups. 
The conclusion that the marginal propensity to consume the windfall 
NSLI dividend payment does not decline with an increasing size of this 
receipt might merely reflect, for the previous test, the choice of the level 
of the windfall at which to break the selected veterans sample into sub- 
groups. Accordingly, an alternative test of the possible nonconstancy of the 
MPC out of d can be tried. One can compute regressions of the form: 


(2) C = Bo + Bry + Bad + Bad? + v, 


where the B's are parameters and v denotes a stochastic disturbance. In this 
case, the marginal propensity to consume the windfall receipt d is given by: 


2 RR + 283d 
(2) or: Ps Bd. 


TABLE 3—-RESULTS OF REGRESSIONS OF THE Form (2), 1,414 MEMBERS OF THE 
SELECTED VETERANS SAMPLE, ALTERNATIVE DEFINITIONS OF CONSUMPTION 






Concept of Consumption 
Employed 











Bo Bi 








$964 0.747 0.962 
(0.017) | (0.443) 


969 0.560 0.645 
(0.013) | (0.332) 


Includes Expenditures on Durable 
Goods 





Excludes Expenditures on Durable 
Goods 









A systematic tendency for the marginal propensity to consume the NSLI 
dividend to decrease with the size of this payment would be indicated by 
a (statistically significant) negative estimate of the parameter fs. The re- 
sults of two regressions (with alternative definitions of consumption), for 
the entire 1414 observations of the selected veterans sample, are presented 
in Table 3. As in Tables 1 and 2, the numbers in parentheses under the 
estimated regression coefficients are their associated standard errors. 

As with Tables 1 and 2, there is no evidence to support the proposition 
of a declining marginal propensity to consume the windfall receipt. Again, 
the perverse effect is swamped by large standard errors. Parenthetically, 
it may be observed that the value of f estimated for the case in which 
consumption is defined to include expenditure on durable goods seems as 
close to the hypothetical zero of the null hypothesis as one ever attains in 
an uncertain world. Nevertheless, these results should not be interpreted 
to imply that the apparent constancy of the MPC to consume the windfall 
would hold from zero to infinity. It seems reasonable to believe that this 
MPC would eventually decrease. However, such a decline appears to be 
rather slow (that is, it does not appear to take hold within the observed 
range of variation in the dividend receipts for the selected veterans sam- 
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ple). Accordingly, it seems questionable whether the differing results ob- 
tained by Kreinin and Landsberger for Israeli restitution payments and 
myself for these data are wholly explicable in terms of the differing relative 
magnitudes of the average one-time payment. 

Leaving these questions aside, one can return to the larger issue of the 
comparability of the two sets of data. Landsberger attempts to answer my 
argument that restitution-payment recipients might display a great de- 
gree of intrinsic thriftiness, especially with regard to one-time payments, 
by “controlling” on a group of Israeli recipients of “other windfall” (non- 
restitution payments) income. Such a “control” regression is, in my view, 
largely beside the point. Israel is a country of refugees, and few indeed are 
the nonnative-born citizens of this country who have not suffered from 
some form of religious discrimination. One might well expect the same sense 
of thriftiness, caution, and orientation toward security to characterize most 
of the citizens of this country, not only restitution-payment recipients. 
There are the larger questions as well of institutional differences among the 
two economies. Thus, Landsberger notes that “after devaluation the 
[Israeli | price level continued to rise moderately by 5—6 per cent each year.” 
(Emphasis added.) Such a rate of inflation would hardly be moderate in 
the United States. Another institutional difference, one mentioned by 
Kreinin in [6], is a differing availability of consumer goods on domestic 
markets. Such institutional differences suggest that one might expect to 
find some behavioral differences in the two economies, and that differences 
in the response to two differing kinds of one-time payments are hardly sur- 
prising.? 

Finally, it seems worth pointing out that Landsberger's results do not 
constitute a particularly strong confirmation of the permanent income 
hypothesis, at least in the form in which Milton Friedman has cast it 
[4] [5]. As Landsberger notes, the declining marginal propensity to con- 
sume windfal payments does imply a declining marginal propensity to 
consume permanent income, because in Friedman's recent statement of his 
“horizon” model [5], the former payments are a constant fraction of the 
latter. Moreover, under the permanent income hypothesis, the failure of 
future restitution payments to influence current consumption is puzzling, 
to say the least. For under this theory of consumer behavior, the consumer 
might be expected to write up his wealth and to consume more immediately, 


2 At the time [3] was written, I was not aware of the existence of domestic Israeli bonds 
linked to the consumer price level or the foreign exchange rate. However, one can still argue 
that, even with the existence of these hedges, the easiest way to take advantage of an impend- 
ing devaluation was simply to wait to convert the restricted portion of one's restitution pay- 
ment. As for the postdevaluation experience, it can always be argued that the experience of 
one devaluation might reinforce the expectation of another one sometime in the future, par- 
ticularly if domestic prices were still rising more rapidly than those of one's trading partners. 

* Moreover, one can argue that the two types of receipts are quite different in character. 
Thus, as was argued in [3], it is questionable whether the restitution payments were considered 
(by the recipients) as a genuine windfall, or merely as a partial compensation for past losses. 
It can further be argued that such a receipt is much less likely to be devoted to consumption 
expenditures than a genuine windfall which does not merely offset (in part) past losses. 
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upon learning news of an unanticipated payment which will reach him in 
the near future.‘ In other words, the permanent income hypothesis would 
predict that the coefficients of W, and W m1 in Landsberger’s equation (2), 
£1 and fi, respectively, would be almost equal,® provided that the recipient 
had been able to anticipate the future receipt, as we have argued. This 
should be true irrespective of the actual value of the marginal propensity 
to consume permanent income. Since these coefficients appear to differ 
significantly from each other, this, result does not seem consistent with a 
permanent income framework. 

In sum, I do not wish to deny that Landsberger's explanation has some 
relevance or to imply that the disposition of windfalls is unlikely to vary, 
depending upon the (relative) magnitude of these windfalls. I still suspect, 
however, that institutional conditions may have played a larger role in 
producing the divergent sets of results than Landsberger believes. This 
suspicion is strengthened by the fact that, for the selected sample of vet- 
erans who received NSLI dividend payments in 1950, there is no evidence 
of a declining marginal propensity to consume this windfall. In any event, 
Landsberger’s results do not constitute a particularly strong confirmation 
of Friedman's permanent income hypothesis; in this respect, at least, his 
work appears to supplement, rather than contradict, the findings of [1] 
and [2]. 

RONALD G. BopkiN* 


4 There would seem to be only two ways in which a permanent income theorist could 
logically argue that this effect (increased immediate consumption) would not occur. One of 
these would be the case in which news of the payment and its actual receipt coincided, which 
was certainly not the case with the restitution payments, as these were generally the subject 
of lengthy negotiations. Secondly, the recipient could have taken an "I'll believe it when I 
see it" attitude. However for the 1957—58 survey year examined by Landsberger, this attitude 
could hardly have been widespread, as individuals scheduled to receive restitution payments 
in the 1958-59 survey year could observe that other individuals in the community were al- 
ready receiving restitution payments from the German government. 

5 Actually, the predicted values of these two coefficients would be in the ratio of 1:147, 
where r is the subjective rate of discount of the “typical” household of the society, Since r has 
been estimated to lie in the range between one-third (U. S. data) and one-fifth (Israeli data), 
the ratio between the predicted values of the coefficients would be between 3:4 and 5:6. The 
discrepancy between Landsberger’s estimated coefficients still appears to be statistically sig- 
nificant, according to this interpretation, which is based upon the permanent income hypothe- 
gis. 


* 'The author, who is associate professor of economica at the University of Western Ontario, 
wishes to thank Roger C. Bird for his very helpful comments without committing him to any 
errors of fact or analysis which may be present in this reply: 
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International Factor Costs and Factor Use: Comment 


In an excellent review article [2] Leontief questions the usefulness of 
the Minhas factor reversal study [4] because Minhas’ estimates of the 
elasticity of substitution are very close to one, for it is well known that 
factor reversals cannot occur in a Cobb-Douglas world. Leontief alleges 
that likely errors in measuring the wage rate lead to a downward bias in 
the least-squares estimates of the elasticity of substitution. He therefore 
concludes that the true values are unity, which implies that we are in a 
Cobb-Douglas world and the recent work on the generalized constant 
elasticity of substitution production function is of questionable usefulness. 
Using a common errors in variables framework, this note will show that 
the bias is towards, and not away from, unity as Leontief suggests. 

Leontief says: 


Interested in demonstrating the practical importance of crossovers, he 
[Minhas] naturally rejected the Cobb-Douglas function... and 
reached out for a formula capable of showing their existence. . . . This 
suggestion would appear to be even more plausible if in applying the 
least-squares method to estimate the slopes, b; [which are the esti- 
mates of the elasticity of substitution] in the log linear equation - : - 
[log(V/L);-—log a;4-b; log wy], Minhas had not proceeded on the 
assumption that only the variable (V/ LL); is subject to random errors, 
while the variable w; is not. Had he instead, in fitting the slopes of 
these regression lines, allowed also for errors affecting the observed 
magnitudes of w,, all estimated elasticities would necessarily turn out 
to be larger, since in 23 out of the 24 industries examined by him, the 
magnitudes of the bs... turn out to be less—although in most in- 
stances only slightly less—than 1. This means that their values would 
be still closer to 1—the constant elasticity of the Cobb-Douglas func- 
tion [2, p. 343]. 


In order to understand Leontief's error, first consider the method used 
for measuring the wage rate.? It is measured by dividing a given industry's 
1 (V/L)<; is the value added-labor ratio for industry £ in country j, and t; is the wage ratio 
of industry $ in country j. l an i 
2 This analysis is a modification of Lucas [3, pp. 26-30]. 
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total wage bill by the number of man-hours employed by that industry, 
Le., wiy =W j/ Li; where Wy is industry ts total wage bill. Since W; comes 
from accounting records, it can reasonably be assumed to be measured 
without error. Therefore, the error must be in the measurement of Li. 
The recorded number of man-hours is correct, but the quality of labor is 
probably heterogeneous over the sample. In other words, an hour of labor 
services in one part of the world is not the same commodity as an hour of 
labor services in another part of the world. 

To find the bias arising from this type of error, suppose that Lj, the 
measured labor input, is only a portion of the true (quality-corrected) labor 
input. Let L;— Lt/wi;j, where Lf is the true value and wi; the error. 

If the true wage rate is wy, it will equal 








which implies that 





* 
log wi; = log — Qg = Lig — Qi = Xi, 


ij 


where 


Qu = log Wu, ty = log Wag/Lg and xg = log Wij. 


By the same reasoning, the true output-labor ratio can be shown to be 


e 


Va " (5) 1 > 
Lij Ljg/ Wig 








which implies that 


Ves Vg * 
log = log —.— gy = Yy — qu = Yy 
L Lg i 
Yi l 
where Yy = log LA and JU = log Fu . 
Lg Ls 


Given these considerations, the “true” specification for estimating o; 
would be 


(1) yg = a F oy + (0 — od9a + v5. 
This, of course, means that the previous specification 
(2) yg = O img + es 


is wrong (n; and e; are the errors). 
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If c; were estimated by least-squares with the commonly used (2) speci- 
fication, the estimating equation would be? 


Elx — £)(y — 9) _ D(z — ales + (1 — o)g — cz — (1 — e)q] 
Z(x-— #)? L(x — #)? 

oy 2@-)Q-D 

= g + (i — vo) z(s— aj 


Since z—2*-Fg and 2—z*4-, 


(3) S= 


G sues 550 - 
Z(x — à) 


Cov (x*g) + V(q) | 
V(x) 


If x* and q are assumed to be independent (a reasonable assumption 
since x* is nonstochastic), the bias will be 


(5) a-»[72]. 


which is positive for c «1 and zero for c— 1. If, however, x* and q are not 
independent, the bias will be 


ENCORE Sa) 
E Vene) ze V (x) | 


For a linear homogeneous production function x*, the efficiency-corrected 
wage rate depends on the efficiency-corrected capital-labor ratio. If tech- 
nical progress across countries is Hicks neutral (as Arrow, Chenery, Minhas, 
and Solow [1] suggest it to be), the efficiency-corrected capital-labor ratio 
is the same as the uncorrected ratio. Because the most efficient labor force 
is usually found in the countries with largest capital-labor ratios, we can 
expect a positive correlation between x* and g (the quality index). There- 
fore, the covariance between x* and g is positive, which only implies a 
stronger upward bias.‘ 

Therefore, Leontief is incorrect about the direction of the bias due to 
errors in the variable w. Rather than expecting the true values of c to be 
smaller than the estimated values, we would expect them to be larger. The 
existence of the bias does not detract from the usefulness of Minhas’ work; 
it gives it, instead, greater significance. 


= g + (1 — øo) 


Perry SHAPIRO* 


3 Subscripts are deleted from all variables. 
4 The point about nonzero covariance was suggested by the referee, 
* The author is a graduate student in economics at the University of California, Berkeley. 
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BOOK REVIEWS 
General Economics; Methodology 


Economics: Analysis and Policy. By Norman F. Ketser. New York: John 
Wiley and Sons, Inc., 1965. Pp. xviii, 720. $8.50. 

The chief virtues of this recent entry in the textbook sweepstakes are its 
wide array of useful information, its effective use of historical and institution- 
al material, its extensive documentation, and its ideological commitment. Its 
major faults are its inability to present economics as an engine of analysis, to- 
gether with its graceless and pedestrian prose. 

To detail accomplishments first, Professor Keiser’s book presents a varied 
menu of recent and pertinent information on growth rates (e.g., Denison’s 
study), corporate size and concentration, income distribution, union organiza- 
tion, and other staples of the elementary text. His discussion of federal, state, 
and local expenditures (Chap. 16) seems especially well done and his exami- 
nation of “the methods of monopoly" (Chap. 25) offers a particularly helpful 
summary of the available information even though we need not accept his pro- 
nouncements (pp. 136, 586) about the prophetic significance of Berle and 
Means. As exemplified by the chapter on “cultural variations in the solution 
of basic economic problems” the author covers, though he does not always 
command, the territory of history and anthropology; among the many read- 
ings interspersed throughout the text is a hair-curling account of child labor in 
the mines and mills (on pp. 39-43 of that chapter) that shows the author's 
concern with the evils of industrial civilization. 

As another entry on the positive side of the ledger, the footnote citations 
are far more extensive than the average elementary text and, at the cost of 
making the format more formidable, enhance the reference value of the book 
for both the ambitious student and the indolent instructor. Example: half a 
dozen items at page 508 dealing with changes in labor's share of the national 
dividend. A rough count of the index reveals from one to 14 citations apiece 
for about 360 authors—and 15 for Norman F. Keiser (plus 4 more that es- 
caped the indexer). 

On the debit side, the author plows through 150 pages of price theory— 
Chapters 3, 4, 17 through 21, and parts of 25— where his heart was clearly not 
in his work. The analysis is perfunctory, the exposition slipshod, the examples 
lifeless, and the significance for the rest of the book dubious. The relation be- 
tween the firm's cost curves and the industry supply schedule is never proper- 
ly explored. This unfortunate omission occurs because the author makes a 
horseback survey of the industry in Chapters 3 and 4, develops the marginal 
analysis of the competitive firm in 18 and 19, but neglects to return to the in- 
dustry for the pick and shovel work that then becomes appropriate. Almost 
completely ignored is the determination of equilibrium for the economy as a 
whole. The instructor who uses this treatise for its institutional material and its 
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macroeconomic analysis ought to piece it out with a good paperback primer on 
price theory. 

The style, while honest and unpretentious, appears graceless and garrulous. 
Consider this typical example where the second sentence with its pair of “one 
in which's" and its unbalanced ending indicates both careless writing and ab- 
sent-minded editing. “The principle of diminishing returns is directly related 
to cost. Typically, the pattern for a firm is one in which (starting from zero 
production) the addition of more workers to a fixed amount of capital is one in 
which increasing marginal returns initially results, then diminishing and finally 
negative marginal returns set in. The addition of workers simply means that 
labor is now operating machines that were previously lying idle" (p. 426). 

Since form and substance are inseparable, however, the author's expository 
problems arise from his conceptual difficulties. His failure to see and state that 
indivisibility of the fixed factor represents a necessary condition for increasing 
returns in the initial phase of the production function invites the tiresome 
stylistic maneuvers of the passage quoted above. Creating an elementary text- 
book is an exacting art form which ought not to be attempted by academicians 
who refuse to take their writing seriously. 

The book has a clear and distinct point of view which emerges in the popu- 
list rhetoric that spices up its bread and butter style when the author turns his 
attention to the “scandalous practices" of corporations (p. 130), the “neurotic 
drive to please their superiors" on the part of corporate executives (p. 136), 
“the mansions of the wealthy” that escape their fair share of property taxes 
(p. 395), our “basically probusiness and antilabor" ideology (p. 522), and 
“the infamous Nate Shefferman, union buster par excellence” (p. 547). Since 
Samuelson has become a man for all seasons, this new text which speaks for 
the winter of our discontent offers a special commodity for a particular sector 
of the market. 

PROCTER THOMSON 

Claremont Mens College and 

Claremont Graduate School 


Basic Economic Principles. By Roperr A. Lynn. New York: McGraw-Hill 
Book Co., 1965. Pp. viii, 428. $6.75. 

According to the book jacket, this text is designed to be used for a “one- 
semester introductory course at the beginning undergraduate level.” The prem- 
ise behind Basic Economic Principles seems to be that existing texts are too 
difficult but not too comprehensive for this purpose. It is possible to simplity 
by greatly restricting the number of concepts or ideas the student is asked to 
comprehend and then working over this restricted list thoroughly. Robert 
Lynn, however, has attempted to retain the broad coverage of the typical ele- 
mentary text while reducing the complexity of the included analytical materi- 
al. To quote the book jacket once more, “Freshmen and sophomores using this 
text can be introduced to macro- and micro-economics without wading 
through a sea of language and ee Unfortunately, in avoiding the sea 
they will end up in a bog.: : 
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To retain comprehensive coverage while keeping the analysis ‘‘simple,” 
Lynn is forced to give only the most cursory treatment to many important 
topics. To avoid taxing the student’s ability to follow a logical chain of rea- 
soning or to grasp abstractions, familiar,concepts are reworded or stated in a 
nonrigorous fashion, e.g. “Because of ability to pay, diminishing utility, and 
substitution, we have seen that a price cut can produce a stretch in the quanti- 
ty demanded. The amount of this stretch is called the elasticity of demand” 
(p. 225). Even the style of writing suffers from the attempt to 'water-down" 
economic analysis to the level presumed digestable by beginning college stu- 
dents. 

The text is divided into eight parts which are further subdivided into chap- 
ters. After the usual introductory material, Lynn takes up national income 
analysis and the monetary system, international economics, supply and de- 
mand, competitive and monopolistic markets, and factor pricing in that order. 
The book concludes with a discussion of current economic problems and a 
glossary of key concepts. 

The several parts of the text vary greatly in merit. The early chapters on 
business and labor organizations are well done, but the sections following, on 
national income determination and the monetary system, are very weak. Lynn 
presents the usual conclusions from the simple income model without present- 
ing anything resembling the model, and the student pursuing “why” questions 
is bound to become confused. Except for a good exposition of the deposit-crea- 
tion process, his treatment of the monetary system is so brief as to be mislead- 
ing. Both these sections and the following discussion of international econom- 
ics suffer from the fact the student has not yet been introduced to the concepts 
of supply and demand. However, once these concepts have been introduced, 
things improve materially. The treatment of competitive markets and the var- 
ious degrees of monopoly is fully satisfactory at the intended level, providing 
& balanced evaluation of the issues and many useful insights into practical 
problems. But for & confused analysis of interest rate determination, the dis- 
cussion of factor pricing would be of the same quality. Certainly the strength 
of this text lies in the sections concerned with microeconomics. 'This strength 
results from the use of the usual graphs and analytical tools of price theory. 
The presentation is at once both more precise and more easily understood. 
However, it does not differentiate Lynn's product. 

The teaching devices (summary, learning key, questions for review and dis- 
cussion) at the end of the chapters emphasize definitions and memory work 
rather than applications of the analysis. They might be appropriate for secon- 
dary school students but could be seriously questioned for use at the college 
level. For example, the learning key consists of a “fill-in-the-blanks” question 
set for which the first two letters of the correct word are provided. Similarly, 
one might question the complete lack of suggested follow-up or supplementary 
reading and the almost complete absence of supporting footnotes for the many 
factual statements in the text. There are numerous graphs but often they are 
not discussed in the text. Interested students deserve better! 

A conscientious reviewer would have to note many other differences with 
the statements made, the definitions used, and the space allotted to various 
topics in Basic Economic Principles. In particular, the definitions of terms or 
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concepts in the text and glossary may surprise many economists (e.g., “Assets 
_ and Liabilities are always equal and thus balance,” p. 387). However, the 
difficulties Lynn has all seem to stem from the attempt to bring economic the- 
ory down to some assumed “understandable” level—a difficult task under the 
best of circumstances. | 

Only those readers who share Lynn’s appraisal of the need for a “‘watered- 
down” version of the standard elementary text are likely to find his book use- 
ful. They will have to take care, especially in the macroeconomic section, in 
building on the blocks provided, but all the topics are there for a starter. 
Others, sharing the reviewer's opinion that a more restricted, more intensive 
approach will offer greater classroom dividends, will find selecting assignments 
from existing texts designed for the usual two-semester sequence better suited 
to their purposes than the book under review. 

BURNHAM O. CAMPBELL 
University of California, Los Angeles i 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Modern Capital Theory. By DonaLp Dewey. New York: Columbia University 
Press, 1965. Pp. x, 238. $6.50. 

The object of this book is to present an intelligible but rigorous restatement 
of the theory of capital. Professor Dewey serves clear warning that he is con- 
cerned only with the real theory of capital; he is not interested in “the mone- 
tary superstructure of capital theory that began in the 1920’s, reached stag- 
gering proportions in the 1930's and 1940's, and still warps the teaching of 
economics in many places" (p.v.). His is the theory of Irving Fisher, in which 
capital productivity and the “taste” for investment jointly determine the mar- 
ginal productivity of investment, the rates of interest on lóan contracts, the 
rate of capital accumulation, the rate of income growth, the value of capital 
assests, and the division of income between investment and consumption. 

Dewey concentrates almost exclusively upon the fundamentals of capital 
theory and clings “tenaciously to the truth that every proposition about in- 
come is also a.proposition about capital and, conversely, that every proposi- 
tion about capital is a proposition about income." This is truly the world of 
Fisher and Knight, and not the least of Dewey's contributions is to untangle 
some of the latter's cumbersome prose. There is but one factor of production, 
namely capital, which is defined as anything that yields a flow of services over 
time. Thus income is the surplus of services obtained over those necessary to 
maintain. If this reminds the reader of Knight's remarkable piece of vegeta- 
tion, the Crusonia plant, it should. Indeed, the Crusonia model is the heart of 
the book. i l i 

Dewey achieves a great deal with the Crusonia model; to me, more than 
Knight did. He discusses Knight’s case, constant returns to investment. But 
he introduces the case of diminishing returns as well by distinguishing be- 
tween “live” Crusonia, which reproduces, and “dead” Crusonia, which can 
only be consumed. In the latter case, the real capital stock and the value of 
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the capital stock differ because a unit of live Crusonia must exchange for more 
than one unit of dead Crusonia. The system must have a numéraire; and one 
must distinguish between the rate of interest (marginal productivity of invest- 
ment) and the natural rate of growth of the real capital stock. 

Given the model and the framework of discussion, the object of the book is 
achieved with clarity and simplicity. The framework is established in Chap- 
ters 1-3 and the basic elements of the model are presented in Chapters 4-5. 
Chapter 6, a bare fourteen pages, contains an analysis of equilibrium in capi- 
tal theory; and it is a classic piece of exposition. By means of two simple 
graphs, Dewey explains all the fundamentals of capital theory. Chapter 7 con- 
tains a more detailed discussion of returns to investment, while Chapters 
10-11 are devoted to the roles of risk and money in the theory of interest. Fi- 
nally, in Chapter 12 Dewey clearly and logically disposes of some capital cur- 
iosa that have persisted for many years. 

Ignoring a few trivial or nuisance errors, this book is subject to criticism 
along two lines. The first involves an error of commission. More specifically, 
the professional reader should skip, and the student be absolutely forbidden to 
read, Chapters 8-9. Chapter 8 contains a discussion of the theories of produc- 
tion and distribution in a two-factor model; but one factor (land) is absolute- 
ly fixed. In Chapter 9 a two-variable input model, with a Cobb-Douglas func- 
tion in which both coefficients are one-half, is presented. Nothing is gained in 
either chapter; and unless one keeps Dewey’s basic model in mind, a good 
deal may be lost through misunderstanding. 

The second criticism concerns a matter of omission; hence it may not be a 
valid criticism at all. Nonetheless, the book is entitled modern capital theory; 
and the author specifically states that he has fashioned a complete theory of 
capital “from the materials willed to us by our predecessors from Thomas 
Aquinas to Robert Solow. . . ." To an extent this is true; one sees the names 
of Samuelson and Solow, Ramsey and Robinson, and even others. But more 
fundamentally, the Crusonia model cannot capture the essence of the recent ad- 
vances in capital theory. Perhaps this is just to say that Dewey has concen- 
trated upon the fundamentals of capital theory. Yet whichever side of the 
Atlantic one prefers, one is likely to belive that there have been fundamental 
developments in modern capital theory since the time of Fisher. 


C. E. FERGUSON 
Duke University 


Economic Growth and Structure: Selected Essays. By Stiuon Kuznets. New 
York: W. W. Norton & Co., 1965. Pp. viii, 378. $7.50. 


This book consists of twelve reprinted essays on economic growth from 
Kuznets' cautious and independent pen. The essays carefully underline the 
precariousness of the basic data from which they grow, and they are careful in 
stating what is not known; they are often speculative and suggestive. The cen- 
tral interest lies in the generalizations, rather than in the data— in contrast 
with the nine statistical papers Kuznets has published in Economic Develop- 
ment and Cultural Change. 
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Five of the essays are on growth theory, population changes, and their recent 
patterns; three on industrialization, the takeoff doctrine, and agriculture; two 
on inequality and growth; and two on U.S. growth and its long cycles. They 
were published originally from 1954 to 1964 in various places, ten in English, 
two previously only in French. 

Many of Kuznets’ contributions have become standard items in the litera- 
ture of growth. Over a span of ten years, it is likely one would sometimes 
change his mind. Kuznets recants on only two matters. One of them is that he 
is not so sure now as in 1954 that retardation of per capita income growth 
rates is “observable and immanent” (pp. 20-23). 

He is doubtful about the usefulness of current explicit theories of economic 
growth. He even stated (in 1955) that no "significant theoretical work" on 
the theory of economic growth broadly defined has been done in the hundred 
years since the mid-nineteenth century (pp. 4, 5), except for attempts to re- 
vive Marxist theory. I would argue in partial contrast that major progress 
has been achieved in the past 15 years which need not give place to anything 
done in the nineteenth century. 

Economics as such is downgraded in the Kuznets vision of economic 

growth. He accepts what has come to be orthodox: “The transformation of an 
underdeveloped into a developed country is not merely the mechanical addi- 
tion of a stock of physical capital; it is a thoroughgoing revolution in the pat- 
terns of life and a cardinal change in the relative power and position of var- 
ious groups in the population" (p. 30). 
. Accumulation of “empirical and tested knowledge” is seen as the true basis 
' of production and population growth during the past two centuries (p. 60), 
and so there is a central need for a theory of the production of knowledge. 
Most theories of growth underemphasize political and social institutions; only 
oversimplication yields determinant.answers (pp. 69, 79). Free formulations 
and reformulations of testable theories accumulate perceptions and undermine 
dogmatic theories that claim universal validity (p. 81). 

The application within nations of the growing international stock of useful 
knowledge is most unequal, due largely to "differences in historical back- 
ground and antecedents" (p. 114), The use of force in international relations 
in the long run accelerates this spread of modern economic growth (pp. 
116-18) —but the apparently inconsistent theorem is also presented that major 
wars depress growth in participating countries (pp. 54-57). Population 
growth has both positive and negative effects on income growth, the latter 
mainly relevant to low-income countries (pp. 137 ff.). 'The physical misery of 
the world's poor is diminishing, as their per capita incomes increase a 
bit; but their "political misery," the tension created by consciously falling 
farther behind the rising income levels of the high-income countries and by 
consciously greater technical lag, has increased (p. 174). Per capita incomes 
in present low-income countries are “much lower” than those of the present 
developed countries (save Japan) just before they began to industrialize 
(above $200 in 1952-54 prices, as compared with below $100 now in much of 
Africa and Asia) (pp. 117-18, 257-87). Underdeveloped countries have had 
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“entirely different beginnings” from those of present high-income countries 
(with qualification for Japan), and there are disadvantages, as well as advan- 
tages, accruing from a late start (pp. 176-93). 

In a closed economy increasing productivity in agriculture is a requisite for 
industrialization; and desirable, despite the example of England in the nine- 
teenth century, in an open economy. Growing efficiency in transport, commu- 
nication, and warehousing is also crucial (pp. 197-99). 

Rostow’s takeoff concept is put through the Kuznets mill: it comes out 
discredited on statistical and logical grounds (pp. 213-25). In a number of 
countries, the ratio of net domestic capital formation to income was substan- 
tially higher than Rostow’s “say 5 per cent or less" at the beginning of takeoff 
periods; and in no case among 12 countries does the ratio approach double its 
initial size during dated “takeoffs.” “I can only conclude that the available evi- 
dence lends no support to his suggestions” (p. 227). There are other objec- 
tions (p. 232), both to the sequence of stages and to the notion of a distinct 
takeoff stage. 

On size distribution of income, Kuznets finds from scanty evidence some- 
what greater inequality in less developed countries than in high-income ones. 
As growth occurs, dynamic changes check and in fact reverse the trends to- 
ward greater concentration resulting from cumulating past savings. 

U.S. history combines a retardation in population and work-force growth, 
with acceleration in growth per capita and per worker. Three long swings in 
population and related variables are conspicuous in U.S. data since 1870. 

The kind of inquiry here presented—induction from statistical and histori- 
cal materials over a long period and many areas, leading by both cautious and 
imaginative reasoning to economic-social-political generalizing—seems a thor- 
oughly fruitful approach toward understanding economic growth. These es- 
says are most significant, not for the questions they answer, but for their pur- 
pose “to pose questions and advance suggestions." The data, when properly 
examined, says Kuznets, “always reveal findings that call for explanations 
that are not at hand.” 

THEODORE MORGAN 

University of Wisconsin 


"Theory of the Firm: Resource Allocation in a Market Economy. By KALMAN 
J. Conen AND Ricuarp:' M. Cyert. Englewood Cliffs, N.J.: Prentice- 
Hall, Inc., 1965. Pp. xx, 406. $7.95. 


This book is an important addition to the rapidly growing stock of inter- 
mediate price-theory texts. It is a careful and comprehensive exposition, show- 
ing clear evidence of careful thought and hard work on the part of the au- 
thors. 

Despite its title, the book covers all the major topics in price theory. In ad- 
dition to extensive treatment of the firm, there are chapters on consumer de- 
mand, market equilibrium, general equilibrium analysis, and welfare econom- 
ics. The authors’ primary interest, however, is clearly the firm, and they give 
more weight to that subject than is common in price-theory texts. Indeed, 
chapters on other subjects give the impression of being more routine and me- 
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chanical than those on the firm. The chapter on general equilibrium, for exam- 
ple, hardly gets beyond matters of notation and the counting of equations and 
unknowns. 

Part II, which is the core of the book, contains chapters on all the standard 
topics in the theory of the firm. Six chapters on competitive markets are fol- 
lowed by chapters on monopoly, monopolistic competition, duopoly and oligop- 
oly, and imperfections in factor markets. The authors! negative appraisal (in 
my opinion justified) of the value of Chamberlin's model of monopolistic com- 
petition makes one wonder why they include a whole chapter on the subject 
in an already large book. The chapter on duopoly and oligopoly is especially 
well done and sets the stage for Part III of the text, “New Approaches to the 
Theory of the Firm.” 

The first chapter in Part IIT is an excellent one on decision-making in un- 
certain situations. There follow two chapters on "behavioral" theories of the 
firm. These chapters borrow heavily from well-known research on the subject 
by the authors and others at Carnegie Institute of Technology. Here, the 
going will be pretty heavy, at least for students not raised in the Carnegie tra- 
dition. 

This is a long book. I find it hard to believe that many sophomores could 
fight their way through it in one semester. It is also a difficult book. Calculus 
is used freely, including partial derivatives, integration, and constrained maxi- 
ma. Clearly, no one should adopt this text for students who have not had a 
good year-course in calculus. Even then, many students will need special help 
in places. 

Two final comments: First, empirical material is used to illustrate almost 
every major theoretical topic. This is an important improvement over almost 
all existing texts. Nevertheless, the empirical sections give the impression of 
having been tacked on for the most part. We have yet to see the first price- 
theory text that will show how good theory and careful quantitative analysis 
can be used to illuminate the real world. Second, a word on the choice of top- 
ics. It is useful to have the material on behavioral approaches available in 
textbook form. But in a text written at Carnegie, it would also be nice to have 
some material on managerial economics. Chapters on programming and inven- 
tory theory would be natural candidates. My own preference would have been 
for a chapter on at least one of these topics instead of the second chapter on 
behavioral models. 

Epwin S. Mitts 

The Johns Hopkins University 


An Introduction to Microeconomic Theory. By WiLLiAM I. DAVISSON AND 
Joun G. RANLETT. New York: Harcourt, Brace & World, Inc., 1965. Pp. 
vii, 226. Paper, $2.45. 

The authors of An Introduction to Microeconomic Theory had as their pur- 
pose in writing this text the development of “an approach to microeconomic 
theory that would be uniquely adapted to the introductory course in econom- 
ics.” 

The text is divided into three parts. Part I, entitled “The Purpose and 
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Method of Microeconomics,” defines microeconomics, outlines “the theoretical 
approach,” and discusses briefly the basic concepts of price theory. In Part I, 
“The Tools of Analysis"—encompassing production theory, costs of produc- 
tion, and the theory of demand—are explained at some length. Finally, in 
Part IIT, “Market Structures," the authors detail the market characteristics of 
perfect competition, monopoly, and oligopoly; describe specific industry ex- 
amples of each of these three market structures; and examine the theory of 
these three structures, as well as that of monopolistic competition. The last 
chapter in Part III is devoted to a consideration of the allocation of resources 
and the distribution of income. The book also contains a glossary of the eco- 
nomic terms used by the authors. 

The authors have done a workmanlike job of presenting the essence of 
product pricing theory. The question arises, though, as to whether theory cov- 
erage which is little more than essence alone is sufficient for an introductory 
text. At the principles level, it may be argued that the maximum amount of 
elaboration and illustration consistent with the time span available for the 
coverage of the principles course is desirable. Further, only one chapter is de- 
voted to factor pricing. The theoretical portion of this particular chapter is 
limited to a consideration of the functional distribution of income as explained 
by the marginal productivity theory. 

À step forward in the authoring of introductory texts is accomplished by 
the omission of such topics as the history of American labor unions and the 
structure of business organization. Valuable though information about subject 
areas such as these is, the classroom coverage of them often means that the 
theory itself is covered in less depth. The graphical presentation used by Wil- 
liam Davisson and John Ranlett is in black and white only, but it should be 
singled out for its clarity and usefulness as a complement to the verbal portion 
of the theoretical analysis. 

In the Preface, the authors state "that there is & need for an elementary 
text that can provide an analysis of actual market situations as well as an ex- 
planation of the‘premises on which the logic of microeconomic theory is based. 
Too often the beginning student is left with the feeling that although econom- 
ic theory may be interesting it has relatively little to do with practical aspects 
of the economic society in which we live. With this in mind we have designed 
this text specifically to demonstrate the meaningful relationships between mi- 
croeconomic theory and the practical realities of the American business 
world." The approach used to interrelate the theoretical and the real is the 
presentation of separate “market structure" chapters for perfect competi- 
tion, monopoly, and oligopoly in which the market characteristics of each 
of their market structures are outlined; then, a specific industry, such as 
trucking for perfect competition, is described for the purpose of illustrating 
each of the market structures under consideration. Each of the market-struc- 
ture chapters is followed by a “market theory" chapter in which perfect com- 
petition, monopoly, and imperfect competition (encompassing both oligopoly 
and monopolistic competition) are examined in theoretical terms. 

Swayed by his own biases and preconceptions, one may question the value of 
such a “design” for the principles course. In any case, it seems that the au- 
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thors have devoted far too much space, at least relatively speaking, to the de- 
scription of the specific industries which are used to illustrate the market 
structures. Approximately one-fifth of An Introduction to Microeconomic 
Theory is directed to a consideration of such things as the historical develop- 
ment and recent production statistics of these industries. Generally speaking, 
this descriptive material does not go as far in providing the desired link be- 
tween theory and reality as would have been provided by an examination of 
such practical matters as price and output determination in the industries 
under consideration. Furthermore, it seem as if it would have been more logi- 
cal to present the theory chapters before, rather than after, the structure 
chapters. 

A final point, which in no way is intended as a criticism of the contents of 
An Introduction to Microeconomic Theory, relates to the practical considera- 
tion of the present or future availability of a macroeconomic theory counter- 
part to the book under review. Those selecting texts for two-term principles 
courses no doubt would make the availability of such a counterpart one of the 
several criteria to be used in the selection process if they were considering the 
adoption of An Introduction to Microeconomic Theory. 

Ricard E. NEEL 

University of South Florida 


Theory of Economic Statics. By MICHAEL J. BRENNAN. Englewood Cliffs, 
N.J.: Prentice-Hall, Inc., 1965. Pp. 535. $8.95. 


As the fundamental purpose of this book, Michael Brennan sets out to 
stress the use of theory as a tool of analysis and to avoid having the students 
come away with a knowledge of the “buzz words and the fragments" but no 
knowledge of “how they fit together.” I am entirely in sympathy with this 
purpose and would certainly strongly recommend any intermediate theory book 
which accomplishes this feat. Unfortunately, the set of all such intermediate 
theory books remains empty. This is not a condemnation of Brennan, since he 
has written an intermediate theory book that is of the first rank in its coverage 
of the material and is among the best in readability. 

The book itself is a bit unusual in that it includes 20 chapters on micro- 
economics and then has a nine-chapter section on macroeconomics. In addi- 
tion, he has included a three-chapter section on the how, what, and why of 
economics: the first two chapters essentially contain a discussion paralleling 
Knight's, The Economic Organization, and the last contains a brief introduc- 
tion into methodology. His treatment of consumer demand theory appears to 
be the standard treatment of a text at this level, except that no consideration 
is given to the classical utility approach (cardinal utility). On this point I 
have a feeling that many economists seem to believe that because cardinality 
of utility is not necessary to derive the theorems of demand theory it cannot 
exist. Or put differently, because a given set of demand functions for an in- 
dividual consumer is not integrable into a unique utility function does not 
imply that the consumer cannot possess a unique utility function. In spite of 
this omission the discussion is very complete and assumes little or no prior 
knowledge on the part of the student. This is a distinct advantage, since 
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many students either have understood little about economics from their prin- 
ciples courses or have forgotten what little they did understand. 

The production side is again handled in the standard way and again a very 
thorough and well-written job is done. The treatment of supply functions is 
adequate but certainly no better than, say, Leftwich. The discussion of long- 
run equilibrium for monopoly (as in all other texts at this level that I am 
familiar with) handles the scale problem in a peculiar fashion. The point is 
made that a monopolist may not operate an optimum-scale plant (by this 
is meant that he may not operate at the minimum point on his long-run aver- 
age cost curve) and that a competitive firm would, and thus the implication 
is given that monopoly may be inefficient for this reason. However, since the 
monopolist is the industry, any comparison of his position of long-run equi- 
librium must be made with respect to the long-run equilibrium of a competitive 
industry and not a competitive firm. Since there is no presumption that a 
competitive industry will operate at the minimum point on its long-run average 
cost curve, this should not be required of the monopolist. 

Brennan’s book offers more than the usual intermediate text on the problem 
of the pricing of resources. In addition, he has a fine chapter on applications 
of the theory of resource pricing that should stimulate thinking and discussion 
_on the part of the students. As pointed out above, the final part of the book 
contains a discussion of macroeconomic theory where the distinguishing char- 
acteristic is that it is a clear, concise statement of the level of macroeconomics 
usually contained in intermediate textbooks. Pm not sure why this macro 
section is included, since the book contains much too much material for a one- 
semester course covering both microeconomics and macroeconomics, and for 
a strictly macro course this section is too brief to be used as a text. 

In conclusion, this is a very well-written book with quite extensive coverage 
of the microeconomic material. Some people might prefer a more mathematical 
treatment (Brennan relegates almost all mathematics to a brief mathematical 
appendix at the close of the book). However, for those who feel that under- 
standing of economic theory is more likely to occur from a combination of 
verbal exposition and graphical manipulation, this book will be very adequate. 

THomas R. SAVING 

Michigan State University 


Price Theory in a Changing Economy. By Henry Grayson. New York: Mac- 
milan Co.; London: Collier-Macmillan, Ltd., 1965. Pp. xxi, 247. $5.95. 


It was said of the Bourbons at their restoration to the French throne after 
the Revolution that they had remembered everything and learned nothing. 
This micro-theory textbook, aimed, its preface claims, at both the graduate 
and undergraduate market, mentions everything and teaches nothing. This is 
its major, although by no means only, flaw, and we shall deal with it first. 

There is frequently no apparent connection between the formulas and graphs 
on the one hand, and the text on the other. In the very first technical dis- 
cussion in the book, a formula is given for arc elasticity which is totally unex- 
plained (p. 7). Not even the notation in the formula is defined. Someone 
who has been through it all many times and who has some confidence in his 
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ability in manipulating formulas may guess what the symbols mean and 
work back to find the connection between the formula and the words, but 
students will probably be encouraged by the author’s tactics to take the 
formula on faith and memorize it. This is not an isolated case. Some of the 
graphs are explained in so cursory a fashion that it is impossible to follow the 
discussion, where there is one. 

The book abounds in absurdities and infelicities such as, “When elasticity 
of supply is under discussion, we always assume that the supply curve slopes 
up and to the right. Otherwise, measurement of elasticity would be meaning- 
less” (pp. 7-8). 

Pseudo-empirical observations of doubtful validity, which supposedly il- 
lustrate the theory, present a divertissement from the innumerable diagrams. 
A short discussion of the cobweb theorem notes that when the supply is elas- 
tic relative to the demand, the equilibrium is unstable and the oscillations 
grow in magnitude. Since the supply of agricultural products is inelastic and 
that of industrial products elastic, our author goes on to say, "Consequently, 
in an industrial economy we may expect to find a considerable measure of 
instability and a tendency toward change, whereas in an agrarian economy 
static conditions will be more likely to predominate" (p. 12). The usual 
thought on these matters is that the cobweb analysis applies almost exclu- 
sively to agriculture, where lags are long, rather than to manufacturing. The 
author seems to be confusing the alternative of damped versus explosive price 
and quantity fluctuations, which is what the cobweb theorem is about, with 
the alternative of growth versus stagnation where a more complex analysis 
seems to be called for. 

One of the real curiosities in the book is the section entitled “Cybernetics 
and Automation" which appears in the chapter on the theory of wages. The 
author claims we have a structural unemployment problem, with a shortage of 
jobs for the less skilled and a shortage of workers for the more skilled jobs. The 
situation is ominous; since “By far the larger proportion of the labor force is 
composed of individuals who through hereditary or environmental limitations, 
or both, are not amenable to the training or retraining necessary to equip them 
with the kinds of skills needed. Rather we are faced with the prospect of a 
comparatively small elite group . . . for whom the demand in the labor market 
is likely to exceed the supply, and a majority group who will not meet most 
of the job requirements for whom the demand in the labor market will fall far 
short of the supply" (p. 185). The author asserts that the “remarkable” 
changes that are bringing this situation about “do not lend themselves to 
ordinary price-theory analysis," but he does not attempt to develop an ex- 
traordinary analysis of his own to deal with them. He is probably right to 
refrain. 

Although it is difficult to cite any portion of this almost uniformly bad 
book as the worst, a strong candidate is the Part on the subject of distribution. 
In its 33 pages are found four chapters including the chapter on wages con- 
taining the discussion of unemployment referred to above. But surely the gem 
of this Part is the 6-page chapter entitled “Capital and Investment Theory.” 
None of the 11 sections into which this 6-page chapter is divided contains 
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anything about the productivity of roundaboutness, time preference, trees being 
cut down, or kegs of wine aging. Instead we have three paragraphs on liquidity 
preference, which apparently disposes of the matter of the rate of interest. 
The author acknowledges the help of 14 colleagues. They should sue. 
BARBARA R. BERGMANN 
University of Maryland 


Francis Hutcheson and David Hume as Predecessors of Adam Smith. By W. L. 
Tavron. Durham, N.C.: Duke University Press, 1965. Pp. viii, 180. $6.00. 
This volume is a study of relationships among the economic ideas of three 
of the chief figures in eighteen-century moral philosophy. Part I is an expan- 
sion of Taylor's 1956 article which appeared in the South African Journal of 
Economics. It is concerned for the most part with showing the nature of the 
personal and intellectual relationships existing among Hutcheson, Hume, and 
Smith. While it does not present any facts not previously known to the student 
of the period, the focus of this study and the manner of presentation provide 
sufficient novelty to hold the interest of the reader, whether he be thoroughly 
familiar with the original sources or not. 

Part II, which is entitled Economic Commentaries," attempts a task which 
is beset with pitfalls, i.e., to establish the influence of specific ideas or doc- 
trines of Hutcheson and Hume upon Adam Smith. In some, a minority, of 
these cases, the reader may well feel that the author has failed to make his 
case. The first chapter of Part II, for example, attempts to show that Smith's 
view of the division of labor was strongly influenced by the teachings of 
Francis Hutcheson. There is, however, nothing in the text or the many quo- 
tations from Hutcheson which indicate that Hutcheson's ideas on the division 
of labor were substantially more advanced than those of Aristotle or Xenophon. 
This being the case, perhaps the most that we can really say is that Hutche- 
son may have been responsible for introducing Smith to the ideas of the 
Greek philosophers on this subject. | 

The second chapter of Part II, "Notions on Value," on the other hand, is 
full of interest to the historian of economic thought. Hutcheson is shown to 
have had as good a conception of the joint roles of utility and cost in the 
determination of value as was possible prior to the development of the margi- 
nal concept. Further, it is shown that Smith followed along Hutchesonian 
lines in his Lectures of 1763 but for some inexplicable reasons, perhaps the 
influence of David Hume, put the greatest emphasis on cost of production in 
the Wealth of Nations. 

Of the remaining chapters, those on money and interest, luxury, trade, and 


: taxation hold for the reader much the same interest and stimulation afforded 


by Chapter 2. The only chapter which falls substantially below this level is - 
“The Theory of Property." Here it is not so much Taylor's treatment as the 
lack of anything to be treated that makes the chapter sag. Smith's remarks 
on the subject are so few and so generally in keeping with those of his age 
that any attempt to ascribe a definite ancestry to them must necessarily be 
rather unconvincing. 

One of the more interesting facts brought to light by Taylor's study is that 
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Smith did occasionally exercise rather poor judgment in his borrowing of ideas. 
His choice of Hume’s emphasis on labor as the source of value rather than 
Hutcheson’s balanced emphasis on utility and scarcity and his decision to 
follow Hutcheson’s rather pedestrian approach to questions of money and 
interest rather than Hume’s brilliant treatment being cases in point. 
Taking both the strong and the weak points of this study into considera- 
tion, one is bound to conclude that the strong far outbalance the weak and 
that it is an essential piece of reading for anyone who aspires to an under- 
standing of the development of economic thought in the eighteenth century. 
James A, GHERITY 
Northern Illinois University 


Economic History; Economic Development; National Economies 


The Vital Few: American Economic Progress and Its Protagonists. By Jona- 
THAN Hucues. Boston: Houghton Mifflin Co., 1966. Pp. vi, 504. $6.95. 


Fowler, in the latest edition of his Modern English Usage, comes close to 
conceding defeat on “protagonist.” Jonathan Hughes, with an assertive major 
title chosen, leaves his subtitle ambiguous. Are the eight entrepreneurs vividly 
portrayed in this book to be thought of as advocates of U.S. economic prog- 
ress, or as "leading actors" in the drama, or perhaps as representing in their 
personalities and behavior some of the leading themes in the process? I sus- 
pect the last interpretation is correct, for Hughes explicitly says that he is 
using them as “surrogates,” or substitutes, for the many other individuals who 
“did the same sorts of things in life" but whose biographies are inaccessible or 
less interesting. These eight men— William Penn, Brigham Young, Eli Whit- 
ney, Thomas Edison, Andrew Carnegie, Henry Ford, E. H. Harriman, and J. 
P. Morgan—-are chosen because their acts exemplify kinds of behavior that 
Hughes considers important in determining the way the economy of the 
United States has developed. 

Henry Ford, I feel sure, would not relish the idea of being cast as a stand-in 
for anyone else, and perhaps the same might be said of each of these inner-di- 
rected individualists. What does Hughes mean by calling them surrogates? 
What do they represent? Of what are they typical? Of what universe is this an 
efficient and informative sample? 

Hughes’s answer lies in a conceptual scheme which he describes alternative- 
ly as a set of “stages of history,” “conceptual categories," or “basic economic 
functions." These are (i) idealism; (ii) invention; (3i) innovation; (iv) or- 
ganization; and (v) stagnation and decline. I must confess that I find this 
confusing. The five categories do not seem to stand all on the same footing; 
they are certainly not mutually exclusive; and the list seems uncomfortably 
open-ended (does not pragmatism have as good a claim to inclusion as ideal- 
ism?). To call them “stages” is certainly to invite misunderstanding, for 
Hughes explicitly admits that they are not chronological and that “the nation 
lives simultaneously in all these stages." As “basic economic functions" the 
first four carry more meaning, but "stagnation and decline" sticks out like a 
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The expository strategy which underlies this list of concepts is to create a 
framework “in which the role of the individual in the economic history of the 
United States may be illuminated by the study of the contributions of a few 
men." As a justification for Hughes’s sampling procedure, this leaves the read- 
er dissatisfied. What Hughes is really after is a classification of entrepreneurs 
in terms of personality types—specifically, in terms of particular skills or ori- 
entations that can be shown to have been economically significant. The fifth 
stage—stagnation and decline—does not fit this interpretation. Hughes's in- 
terest here is in bureaucracy, which is not necessarily the same thing. It would 
not have been too difficult to identify two entrepreneurs whose chief claim to 
fame has been their ability to use bureaucratic structures effectively, and I am 
surprised that Hughes gives us instead an interpretive essay on “the creden- 
tials society” —albeit a very stimulating one. 

Hughes’s attempt at system-building is, in my judgment, a very qualified 
success. His biographical chapters, on the other hand, are excellent. They 
show wide reading, careful research, a lively and curious mind—and above all 
they are not dull. This is economic and entrepreneurial biography at its best; 
not antiquarian, but infused by a keen awareness of the economic process at 
all levels. If they have a weakness, it lies in the author’s tendency to take per- 
sonality as given: we are told a great deal about how the personality acted on 
the environment, but less about the reverse reaction—what doing these things 
did to the man who did them. This might have been a harder book to read if 
Hughes had delved deeper, into the psychological literature on personality, but 
on the other hand it might have acquired another dimension of insight. 

Entrepreneurial history—some of the time—tended to analyze conspicuous 
entrepreneurs as deviants: people who introduced change by departing from 
established sanctioned modes of thought and action. Hughes’s findings support 
this point of view, though he does not use the term. On the other hand, at a 
different level of analysis, these patterns of deviance were themselves a recur- 
rent pattern in U.S. economic life. Hughes’s eight men illustrate this dialectic 
between deviance in particular aspects of behavior and conformity to the more 
fundamental social norms of success, progress, and rationality. Herein lies 
much of the interest of a fascinating, if uneven, book. 

.. Hucs G. J. AITKEN 

Amherst College 


Capital Exports and Growth among U.S. Regions. By J. Tomas Romans. 
Middletown, Conn.: Wesleyan University Press, 1965. Pp. xvii, 230. 
$9.50. 

Dr. Romans has made a rather heroic attempt to obtain measures of in- 
come, gross investment, saving, government revenue and expenditure, and net 
exports for each of nine major regions of the Continental United States. The 
same variables are also measured for the individual states. His major purpose 
is to explain and analyze the sources of differential regional per capita growth 
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rates over the period 1929-57 by making use of data on capital flows largely 
confined to the years 1953 and 1957. The impact of the federal government’s 
fiscal policies, together with private investments and transfer payments, on 
these interregional investment flows is assessed. 

The main accounting concepts employed are described by the following 
identities: 
(1) X =S+Tn- (1-tG) 
(2) Xa S--Tn—(1-G) — D 


where: 
X = Private net exports 
S = Saving 


Tn = Net taxes 

I = Gross investment 

G = Government expenditures 

D = Income received from foreign investment 

Xa = Private net exports from domestically employed resources. 

Romans uses (1) directly to compute net exports (capital flows) by esti- 
mating personal and business saving for each state, in contrast to Department 
of Commerce procedures which treat savings as a residual. Needless to say, 
very difficult allocation problems arise and many ad Aoc procedures have to be 
devised for allocating business retained earnings, depreciation allowances, and 
investment expenditures to individual states or regions. The difference be- 
tween Xa and X in interstate or interregional trade can be relatively much 
greater than corresponding variables in international trade, because of greater 
differences in property income receipts. 

As long as the analysis is confined to comparisons among the nine highly 
aggregated regions, his attempts to link levels of per capita investment and 
net exports to per capita income growth are rather disappointing. Although he 
measures marked differences in investment per capita, these are not 
significantly related to the very large differences in per capita income growth 
(p. 45). He did find that per capita saving was positively related to the abso- 
lute level of income and the share of property income—a fact which is not too 
surprising. The absolute level of federal government expenditures per capita in 
each state is also positively related to per capita income. However, high-in- 
come states tend to pay more taxes than they receive in expenditures; but, 
even so, these deficits are not significantly related to per capita income 
growth. 

When Romans disaggregates down to the state level, he usually finds 
stronger relationships. High-income states are net exporters of capital—partic- 
ularly New England and the Mideast. Since there is a generally negative cor- 
relation between per capita income growth and the absolute level of income, it 
turns out that growth in per capita income is inversely related to capital ex- 
ports. Nevertheless, he concludes that the degree to which differential growth 
rates can be “explained” by interstate net capital flows is minimal. There are 
other factors, such as the switch from agricultural to manufacturing employ- 
ment in the poorer states, which are more important in causing the gradual 
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convergence of per capita state income. However, the growth in nonagricultura 
income per worker does tend to be much more dependent on the net impor. 
tation of capital than does growth in per capita income. 

In general, it is very difficult to delineate any single empirically testable 
theoretical model that is adequate for explaining his numerous empirical rela 
tionships. There is always the problem of identifying the direction of causa 
tion with some variables to be “explanatory” and others to be endogenous 
For example, the influence of interstate capital flows on growth is small afte 
one allows for the differences in absolute income levels. But differences in pe 
. capita income are not by themselves too helpful as explanatory variables. Car 
an equilibrium level of investment for each state be defined using some idea o: 
factor proportions in a production function which has the same parameter: 
(including technical change) for all states? Romans himself notes that using ¢ 
simple Harrod-Domar-type growth model where saving—both within the stat 
and via capital imports—plays a central role is at least superficially in conflic 
with export-based theories of regional development. Having exports generating 
income seems to conflict with the importation of capital via a trade-balanct 
deficit. Although George Borts has recently shown that the two theories can b« 
consistent with each other in certain circumstances, it is still difficult to know 
whether improved access to capital or better export prospects is the leading 
variable in explaining an abnormally high growth rate. 

In summary, one can say that Romans has done a very useful job in pre 
senting empirical comparisons and relationships among the states despite thi 
numerous "identification" problems involved. Although the importance of ne! 
capital flows is still not completely clear, one should not forget that large gros: 
capital flows may still be extremely important in promoting the efficient speci 
alization of investment activity. The book itself, while interesting, couk 
probably have been organized somewhat more tightly with less repetition. 

RONALD I. MCKINNON 

Stanford University 


Problems in Economic Development Proceedings of a Conference Held b: 
the International Economic Association. Edited by E. A. G. ROBINSON 
New York: St. Martin's Press; London: Macmillan and Co., Ltd., 1965 
Pp. xxi, 626. 

This volume contains the proceedings of the International Economic Associ 
ation Congress on the Economics of Development held in 1962. It is not possi 
ble here to discuss individually all the 34 papers in this collection; all one car 
hope to do is to give a rapid review of the contents of the four main section: 
which make up the book. 

Section I begins with a useful survey of the theories of economic growth ir 
capitalist countries by G. Ranis, followed by two papers on economic develop 
ment in socialist countries, the theoretical paper by W. Brus and K. Laski anc 
the applied paper by K. Plotnikov. This is followed by papers on an assort 
ment of topics: “Agriculture and Balanced Growth,” by G. U. Papi; “Educa 
tion, Research and Other Unidentified Factors in Growth,” by I. Svennilson: 
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"Historical Experience of Economic Development," by H. J. Habakkuk; “In- 
ternational Aid," by G. Leduc; “The Role of Taxation in Economic Develop- 
ment" by N. Kaldor; "Inflation and Economic Growth," by D. Horowitz; 
and finally, “Determinants of Saving in Developed and Underdeveloped 
Countries," by H. S. Houthakker. It is interesting to have Habakkuk's histor- 
ical approach and Houthakker's econometric approach in the same section. À 
reader familiar with the literature on the underdeveloped countries will not, 
however, find any strikingly new developments in this section. The papers on 
taxation and on inflation confine themselves too much to generalities and the 
paper on education, research, and economic development is too sketchy. Col- 
lectively, the papers do not add up to “The Determinants of Economic Pro- 
gress," which is the title of this section. 

Section II, “Industrialisation and Methods of Increasing Labour Productiv- 
ity," starts with two solid papers on the trends of labor productivity in West- 
ern Europe, North America, and Japan by A. Madison and in the non-West- 
ern countries by W. Galenson and J. R. Ericksson. We next have J. Pajestka's 
paper, "Stages of Industrialisation and Labour Productivity," which stresses, 
unsurprisingly, the relation between labor productivity and capital accumula- 
tion. This is followed by two interesting papers, one by W. E. G. Salter de- 
veloping the “embodied growth" approach contained in his book Productivity 
and Technical Change and the second by S. Tsuru suggesting that the confu- 
sion between “real” and “value” aspects has led to errors in measurement of 
the effects of technological progress on productivity. Lloyd G. Reynolds in his 
useful paper discusses the relation between wages and productivity in the un- 
derdeveloped countries, while K- G. J. C. Knowles and H. A. Turner discuss 
this theme in relation to Great Britain and other advanced countries. J. T. 
Dunlop's paper evaluating the factors affecting productivity is much too brief 
and general; and the same may be said of S. Carlson's paper on the contribu- 
tions of management to productivity. The section concludes with a round 
table discussion of the problems of individual countries. 

Section III, "Techniques and Problems of Development Planning," opens 
with two papers, one by J. Tinbergen, “Simple Devices for Development Plan- 
ning," and one by H. B. Chenery, “Approaches to Development Planning." 
Those familiar with the previous works of Tinbergen and Chenery will find 
the same quality but no strikingly new developments in these papers. These 
papers at least try to deal with the problem of development planning of the 
underdeveloped countries mentioned in the section title. This cannot, however, 
be said of the papers in the rest of this section. These, although they may be 
regarded as valuable contributions to planning theory, have little connection 
with planning in the underdeveloped countries. Under this category are the 
papers by P. Masse on discretionary or formalized planning, three papers on 
regional planning by G. Sorokin, J. R. Boudeville, and E. A. Lisle, and finally 
a highly technical paper, "Behavioural and Technical Change in Economic 
Models," by Richard Stone and Alan Brown. 

Section IV, “The Stabilisation of Primary Producing Economies," starts 
with W. A. Lewis's notable paper on economic development and world trade, 
arguing (a) that the current decline in the terms of trade of primary products 
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is the inevitable result of the abnormally favorable prices which these prod- 
ucts have enjoyed since World War LI; (b) that there is no reason to believe 
that the ratio of world trade to world production will decline in the long run; 
and (c) that the rate of economic growth of an underdeveloped country is a 
direct function of the rate at which its exports can be expanded where possi- 
bilities of import substitution and foreign deficits are limited. After this, there 
are two papers on the long-run terms of trade, the first by M. Dantwala, whc 
takes a pessimistic view, and the second by H. M, A. Onitiri, which is a usefu 
survey paper. Next, we have a paper on the Kondratieff Cycle by L. H. Du- 
priez. The section concludes with three papers by G. Blau on international 
commodity agreements, by D. Walker on marketing boards, and by H. Hymen 
on the international tin scheme. In contrast to the preceding papers, 
the last three papers have the merit of actually dealing with the problem ol 
the stabilization of primary producing economies. But they are implicitly 
based on the assumption that primary exports are subject to a much larger de- 
gree of short-run fluctuations than manufactured exports and that therefore 
the underdeveloped countries generally suffer from a much higher degree oí 
short-run export instability than the advanced countries. This basic assump- 
tion does not now appear to be as obvious and unquestionable as it used to be, 
in the light of recent studies by various writers such as J. D. Coppock and A. 
I. MacBean. 
H. Myint 
London School of Economics 


National Income and Capital Formation in Mainland China—An Examina- 
tion of Official Statistics. By Suicrru IsHrkawa. Tokyo: Institute oí 
Asian Economic Affairs, 1965. Pp. xvii, 206. 


The Chinese Model—A Political, Economic and Social Survey. Edited by 
WERNER KrATT. New York: Oxford University Press; Hong Kong: 
Hong Kong University Press, 1965. Pp. xix, 233, iv. $4.00. 


The Economy of Communist China—An Introduction. By Yuan-1t1 Wu. 
New York: Frederick A. Praeger, 1965. Pp. viii, 225. $6.00. 

Although the number of monographs on particular aspects of the Chinese 
economy has increased rapidly during the past few years, there have been few 
attempts to provide the nonspecialist with an over-all view in a single volume. 
Dr. Wu's study represents an attempt to fill this gap, as, in a broader sense, 
does the collection of essays edited by Mr. Klatt. Professor Ishikawa's analy- 
sis of national income and capital formation, although narrower in scope than 
the other two volumes, is a basic reference work for anyone wishing to intro- 
duce himself to Chinese Communist national income concepts and data, useful 
to specialist and nonspecialist alike. 

Any study of the Mainland Chinese economy must, from the outset, face 
the question of the reliability and value of official data emanating from Pe- 
king. It would be difficult to discover two more widely differing approaches to 
this problem than those of Wu and Ishikawa. The latter has attempted to re- 
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construct Peking’s own estimates, taking care at each step to properly define 
and use the official figures, filling in gaps with his own estimates only when no 
official data are available. More than any other work on China with which I 
am familiar, Ishikawa makes explicit and clear what is not known as well as 
what is. 

The result of these efforts is a collection of data which present a picture of 
economic development in China as seen by Peking for the years 1952-59. Be- 
cause little or no official data have appeared since that time, there is no way of 
obtaining a comparable picture for the years 1960-65. Ishikawa’s work also 
serves to demonstrate the high degree of internal consistency between widely 
disparate kinds of official statistics, an important first step in any attempt to 
appraise their reliability. 

Ishikawa, however, purposely avoids the issue of whether the underlying 
official data accurately reflect real trends in China’s economy. At times he 
does evaluate his results in a way that would indicate that, for at least the 
years 1952-57, he feels the official figures are relatively reliable (e.g., p. 48), 
but he makes no real attempt to deal with such key problems as the validity 
of official crop output data. He also intentionally does not convert the official 
national income figures, compiled according to Marxian concepts, into a West- 
ern conceptual framework. The reader who wishes to use the figures for pur- 
poses of appraising the performance of the Chinese economy or for interna- 
tional comparisons must be prepared to make his own conversion and, more 
important, his own appraisal of the worth of the underlying data. Ishikawa's 
study, therefore, should be looked on not as a substitute for but as a comple- 
ment to such other national income studies as the one by T. C. Liu and K. C. 
Yeh. As such, it is a significant addition to our knowledge of the Chinese 
economy. 

In contrast to Ishikawa, Wu rejects a large portion of the official figures 
and substitutes his own estimates in their stead. He also attempts to give a 
quantitative picture of economic performance during the years 1960-63 when 
no official statistics were available. The estimates he derives are a combination 
of trends derived from official figures and statements, guesses made by ob- 
servers in Hong Kong and Taipei, and a variety of other kinds of data. The . 
problem with this approach is that even the specialist has difficulty deter- 
mining what the results mean. It is one thing to establish that there are biases 
in the official figures, and quite another to substitute one's own estimates 
which must, by their nature, be based on only one of several plausible and 
often arbitrary assumptions. 

Nor are Wu's results always even plausible. I know of no other economist, 
for example, who believes that grain output in China fell in 1958 (p. 146). In 
his conclusion (p. 203), to take another example, his estimate of the annual 
rate of decline in per capita consumption is reduced from — 2.5 per cent to 
—0.75 per cent when the years 1961-62 are included. One would expect the op- 
posite, particularly given an earlier statement by the author that “. . . it was 
consumption that suffered most" in the 1961 crisis (p. 158). 

'These difficulties with the estimates; however, mar Wu's analysis less than 
might be supposed, principally because he does not appear to have relied very 
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heavily on these figures in writing the text. Thus Table VII-3 properly inter- 
preted would seem to lead to the conclusion that Chinese agriculture was mov- 
ing clearly, relentlessly, and none too slowly toward disaster as early as 1952. 
But in the text Wu uses such statements as “That agricultural production 
lagged behind advances in the nonagricultural sectors during the First Five- 
Year Plan js beyond doubt" (p. 132). 

The discussion is best where the data are the least controversial. Chapter 6 
on the industrial sector and much of Chapter 9 on international trade and aid 
are particularly useful. Wu's discussion of industry makes a number of impor- 
tant points, not the least of which is that industrial development in China and 
Manchuria prior to 1949 was far from insignificant. 

Wu’s book is, of course, more than just an appraisal of changes in output 
and consumption. The book was designed for a course in comparative econom- 
ic systems and as such includes a discussion of organization and planning in 
China as well. As a presentation of the formal structure of Chinese economic 
institutions and plan procedures, these chapters are useful and well organized. 
Analysts of China and other Soviet-type economies, however, have often 
pointed out the fundamental differences between the formal rules and the ac- 
tual operation of the economy. Emphasis on the formal side leads Wu to exag- 
gerate such things as the effect on resource allocation of China's failure to 
properly utilize interest charges on capital (pp. 57, 202). For much the same 
reason there is a tendency to explain Chinese policies as little more than car- 
bon copies of similar Soviet moves (e.g., pp. 27, 74) when in fact the reasons 
for or intent behind the two countries’ policies, however similar on the surface, 
were quite different. 

None of these remarks should detract from the fact that Wu has done a 
useful service by pulling together so much material into a single small and 
readable volume. 

In the collection of essays edited by Mr. Klatt, only four of twelve concern 
themselves with economics. The remainder deal with everything from the role 
of mass media in China to Peking's policies toward Tibet and Sinkiang. The 
volume was apparently designed primarily to be read by “leaders of de- 
veloping countries? rather than by professional economists or China special- 
ists. 

The brevity of most of the essays, together with their vast scope, causes a 
number of them to be rather superficial. Klatt's own essay on Sino-Soviet eco- 
nomic relations is & worthwhile summary of the subject, but his noble attempt 
to cover all of China's agricultural policies and problems from the 1930's to 
the 1960's in eighteen short pages is somewhat less successful. Other essays, 
particularly that by Funnell on changes in social values, are too polemical in 
tone to be genuine scholarly contributions. 

The best essay in the volume is that by A. M. Halpern on the way in which 
the revolutionary experiences of the Chinese Commumist leadership have 
shaped their attitudes and goals in the area of foreign policy. Also well worth 
reading are Joseph Levenson's summary of Peking's policies toward the var- 
ious religions within China's borders and C. T. Hu's presentation of the re- 
gime's efforts in the feld of education. 
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It is unfair, however, to criticize a book for failing to meet an objective for 
which it was not designed. The limited usefulness of these essays for the 
professional economist results from the fact that the book was not written for 
him. . 

Dwicur H. PERKINS 

Harvard University 


The Rate and Pattern of Industrial Growth in Communist China. By KANG 
Cuao, Ann Arbor: University of Michigan Press, 1965. Pp. viii, 188. 
$6.75. 


How fast has Communist China's industry grown? The official statistics 
show an extremely high average annual rate of growth of 29 per cent over the 
period 1949-59. While hardly any Western scholar takes this claim seriously, 
few have inquired into the nature and limitations of the official industrial pro- 
duction index. Fewer still have provided us an independent measure of this 
rate. Professor Chao's book is & significant contribution to the study of these 
important problems. Chao's new indexes of industrial production are unques- 
tionably more meaningful than the official one. His excellent critique of the 
official index is illuminating. In addition, the wealth of data on physical out- 
put, prices, employment, wages, and productive capacity presented in this vol- 
ume should be of great use to other researchers. . 

The book consists of four main chapters. The first discusses briefly the var- 
ious formulas of production indexes. The second examines the major 
deficiencies in the way the Communist Chinese statisticians compute their in- 
dustrial production index. The third explains in detail the construction of the 
two new indexes, one including and the other excluding handicraft output. 
The fourth evaluates the new indexes, comments on the rates of growth, and 
compares them with an estimate by Liu and Yeh and with those of other 
countries. The book also contains three appendices dealing with the effects of 
industrialization and production indexes, the industrial ministries of Commu- 
nist China, and statistical tables. 

The more important results include the following: during 1949-59 industri- 
al output including handicrafts grew at an average annual rate of 21 per cent, 
as compared to the official claim of 29 per cent; the rate for factory produc- 
tion was 14 per cent, as compared to the official claim of 19 per cent over the 
period 1952-57; the annual rates of increase were rather uneven with much 
higher rates during 1949-52 and 1957-59; the subindexes for 13 industries 
show widely divergent rates of growth and, as may be expected, the producers’ 
goods industries grew much faster than the consumers’ goods industries. 

On the whole the sources and method of constructing the two new indexes 
are set forth clearly. The index of factory output, the more important of the 
two; is essentially based on output series for 74 industrial products grouped 
into 12 industries. Four of these industries are each represented by a single 
and more or less complete commodity series. For each of the other eight in- 
dustries, the output series are expressed as relatives with 1952 as base, and are 
combined in an arithmetic mean, using as weights factory or wholesale prices 
of January 1, 1952. The 12 indexes, together with the official index of gross 
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value of nonferrous metal output, are then aggregated to obtain a general 
index of industrial production, using as weights the wage bills of productive 
workers in these 13 industries. 

The quality of the new index depends on: (1) the reliability of the 74 
output series, (2) completeness of product coverage, (3) representativeness of 
the product coverage relative to the total product mix, and (4) the appro- 
priateness of the weighting system..Turning first to the weights, one finds 
that the author is on solid ground. The wage bill weights, as an approxima- 
tion to value-added weights, are conceptually far more acceptable than the 
official gross value weights. To compare the official and the new index, one can 
rewrite the official formula as £P)Qo°Q:/Q,, and Chao's formula as ZW, 
gi/Qo, where P4Qy and W, represent, respectively, the gross value and wage 
bill weights for a given industry expressed as a percentage of total weights, 
and Qji/Q, and q:/qo, respectively, the official and Chao’s output index for 
that industry. Given the two sets of weights and output indexes for 1957 with 
1952 as 100,* one can compute the TON four over-all indexes for 1957 
with 1952 as base: 


(Per cent) 


(1) Official weights combined with official output indexes 241 
(2) Chao weights combined with official output indexes : 251 
(3) Official weights combined with Chao indexes 191 
(4) Chao weights combined with Chao output indexes 196 


Interestingly, when different weights are combined with the same output 
indexes, as in cases (1) and (2), or (3) and (4), the results are fairly close. 
But when the same weights are combined with different output indexes, the 
results differ widely as in cases (1) and (3), or (2) and (4). Apparently the 
difference between the official and the new over-all index is more closely re- 
lated to differences in the two sets of output indexes for the individual indus- 
tries than to differences in the two sets of weights. 

Chao carefully considers the various possible distortions of the physical 
output data due to misreporting and mishandling. He goes further and applies 
"reliability tests" to some output series. First, a consistency check is made by 
comparing reported output with estimated output derived from technical 
input-output coefficients or capacity utilization rates and data on input or ca- 
pacity. These checks show relatively small discrepancies. Second, the technical 
coefficients and utilization rates are compared with sample means derived 
from miscellaneous data for individual plants in Communist China and with 
the coefficients and utilization rates of other countries. When they are found 
to be not "abnormally high or low," Chao concludes that the consistency 
checks become reliability checks. It seems to me that these ingenious tests are 
at best inconclusive. To begin with, numerous questions can be raised about 
the comparisons in the second step. For example, how meaningful are compar- 


*The weights and output indexes are given in, or computed from data from: Chao's 
book, pp. 12, 81, 88, 96, 139, 155; Ten Great Years, Foreign Languages Prese, Peking 1960, 
p. 92; J. P. Emerson, Nonagricultural Employment in Mainland China, U.S. Government 
Printing Office, Washington, D.C. 1965, p. 208. 
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isons between national average coefficients and sample means of different time 
periods when they may or may not remain relatively constant over time?* 
How meaningful are the international comparisons when so little is known 
about the levels of technology in different countries and particularly when 
there is no logical basis to expect similar rates of utilization of equipment in 
different countries. But even if one accepts the coefficients as reliable, two 
other conditions must be met before the consistency checks can become 
reliability checks: (a) the coefficients must be independent of the output 
statistics to be checked, and (b) the data on input or capacity, which are 
applied to the coefficients and utilization rates to derive the estimated output, 
must also be reliable. Regretfully, these crucial problems have been neglected. 

What about the product coverage of the new index? Chao compares the 
calculated gross value of industrial products included in the new index with 
the official gross value of industrial production for 1952, and concludes that 
“the fairly high ratio (74.6 per cent) of calculated gross value to official gross 
value for all industries indicates that our new indexes have a solid base so 
far as coverage is concerned” (p. 81). While I have no doubt that the degree 
of coverage is respectable, I have some reservations about the “fairly high 
ratio” of 74.6 per cent. This ratio appears to have been overstated for two 
reasons. First, the denominator of this ratio, the official gross value, is com- 
puted by the “factory-reporting method," according to which the gross values 
of certain products produced and consumed by the same enterprise (e.g., 
cotton yarn in some textile enterprises) are not counted, and therefore the 
total is necessarily lower than the sum of the gross values of all individual 
products. Second, the prices used in computing the official figures are averages 
for the third quarter of 1952, whereas those used by Chao are prices of Jan- 
uary 1, 1952. There are indications that the official prices are generally lower 
than the Chao prices. According to Chao, the “two sets of prices are drasti- 
cally different because of the nation-wide ‘Five Anti’ campaign initiated in 
mid-January of 1952 and concluded sometime in the third quarter of that 
year. . . . The first half of 1952 saw a serious drop in commodity prices in 
most urban centers in China" (p. 32). Another indication is that the prices 
used in computing the official index are factory prices, whereas Chao uses 
wholesale prices for consumers! goods and factory prices for produc- 
ers’ goods. The wholesale prices are presumably higher than factory 
prices since they include distribution costs. In at least one industry 
even the factory prices of some producers’ goods used by Chao are 
higher than the official ones.* Because of these complications the official gross 


! Six out of 12 comparisons are of this nature (pp. 69-71). One can cite statistics show- 
ing rather wide variations in some of these coefficients over time. For example, the utiliza- 
tion coefficient of open hearth furnaces, in tons per sq. meters per day, ranges from 6.67 in 
1956 to 8.21 in 1959, Hsin-hua pan-yuch-k’an (New China Semimonthly), No. 14, 1957, 
p. 146, and New China News Agency, Peking, Feb. 2, 1960. 

* Taking the output of the five products included in ferrous metal for 1952 (pp. 120-21) 
and the respective prices (p. 177), one can calculate the gross value of output for Chao’s 
ferrous metal industry at 2,430 million yuan, which is much higher than the official figure 
of 1,366 million yuan (p. 81). The difference is all the more striking if one notices that 
the official figure Includes, whereas Chao's total excludes, the gross value of iron ore. Be- 
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value and Chao’s calculated gross value are not strictly comparable. Prope! 
adjustments to place them on a comparable basis would lower the ratio o: 
Chao's calculated gross value to official gross value. 

Assuming that the author's estimate of the coverage is correct, one find: 
that for the following four industries the coverage ratio is relatively low: pe 
troleum (14 per cent), paper (22 per cent), metal processing (23 per cent) 
and daily-use commodities (24 per cent). To what extent does the undercover 
age affect the representativeness of the output indexes? Chao classifies the 
omitted products into military end-products and others. He correctly point: 
out that “as long as the growth rate for the production of military end-prod- 
ucts did not exceed the rate of growth for the metal processing industry calcu 
lated in this study, the omission of military end-products does not cause any 
understatement in our overall index” (p. 83). But what is the rate of growtl 
of the metal-processing industry? The author does not provide us a figure 
One can, however, reconstruct it from Chao's other figures. If my reconstructec 
figure is correct, this industry was not growing very fast relative to othei 
producers’ goods industries. Its average annual growth rate is 18 per cent ove 
the period 1952-57, lower than all others except those of coal and timbei 
(p. 97). According to the author's figures, the implicit output index for meta 
processing for 1957 is 232 per cent with 1952 as 100, considerably lower thar 
the 354 per cent for ferrous metal and 370 per cent for nonferrous metal. 

As for the omitted products other than military goods, the author assumes 
that the output of all these products grew at a rate equal to the lowest of the 
13 industries (ie., 6.5 per cent for textiles for.1952-57) and comes up with 
the conclusion that the omission would cause an overstatement of the over-all 
rate of growth by 1.4 percentage points. The argument depends critically upor 
the assumption of a low growth rate. The rationale of this assumption is tha: 
the Communists generally release only statistics showing rapid growth. One 
wonders if this assumption is valid for all the omitted products. Such majoi 
omitted items as iron ore, gasoline and other refined petroleum products, non 
military metal products, chemicals such as dyes and paints, nonmetallic miner- 
als such as limestone and bricks for the rapid-growing construction industry. 
and printing and publishing in all likelihood grew faster than textile output 
which had been seriously restricted by the relatively stagnant agricultura: 
production. l 

‘Chao also considers the question of new products which have not been in- 
cluded in the new index. He takes the difference between the official average 
annual rates of growth and his estimated rates for the metal processing anc 
chemical industry over the period 1952-57, assumes that half of the discrep- 
ancy is due to omission of new products and military end-products in these 
two industries, allows an understatement of the over-all rate of growth by 0.2€ 
percentage point for new products in all other industries, and concludes that 
the omission of all new goods and military end-products probably could have 





cause of this exclusion of iron ore, the author's assertion that coverage for the ferrous 
metal industry is 100 per cent is misleading. 
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caused at most an understatement of 1 percentage point in the growth rate of 
the over-all index. Again the conclusion is rather sensitive to the assumptions 
involved. How convincing the demonstration is must depend on one’s judg- 
ment as to the plausibility of the author’s assumptions. In any event, there Is 
an error here, the correction of which would yield a higher degree of under- 
statement. The estimated average annual rate of increase for the metal pro- 
cessing used in the calculation (p. 85) is taken from Table 24 (p. 97). It is 
actually that for machine building and not for metal processing. The latter is 
lower than the former, and therefore the difference between the official and es- 
timated figure should be larger than that shown on page 85. The adjusted esti- 
mate for metal processing alone would result in an understatement of the av- 
erage rate of the over-all index by about 1 percentage point. 

Despite all these reservations the new index of factory production appears 
to be quite a good one. However, as the author himself points out, the index 
for the periods before 1952 and since 1957 is of a somewhat different order, 
because of the lower quality of the statistics for these periods, relatively in- 
complete coverage, and an unknown margin of error introduced by the as- 
sumption that handicraft production in 1958 and 1959 remained the same as 
in 1957. For similar reasons, the index of handicraft output is not comparable 
to the index of factory production in quality. 

On the whole the study is meticulously documentated, and the author han- 
dles the intricate Communist statistics admirably. Yet, as is generally un- 
avoidable in any empirical study of the Chinese economy at the present stage, 
there are some misinterpretations, implicit assumptions, and omissions. Exam- 
ples: the output of cotton cloth produced in factories for 1949-55(p. 124) ac- 
tually includes some handicraft output.* The wage rates used to derive the 
weights for ferrous metal, metal processing, and textile (p. 155) are those of 
nonprivate enterprises only.’ The prices of coal and petroleum used to calcu- 
late the coverage ratios (p. 81) are not given. The price of metal cutting ma- 
chines (p. 157) is based on a statement that 3.7 tons of ferrous metals were 
used for every 10,000 yuan’s worth of metal cutting machines and tools in 
1955.9 One also wishes that there had been a list of tables and some annota- 
tions in Appendix Table C-1 to indicate which commodities are included in 
the index. 

This book is a pioneering study. It is important to realize that the short- 
comings are largely due to the meagerness of information, a matter beyond the 
power of any researcher. Moreover, these shortcomings by no means detract 
from the significance of its contributions. The main conclusions still stand. I 


* State Statistical Bureau, Wo-kuo kang-tieh, tien-li, mei-tan, chi-hsieh, fang-chih, tsao- 
chih kung-yeh ti chin-hsi (The Present and Past Conditions of Our Iron and Steel, Power, 
Coal, Machinery, Textiles, and Paper Manufacturing Industries), Statistical Publishing Co., 
1958, pp. 155, 166. 

* Ibid., pp. 32, 129, 175. 

'* Ching Lin, “The Proportional Relationship between the Iron and Steel Industry and 
the Machine Building Industry," Chi-hua ching-chi (Planned Economy), No. 9, 1957, 
p. 12. 
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have no hesitation in recommending this book to serious students of the Chi. 
nese economy. 
K. C. YEH 
Tke RAND Corporation 
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Indusirialization and Economic Development in Brazil. By WERNER BAER 
Homewood, Illinois: Richard D. Irwin, Inc., 1965. Pp. xii, 309. $8.50. 

Industrialization by import substitution, inflation and economic growth 
and the effect of rapid development on the structure of the Brazilian economy 
are the principal selected topics considered by Werner Baer in this informa 
tive and provocative monograph. In keeping with the research objectives o: 
the Economic Growth Center at Yale University which supported this study 
the book emphasizes measurable aspects of industrialization and the develop 
ment and testing of certain hypotheses about the growth process. In addition 
the author has made available in an appendix of almost 100 pages, an impres 
sive and valuable array of economic and social statistics for Brazil as well a: 
an incisive commentary on the reliability of Brazilian statistics. 

The Brazilian experience offers an unusually interesting opportunity for ex 
amining certain aspects of industrialization. From 1947 to 1961, the perioc 
studied in depth by Professor Baer, Brazil was in the top ranks of both th 
developed and underdeveloped countries in terms of over-all economic growtl 
rates (averaging 5.8 per cent per year), in terms of rate of expansion in in 
dustrial output (9.6 per cent) and in terms of inflation. Over the period, price 
levels rose by an average of about 20 per cent annually—as measured by thi 
cost of living index for Rio de Janeiro—with increases as high as 40 per cen 
in some years. Subsequent to the period studied by Baer, the same inde: 
showed even greater increases—52 per cent in 1962, 71 per cent in 1963, an 
a rate in early 1964 that might have reached 144 per cent on an annual basi 
if a change in government had not occurred. 

The purpose of the study, according to the author, is to examine the proces 
of Brazil's industrialization and some of its effects on different sectors of th 
economy. As background for his analysis of the 1947-61 period, Baer firs 
presents a brief overview of Brazil's physical setting and historical trends. / 
second chapter provides a sketchy summary of industrialization attempts prio 
to World War II. The third chapter tells of the sustained industrializatio! 
effort since World War II from the standpoint of policies and the resultin; 
changes in economic structure and over-all rates of growth. The background i 
completed by a description of Brazilian policy-making institutions. 

The most impressive contribution of this study begins in Chapter 5 with ai 
examination of the sources for financing Brazil’s industrialization, and the rol 
of inflation. The next chapter examines the linkages through which Brazil’ 
industrialization spread and develops an explanation for Brazil’s low incre 
mental capital-output ratio. À final topic is the question of imbalances; in pat 
ticular, the imbalance between agriculture and industry, and regional dispari 
ties. An epilogue comments briefly on the drastic changes in political leader 
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ship and economic policy which were initiated in April 1964, after the over- 
throw of President Goulart. l 

On the role of inflation, Baer concludes that “it is difficult to notice any 
drastic misallocation of resources directly attributable to inflation” (p. 132). 
And he goes further to suggest that “some part of the Brazilian inflation con- 
tributed to the real growth of the country through its forced savings aspect” 
(p. 134) and not necessarily at the cost of lower living standards. 

Another interesting aspect of the Brazilian experience emphasized by this 
study is that Brazil achieved its record. of industrialization and growth with- 
out comprehensive economic planning and without any real attempt to be se- 
lective in the choice of industries to be substituted. And Baer concludes that 
‘it is open to question whether a more selective industrialization policy along 
the line of the greatest potential comparative advantage could have led the 
country to growth rates as high as the ones that actually occurred" (p. 193). 

The treatment of imbalances and bottlenecks is selective and relatively 
weak. In the case of agriculture, relatively little field research had been under- 
taken in Brazil until recently, and as Baer points out in his statistical appen- 
dix (p. 210), the agricultural data “are not very reliable.” In the absence of 
good information, Baer’s analysis heavily reflects the pessimism concerning 
agricultural change and the great emphasis on the need for land reform char- 
acteristic of much professional and political opinion in Brazil. Since Baer 
completed his study, there are indications that extensive field research recently 
undertaken by Professor William Nichols and Dr. Ruy Miller Paiva may 
present a more optimistic picture of agricultural progress than has generally 
been accepted in Brazil. 

The analysis of regional imbalances by Baer can also be questioned. He 
seems to accept the traditional view that rapid growth and industrialization 
accentuate regional inequalities. However, he neglects two important elements. 
First, he does not recognize that a new trend toward a narrowing of the re- 
gional disparities between the Northeast and the South began in 1955, even 
though this trend is apparent in his Table 7-7 (p. 170). Second, he limits his 
analysis of regional disparities to the transmission of growth from one region 
to another through movements of goods, capital, and labor. A crucial factor 
not considered is the differential effect of external international market forces. 
Since 1955, the gap between the Northeast and the South has been narrowing 
because of favorable international markets for the principal export products of 
the Northeast, namely, sugar, cotton, and sisal. In contrast, the expansion of 
the South was slowed down by a deterioration in the international market for 
its principal export product—coffee. 

This is a relatively short monograph—aside from the extensive and excel- 
lent statistical contributions in the text and appendix—for covering such a 
large subject as the process of industrialization. Consequently, it should not 
be unfair to characterize the study as an analysis of selected issues with em- 
phasis on the measurement of what has occurred in Brazil rather than on why 
the industrialization effort was so successful. For example, Brazil's industriali- 
zation was based almost completely on private enterprise, both domestic and 
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foreign. What explains the vigorous response by Brazilian entrepreneurs in a 
situation where the weakness of domestic entrepreneurship has generally been 
emphasized? Why did foreign private enterprise respond so effectively to the 
incentives when “everyone knows” that continuing rapid inflation and consid- 
erable political instability, which prevailed in Brazil even before the 1961 cri- 
sis, are anathema to the foreign investor? Baer has provided an excellent foun- 
dation for such further studies of the dynamic forces underlying the industri- 
alization process. ! 
STEFAN H. Rosock 
Indiana University 


Essays on the Chilean Economy. By Markos MAMALAKIS AND CLARK W. 
REYNOLDS. Homewood, Illinois: Richard D. Irwin, 1965. Pp. xxii, 409. 
$8.50. 


Two of the most important economic problems facing developing Chile are 
examined in the essays which make up this work. Markos Mamalakis discuss- 
es the sectoral impact of the Chilean inflation and the accompanying complex 
network of government decisions in his “Public Policy and Sectoral Develop- 
ment—A Case Study of Chile 1940-1958.” The study by Clark Reynolds, 
“Development Problems of an Export Economy: The Case of Chile and Cop- 
per," part of which appeared about three years ago in this Review, focuses on 
the copper industry, a capital-intensive, foreign-owned enclave which has been 
the target of divergent analyses. 

Both men center their analyses around concepts which, if not completely 
original, have not been previously applied to Chile. Mamalakis explores the 
causes and effects of the inflation in terms of “sectoral clashes,” defined as 
“the excessive and administered antagonism and struggle for maximum privi- 
leges and advantages between an economy's sectors" (p. 5). These clashes re- 
sulted in government policies favoring industry, suppressing agriculture and 
mining, and remaining neutral toward construction and services. 

Reynolds, in asking the basic question about benefits conferred on the Chil- 
ean economy by the copper mining companies, turns to a ratio he calls “re- 
turned value." Recognizing that the primary sources of benefits stem from 
expenditures in Chile on wages, locally purchased supplies, and taxes, Rey- 
nolds calculates a ratio of these local expenditures to value of production. The 
higher this ratio of returned value, the greater will be the participation of the 
. export sector within the domestic economy. 

Noting the basis for his findings in a 35-page statistical appendix, Reynolds 
documents the growth of productivity in Chilean copper mining, the more 
rapid growth of returned value, and the even faster growth of the govern- 
ment's share of returned value. Yet mining failed to serve as a leading sector 
to propel the rest of the economy out of its widely noted four-decade-old stag- 
nation. Reynolds places much of the blame for this failure on government, 
which despite its increasing share did not invest copper tax revenues but rath- 
er used them for its expenditures on current operations. À valuable source of 
potential growth was thereby wasted largely on an expansion of the bureau- 
cracy, whose contribution to growth was minimal. 
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One of the many values of Reynold’s essay is the extent to which disaggre- 
gation enables the reader to follow the economic forces impinging separately 
on the three companies mining copper in Chile. Each of them used a different 
mining process and each, as a result, was faced by different cost conditions. 
The web of government regulation, too, affected each of the companies in a 
distinct fashion, and this in turn was reflected in their respective investment 
decisions. The panorama involving labor costs and labor unions, multiple ex- 
change rates, differential tax treatments, and rates of return on investment are 
skillfully woven into a framework of analysis which will have value not only 
for development economists, but also for those concerned with industrial orga- 
nization and fiscal policy. 

The Mamalakis essay, considerably broader in scope, finds the same villain 
responsible for the Chilean economic stagnation. Chile represents “an instance 
of unequal sectoral treatment by government in an originally export-oriented 
economy and a case of intervention which did not succeed in establishing con- 
tinuous and rapid growth” (p. 171). Favorable government treatment for in- 
dustrial enterprises, coupled with price ceilings and subsidized competing im- 
ports in agriculture, shifted the relative rates of return in these sectors and led 
to the neglect of agriculture. This view contrasts with that of the structuralist 
school on inflation, which blames agriculture’s torpor on a landed gentry unre- 
sponsive to profit incentives, The Mamalakis analysis shows that in those few 
agricultural sectors where profits were high, production increased dramatically. 

_ Two flaws mar the imaginative set of conjectures exposited by Mamalakis. 
The first involves a somewhat heroic generalization. The stagnation in agricul- 
ture and the growth of consumer-goods manufacturing depended on the rela- 
tive rates of return in these fields. Convincing empirical evidence about factors 
influencing these rates is adduced in support of the assertion. On the other 
hand, in the capital-goods sector, we may simply infer from the absence of 
production, says Mamalakis, that rates of return were low. Additional evi- 
dence on this point would not be at all remiss; as it stands now, the generali- 
zation of the rate-of-return hypothesis to cover this sector calls for a consider- 
able amount of faith on the part of the reader. 

The other aspect of the essay provoking some concern is Mamalakis’ use of 
statistics. The empirical testing of his provocative hypotheses depends on the 
reliability of the sectorally disaggregated national income accounts. Despite 
Howard Ellis’ praise in the book’s foreword of the “range and quality of 
[Chile's] statistical information," Mamalakis asks his numbers, derived large- 
ly from dated secondary and English-language sources, to do more than they 
can. He fearlessly uses data from the national accounts which have undergone 
substantial revision even during the period prior to the book's publication. 

These pedestrian details do not detract substantially from the refreshing 
view Mamalakis has provided on a subject which I, for one, had thought to be 
exhausted in the literature. Together with the essay by Reynolds, this book 
will be a standard source not only for Chilean economists, but also for any 
student of export-oriented and inflation-prone economies. 

. Bruce HERRICK 

University of California, Los Angeles 
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Studies in Economic Problems—A Collection of Seminar Papers of the De- 
partment of Economics, Calcutta University. Edited by S. K. Basu. New 
York: Asia Publishing House; Taplinger, distributor, 1965. Pp. v, 256. 
$12.00. 

This volume consists of 19 essays by 14 authors. Virtually all of the essays 
deal with some aspect or other of the Indian economy. One wonders why this 
collection was ever published. Of course, the dust jacket refers to “the pene- 
trating analysis, supported by figures, and the originality displayed by each 
author. . . ." The reverse would be a generally more apt description. Apart 
from everything else, no essay was written after 1961. Many of the problems 
are no longer of substantive interest, and the data are invariably badly out- 
dated. 

Morris Davi» Morris 

University of Washington 


The Structure of the Slovenian Economy, 1848-1963. By Toussaint Hoce- 
VAR. New York: Studia Slovenica, 1965. Pp. 277. $7.00; paper, $5.00. 


This book by Toussaint Hocevar is an economic history of Slovenia from 
the time it was part of the Hapsburg Empire to its present status as a republic 
in the multination state of Yugoslavia. Spanning more than a century of polit- 
ical and social change, Hocevar's book also provides useful insights into the 
broader processes of economic development. The author's judgement that self- 
sustaining growth required an endogenous supply of entrepreneurs, skilled 
labor, and capital is supported by his observation that, under Hapsburg rule, 
Slovenian economic process was retarded by a lack of social and economic mo- 
bility resulting from ethnic division along class lines. Related to this discus- 
sion is Hocevar’s hypothesis that economic development presupposes “‘ethni- 
cally conforming institutions," in which the use of a common language is the 
fundamental criterion of ethnic conformity. 

The study is divided chronologically into three parts. The first of these, 
which describes the era preceding World War I, begins in the preindustrial 
1840's with the awakening of nationalism in Germany and the Hapsburg Em- 
pire. Developments following Slovenia's industrialization with the help of out- 
side entrepreneurs and capital include agricultural advances, demographic 
changes, and the rise of Slovenian nationalism, with which the growth of en- 
dogenous financial institutions was closely associated. Chapter 5 concludes 
Part I with a consideration of “Ethnicity and Economic Development," the 
central theme of the study. 

Part II is concerned with the interwar period, the inclusion of Slovenia in 
the multination-state Yugoslavia, the growth of industry, agriculture, and 
business, and the evolution of new socioeconomic and political institutions on 
an ethnic basis. In Part IIT, which deals with Socialist Yugoslavia in the post- 
war era, the author examines the consequences of socialism for agriculture and 
industry, and discusses the role of Slovenia within a multination state. 

A wealth of historic information concerning Slovenia's industrial growth is 
presented, starting with the establishment of social overhead capital in the 
form of railroads, coal and steel industries, and hydroelectric power. Subse- 
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quent developments include a gradual shift in emphasis from basic industries 
to the manufacture of more sophisticated products and a rise in the 
significance of service industries. 

The role of agriculture in Slovenia's economic development is also appropri- 
ately emphasized. With the abolition of the feudal system in land tenure in 
1848, peasants began to respond to the incentives of an increasingly monetary 
economy which encourages modernization and intensification of farming meth- 
ods. New markets for farm products followed urbanization, improved trans- 
portation, and the liberalization of trade, while an expanding industrial com- 
plex absorbed some of the oversupply of farm labor. 

Economic development in Slovenia, as elsewhere, was accompanied by a dis- 
ruption of traditional patterns of living, particularly among the peasants. 
Similar to the experience of the United States and Western Europe, rural- 
urban migration in Slovenia tended to swell during prosperity and to subside 
during periods of depression. Economic progress was frequently interrupted 
when business depressions which originated in more highly developed coun- 
tries were transmitted to less developed economies via foreign trade. Agricul- 
ture in Slovenia also suffered when farm prices fell during the latter part of 
the nineteenth century under the impact of growing wheat supplies from 
North America and Russia. 

In the decade 1891-1900, emigration from Slovenia rose to over two-thirds of 
the natural increase in population. Hocevar's view that this represented a re- 
grettable loss of manpower and investment in human resources does not take 
account of the possibility that, without a sufficiently broad industrial base, 
emigration may actually contribute to economic development by reducing 
population pressures on limited natural resources. 

Following World War II, when Slovenia had been a part of Yugoslavia for 
a quarter of a century, a complete revamping of social, economic, and political 
institutions took place under socialism. The new regime, after making an un- 
successful attempt to concentrate decision-making authority in Belgrade, was 
unable or unwilling to impose the police-state methods of the Stalin era on its 
people, and reluctantly resolved to decentralize. The complete reversal of 
farm-collectivization policies which followed may be viewed as a victory for 
peasant individualism and a defeat for the Communist rulers. 

Despite these setbacks for the regime, economic progress under socialism 
has been significant. Production has increased through ruthless exploitation of 
natural resources, continuous operation of the industrial plant, and foreign 
loans. Slovenia, the most developed area of Yugoslavia, has been called upon 
to contribute a vastly disproportionate share to the national economy via 
large-scale transfers of capital to other Yugoslavian regions. 

Hocevar contends that such redistribution of income among nations in a 
multination state should be severely restricted if not eliminated, both on ethi- 
cal grounds and “because large-scale transfer of income from Slovenia reduces 
her potential product by more than it increases the product in the region 
which is the beneficiary of income transfer." He suggests that, instead of re- 
tarding the development of Slovenia in this fashion, the central government 
should seek massive foreign aid to raise and maintain consumption and social 
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standards in less developed areas at levels comparable to those in the more de- 
veloped regions. It seems questionable, however, that his recommendation 
would be accepted either by the Belgrade government or by potential donors 
of foreign aid, for the redistribution of income within a sovereign nation is ac- 
cepted practice in many countries and is subject, as often as not, to political 
rather than to cost-benefit considerations. 

Hocevar’s book makes a valuable contribution by bringing together an 
‘abundance of source material on the economic history of Slovenia which is 
otherwise not readily accessible. His thesis, which points to ethnicity or na- 
tionalism as a potentially constructive force in economic development, merits 
thoughtful examination. His position would have been strengthened by a con- 
sideration of the works of Rostow, Myrdal, and others who emphasize the role 
of emerging nationalism in economic development. Although Hocevar does not 
generalize from his findings, his discussion may have useful implications for 
studying the problems of economic, social, and political integration in other 
ethnically diverse countries such as Belgium and Canada, and in potential su- 
pranational entities such as the European Common Market. Hocevar’s study 
is a sharply focused, scholarly work on the economic history of Slovenia and 
an investigation of some of the key factors in Slovenian economic develop- 
ment. 

H. W. BAUMGARTNER 

State University College, Oneonta, New York 


Das Wachstum der deutschen Wirtschaft sett der Mitte des 19. Jahrhunderts, 
By WALTHER G. HOFFMANN WITH FRANZ GRUMBACH AND HELMUT 
Hesse. Berlin, Heidelberg, New York: Springer Verlag, 1965. Pp. xxvi, 
842. DM 138.00. 


In August, 1965, Professor Hoffmann published a detailed account of the 
growth of the German economy since the middle of the nineteenth century. 
This monumental work is the most comprehensive empirical study to date of 
long-run German economic growth. The preparation of this study took several 
years and occupied more than a dozen co-workers. The effort was worthwhile. 
Hoffmann’s work, which is 842 pages long and contains 26 graphs and 325 ta- 
bles, fills gaps in our information which have until now dismayed many a stu- 
dent interested in the long-run development of the German economy. The bulk 
of existing statistical information on the growth process has now been col- 
lected in one volume. 

Some of the data presented in the book, most of which are time series, go as 
far back as 1817, For the years before 1871 statistical information available 
on the area of the Reich as a whole is poor. To establish time series for the ear- 
lier period required a very close study of the statistics published by the statis- 
tical offices of the various independent German states which existed before 
1871. Needless to say, until now these scattered data were either not accessi- 
ble to most research workers, or they were useless without an intimate knowl- 
edge of the contemporary political and institutional structure, 

Primary statistics which were collected in the nineteenth century, and for 
that matter during much of the first part of this century, give useful informa- 
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tion for a variety of purposes, yet they are generally of little use for modern 
growth analysis. The necessary raw material for the latter are time series on 
aggregate output, employed labor, and productive capital. These series are 
now available. They were established for the economy of the Reich as well as 
for different sectors. For the period after World War II, the series refers to the 
area of West Germany. East Germany is unfortunately not included in the 
study. 

The extension of the study into the 1950's provided a convenient check on 
the methodology employed in transforming 19th century primary data into 
time series useful for growth analysis. The derived time series for post-1948 
can be compared with official time series. It was found that the two sets of 
data are both consistent and similar, which is reassuring. However, the au- 
thors advise the use of official West German data and not the series given in 
this volume for postwar studies. 

The book falls into two parts. The first, consisting of 165 pages, summa- 
rizes the main results of the study. Among the-topics discussed are the origin 
of national product, population growth, employment, and labor productivity. 
Other topics are the growth of the capital stock, technological progress, pro- 
duction in different sectors of the economy, income distribution, and the use of 
the national product. The first part ends with an investigation of the develop- 
ment of foreign trade. À final section is devoted to a comparison of different 
long-run national income estimates for the German economy. 

'The second part of the book provides a finer breakdown of the aggregates 
analyzed in Part I. The data on the capital stock are very detailed. There are 
remarkably good data on changes in the structure of consumption, the agricul- 
tural sector,-as well as on some industrial sectors. Students of public finance 
can find time series on the long-run growth of public expenditures, while those 
interested in investment financing are provided with detailed data on the as- 
sets and liabilities of different types of financial institutions. There is a long- 
run series on currency in circulation. A long-run series for the total money 
supply, for which many readers may look, could, however, not be established. 

What are the most important findings of this study? The primary intent of 
the authors was to compile data on the progress of long-run economic growth. 
In this they fully succeeded. There is indeed a mountain of data waiting for 
further evaluation. From what the authors themselves have analyzed, the fol- 
lowing over-all picture emerges. 

In 1913 constant prices the net social product increased annually by 2.6 per 
cent between 1850 and 1913, and 2.8 per cent between 1872 and 1913. (This 
compares with an annual increase of 6.6 per cent for West Germany between 
1950 and 1959.) Population increased after 1820 from .8 per cent to 1.4 per 
cent. If we assume that the average population increase was around 1 per 
cent, the long-run increase in real per capita social product was 1.8 per cent 
before 1913. It is not possible to give a detailed account of the many underly- 
ing structural, institutional, social, and technological changes influencing this 
expansion within the compass of a review. The interested reader will find 
abundant material on this in various chapters. 

The growth rates cited above reflect rapid capital formation (the capital 
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stock in 1913 constant prices increased 3.1 per cent annually between 1852 
and 1913, and 8.3 per cent between 1950 and 1959) and a considerable ability 
to innovate and apply new technologies. One may also observe another impor- 
tant feature of the growth process, According to this study, labor productivity 
per hour worked rose 1.8 per cent per annum over the period 1850-1913. Yet 
from Gerhard Bry’s 1960 National Bureau study of wages in Germany, one 
can estimate that real wages in industry (certainly the highest-paid sec- 
tor) rose on the average, at most, 1 per cent per annum during the period 1871 
and 1913. The rate was presumably less for the whole period 1850-1913. The 
German takeoff into economic growth was thus accompanied by a serious lag 
in real wages, something which was witnessed again in the first phase of West 
German economic growth after 1948. This study finds (p. 87) that, using a 
wider definition of labor income than official West German statistics, the labor 
share in income fell in both periods. This will explain part of the high rate of 
capital formation and the ability to implement new technologies quickly. 
There remain however a number of puzzles to be solved. 

Never before in German history has economic growth been so rapid as that 
in West Germany after the last war—and, we may add, also in East Germany, 
though there under a different order. There must have been some kind of 
breakthrough to overcome a low level 2:6 per cent (and in the interwar period 
even lower) real growth rate. A number of explanations have been offered for 
this. Some authors have given as a reason for West Germany's economic re- 
vival and growth the return to a free-market system, others the full integra- 
tion into the world market, and again others—among them this reviewer in a 
recent book— public policy with respect to the volume and structure of capital 
formation. The reader of this study is left to wonder what Hoffmann might 
have to say— perhaps in another book—on this challenging subiect. 

In view of the importance of this book the reviewer hopes that it might be 
possible for the authors to produce a special, separate summary of the sources 
used in this study and, in particular, a description of the methods of deriva- 
tion of the time series. This would greatly enhance further research. Further, 
for the benefit of English-speaking economists, an English edition would be 
very desirable. 

All in all, this book is a major contribution to the understanding of the 
long-run economic growth of an important industrial country. For this work 
the economic profession will be thankful to Professor Hoffmann. 

Kart W. RosKAMP 

Wayne State University 
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Toward Income Equality in Norway. By Ler Sorrow. Madison and Milwau- 
kee: The University of Wisconsin Press, 1965. Pp. xviii, 155. $10.00. 
This book is a bold and imaginative exploration of a fantastically rich body 
of data for the study of the size distribution of income. 
The basic source materials consist of annual assessment books of eight Nor- 
wegian towns ranging in population in 1960 from 2,000 to 28,000. The books 
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contained each resident’s name, address, vocation, income, and wealth. Four 
of the towns were in a county marked by rapid population growth and in- 
dustrialization during the past century (Ostfold) and the other four from a 
county with slower growth and less industrialization (Vest-Agder). Stratified 
samples of at least 40 male names including all of the upper tenth of income 
earners were generally taken for each town in each of the 15 years selected 
for study by the author within the period 1840 to 1960 (although there were 
missing cells because many books for the 19th century dates were lost). There 
were, of course, a number of data problems such as changes in the definition 
of income and under- and overreporting of incomes which appear to have 
been handled in a careful, thorough, and judicious manner. The Gini con- 
centration ratio ( equivalent to the arithmetic mean difference between in- 
comes for all pairs of individuals) is the measure of inequality mainly em- 
ployed in the study. 

Professor Soltow uses these materials and this measure to study the long- 
run trend in the distribution of income in the eight cities (both in over-all 
terms and for specific income groups), the relationship between wealth and 
income changes, lifetime income distributions, the relation of sociopolitical 
changes to the income distribution, and the redistributional effects of public 
finance. 

The evidence points to a sharp decline in inequality. Much of the decline 
had occurred by the turn of the century; city concentration ratios of around 
0.60 and 0.70 in 1840, 1845, and 1855 had been replaced by ratios of around 
0.40, and in Sarpsborg, the Ostfold city with the greatest population growth 
and industrialization, the ratio was less than 0.30. The Great Depression caused 
inequality to rise but the downward trend was resumed after the war and 
by 1960 the concentration ratio was around 0.30 for seven of the cities, and 
a little over 0.40 in the eighth. 

An important issue about which little is said concerns the extent to which 
these findings relating to eight towns may be applied to all of Norway. At one 
point at least (p. 61) the author suggests that the findings may be generalized 
in this way, and this does not on the whole seem implausible to the reviewer. 
However, there are important sectors omitted from the study. About 6/7 of 
the Norwegian population was rural in 1865 and 2/3 was rural in 1960! 
(although only 1/4 of the rural labor force was engaged in agriculture). Also, 
Oslo, to which the author makes no reference, included about 1/6 of Norway's 
urban population at the beginning of the period and 2/5 at the end. 

The author delves into the history of the country and the individual towns 
to try to find the reasons for the decrease in inequality. He concludes that the 
important factors included (1) the breakdown of monopoly positions (partic- 
ularly with the end of mercantilist restrictions); (2) the weakening of the 
influence of property incomes as property ownership became more dispersed, 
more public, and less lucrative, at least with respect to rents and interest pay- 


*A question about the behavior of the concentration ratio in the rural population is 
raised by the lack of any decline in inequality between 1900 and 1950 (the terminal years 
for which data are available) in the town of Farsund, which in size, growth, and occupa- 
tional distribution may be closer to the rural areas than the other cities. 
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‘ments; (3) a diminution in seasonal unemployment due to a decline in the rel- 
ative importance of the timber and shipping industries with the rise of factory 
employment; (4) public policies such as transfer payments, progressive taxes, 
and full employment; (5) increasing equality in educational opportunity; and 
(6) reduced differentials for ability. 

The data enabled the author to explore a variety of other interesting mat- 
ters. In a study of specific income groups, based on Sarpsborg data, he shows 
that income dispersion declines sharply when the two bottom tenths and the 
top tenth of the distribution are eliminated, but remains relatively constant 
when further layers of the distribution are peeled away. Over time, the mean 
incomes of the top tenth dropped from 5 times the over-all mean income in 
1855 to 2.5 times in 1960. The author finds, however, that even for the middle 
classes (from the 20th to the 80th percentile) the redistribution effect was not 
as important as the growth effect; their percentage gain in relative income was 
only about half of the over-all rate of growth in real per capita income. The 
inequality within the top tenth has not tended to diminish and, relative to in- 
equality within other tenths, it has increased. 

One chapter is devoted to a study of the relation between wealth and in- 
come for 439 men in one city who were between 55 and 64 years of age in 
1960 and for whom income data for 1930, 1938, 1950, and income and wealth 
data for 1960 were available. When 1960 wealth is regressed against the in- 
comes for each of the four years, the coefficient for 1960 is, as would be ex- 
pected, larger than that for the earlier years, but not overwhelmingly so. The 
author estimates that the elimination of the above-average wealth of the top 
tenth of the income distribution (which had 45 per cent of total wealth and 24 
per cent of total income) would reduce the 1960 concentration ratio for the 
group under study from 0.243 to 0.188. 

Through the device of transition matrices using a 2 "7X 2 cross-classification 
table, the author estimates that only small increases in inequality would occur 
if the relationship between father's 1930 income and son's 1960 income per- 
sisted through time for many’generations. On the other hand, the persistence 
of changes for a given group of men as they grew older would in itself tend to 
produce marked increases in inequality. 

For his study of lifetime income changes the author was able to analyze. in- 
come data for every other year from 1928 to 1938 and from 1948 to 1960 for 
121 men who were 55, 60, and 64 years old in 1960. He finds that the concen- 
tration ratio declines from the average annual ratio by 4.4 per cent when the 
accounting period is extended from the first year alone to the first two years, 
by 10.3 per cent when the first three years are included, and by 26.9 per cent 
when all the years are combined. These changes are somewhat larger than the 
reviewer found in an earlier examination of longer-than-one-year distributions 
for Delaware, Wisconsin, the United States, and the United Kingdom, but 
differences in places and methods could easily account for this. 

The author is continually conscious of the relevance of the income distribu- 


> Actually, wealth data were available for only 325 of the men. 
* Structure of Income, pp. 268-79. 
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tion to the functioning of the economy and the society at large. He concerns 
himself at a number of points with the impact of the changes in inequality on 
saving and investment and thus on economic growth. Among his more impor- 
tant findings here is that the increase in equality did not come at the expense 
of high investment. The fraction of gross product invested in Norway has 
been very high relative to the investment ratio of other countries owing to a 
policy of high taxation and ‘high public investment. The increase in public 
capital has been almost as large as the rise in private capital. The Norwegian 
tax system is in general much more progressive than that of the United States. 

Not all of the author’s efforts at explanation seem felicitous to this reviewer. 
For one thing, Soltow attempts to explain the impact of the economic changes 
outlined above in terms of Rostow’s stages of growth, using Rostow’s dates for 
Sweden. Both the movement of the concentration ratio over time and the 
timing of the economic changes make this a rather unconvincing exercise. Sev- 
eral different sets of “distinct periods” could be justified as easily as those se- 
lected by the author from the chart showing the movement of the concentra- 
tion ratios over time, and a number of changes assigned to one period or an- 
other (e.g., welfare legislation) really occurred over two or more "periods." 

Secondly, he regresses the concentration ratio against city size and finds less 
inequality in larger cities and greater decreases in inequality in faster-growing 
cities, His explanation is that high incomes tend to be diluted by an increase 
in the number of incomes. This is a far from adequate explanation and is not 
necessarily correct even on a mechanical level. The concentration ratio is like- 
ly to decline when new incomes are added that are within the existing range of 
incomes and to rise when the new incomes are above or below the existing 
range. Immigrants might conceivably be accepting incomes lower than those 
commonly paid to natives, and if this were the only factor at work, inequality 
might rise.* 

Third, the author regresses the concentration ratio against an “occupation 
index" derived by assigning arbitrary values to different occupations, such as 
one to artisans and five to factory workers. The regression coefficient is highly 
significant (though here as in most of his other regressions the author fails to 
give us the correlation coefficients), but it is difficult to assign any meaning to 
the index. One wonders why he did not regress the concentration ratio against 
some more general and less arbitrary indicator of economic development, such 
as some measure of real income. 

Finally the author is inclined to regard his measure of income dispersion as 
a measure of the amount of incentive in the economy; the diminution in in- 
equality, it is implied, has reduced incentives, pari passu. Of course, some dis- 
persion of income is necessary to maintain incentives but there is no reason 
to suppose that changes in the size of pecuniary incentives can be gauged di- 


“Incidentally, the rise in the concentration ratio for Vest-Agder County from 0.567 in 
1840 to 0.732 in 1845 raises a question about the author's rejection (pp. 45-46) of Kuznets’ 
speculation about an early stage of increasing inequality. Also the effect of the shift from 
the rural to the urban sector, which is not reflected in Soltow’s inequality measures, was 
an important factor in leading Kuznets to suggest that inequality might increase before it 
declined. 
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rectly from the changes in dispersion. This is not, of course, to dispute the au- 
thor’s finding that the growth in equality in Norway has been associated with 
sharply reduced age and skill differentials. 

However, the positive virtues of Soltow’s volume far outweigh these criti- 
cisms. His book provides valuable insights into the associations between in- 
come distribution and economic growth. Our knowledge of these relations can 
grow only through further work like this, which will include the rural sector of 
Norway, and Oslo, and beyond this other countries. Meanwhile we have here 
an important contribution to the study of income distribution. : 

InviNc B. KRAVI 

University of Pennsylvania 


Supply and Costs in the U.S. Petroleum Industry—Two Econometric Studies. 
By FRANKLIN M. FisHer. Baltimore: Johns Hopkins Press for Resources 
for the Future, Inc., 1964. Pp. xiii, 177. $5.00. 


In this volume, Professor Fisher reports results from two imaginative em- 
pirical studies which he made of costs in the U.S. petroleum industry. The 
first concerns the relation between petroleum well-head prices and the number 
of new wildcat wells, the success ratio in wildcat drilling, and the average size 
of new discoveries. The second considers the relationship between drilling cost 
and well depth. Both studies are excellent examples of insightful, balanced, 
econometric analysis in which very crude data end up supporting a plausible 
set of hypotheses about the petroleum industry. 

The principal conclusion in the first study is that although the price elastic- 
ity of wildcat drilling is quite high, 2.85, the price elasticity of the total vol- 
ume of new discoveries is only about 0.31. The average size of a new discovery 
in a successful wildcat declines when prices rise, and the success ratio, the 
ratio of productive wells to total wells drilled, may also fall. While the the- 
oretical explanation for these results is very similar to Ricardo’s extensive 
margin, Fisher's empirical estimates are interesting. 

Are the estimates reliable? Fisher's data consist of annual observations on 
each of the five national petroleum districts during the period 1946-55. Each 
of the three dependent variables is related to a deflated well-head price, geo- 
physical and core-drilling time, average discoveries of natural gas, lagged val- 
ues of the success ratio, the size of new oil discoveries, and drilling depth and 
dummy variables. Sampling across districts as well as over time is a conve- 
nient device for increasing the number of observations; well-head prices ap- 
parently vary considerably across districts on a given date. À minor shortcom- 
ing of this study is that Fisher neglected to display the small volume of data 
which he examines. 

His analysis requires an assumption that intertemporal and interdistrict 
price variations are similar in their effect upon wildcat drilling and new dis- 
coveries. Fisher states that he is primarily interested in “long run" responses, 
although he declines to explain what long run means or why they should be 
interesting. From a policy point of view I would prefer to know how price 
changes will affect wildcat drilling during the next year or two, not in the dis- 
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tant future. Whether or not short-term predictions are necessary for policy, he 
concludes that sampling across districts on a given date tends to overstate es- 
timates of long-run price effects. 

In addition he uses lagged values of the success ratio, size of new discov- 
eries, and drilling depth to take into account “district effects.” (For some rea- 
son lagged new wildcats were ignored.) Lagged variables were also intended to 
measure “the underlying process which determines prospect characteristics and 
as indications of what wildcatters can expect, they have economic influences" 
(p. 21). The use of lagged endogenous variables will yield biased estimates of 
parameters if residuals are not serially independent. There can be little doubt 
that his residuals pertaining to a district will exhibit positive autocorrelation. 

He also reports an attempt to allow for district effects with dummy vari- 
ables, but does not publish the estimated equations on the grounds that they 
"make results strictly applicable only to the short run...” [and] “... the 
equations already presented may be taken to contain the most valid results" 
(p. 32). When dummy variables are included, the price elasticity of new wild- 
cats falls to 1.5, which remains significant although all standard errors rise. 
Readers should be given the opportunity to decide which equations contain 
the most valid results. 

The second study, concerning the relationship between drilling costs and 
depth, attempts to (1) estimate an obviously critical cost relationship in the 
petroleum industry, (2) determine how technological change affected this rela- 
tionship over a four-year period, and (3) apply nonlinear estimation tech- 
niques. The basic structural equation is: 


Y = K(e** — 1), 


where X is the depth of the well in feet and Y measures cost per well 
in dollars (excluding overhead). Fisher's estimates suggest that (1) for a 
large number of drilling areas, costs at least double every 3500 feet, (2) tech- 
nological improvements have more than offset any tendency towards dimin- 
ishing returns in drilling and were particularly favorable.to shallow wells, and 
(3) his nonlinear function fits the data well. 

His data are from the 1955, 1956, and 1959 Toint Association Surveys of 
Drilling Costs. The function was fitted for each of a number of drilling areas. 
Apparently to prevent disclosure, these surveys could only be used in a very 
condensed form; a maximum of nine points was available for fitting any 
curve. Nevertheless, the approach and results are suggestive and should stimu- 
late more work in this area. 

In conclusion, it is easy to agree with the author that econometric analysis 
of trade association data should help when evaluating policy questions. How- 
ever, crude data can at best provide weak evidence for such questions. Stu- 
dents of the petroleum industry can seriously challenge and refine Fisher's 
conclusions only by applying a similarly imaginative approach to better data. 

DoNALD HESTER 

Yale University 
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Le cottt de la vie à Paris de 1840 à 1954. By JEANNE SrNGER-K ÉREL. Paris: 
Librairie Armand Colin, 1961. Pp. 560, 

The title The Cost of Living in Paris from 1840 to 1954 seems to suggest 
an important but dull book, boringly loaded with statistics. Perhaps the 
following thoughts offer some comfort in approaching this 560-page book. 
To the extent that the cost of living in Paris is (or was) representative of 
the French cost of living, such a study would be of crucial importance to 
those wishing to study the process of French growth. The cost-of-living in- 
dex of major cities is used as a price deflator for many a developing coun- 
try. Numerous economists may find such indices useful. Some may be in- 
terested in French growth per se, others in testing the hypothesis “history 
repeats itself” in the context of a comparison between past French growth 
and present developing countries’ economic change. 

The book is well organized, a marked quality in such an endeavor. This at- 
tribute will make the book easily usable by the non-French-speaking research- 
er, and its main use will be as a statistical handbook. The first six chapters 
report the existing indices for various subperiods within the whole period and 
compare them with foreign indices. Then the methodology is discussed. In the 
two following chapters the indices are given, and their movements are com- 
pared with indices estimated from other sources. Then follows a study of indi- 
vidual items composing the whole. A chapter on the relative variations of 
prices within the whole ends Part I. The rest of the study incorporates four 
annexes. Annexes I to III cover notes, and Annex IV gives the data for the in- 
dices themselves. The care, precision, and conciseness with which the study is 
handled are highly commendable. 

Familiarity with Chinese ghost stories might help sustain one’s patience 
while exploring the maze of difficulties raised by index numbers. The Bureau 
of Labor Statistics’ definition of the cost-of-living index is “. . . (in such an 
index) we would try to measure the changes in the cost of an equivalent mar- 
ket basket of goods and services whereas in a price index we try to measure the 
same market basket."! Presumably the first problem to face in such an en- 
deavor is the form to choose for the index. The author chooses to make a set of 
Laspeyres indices with and without chaining. The Laspeyres index uses base- 
year weights. By making a series of binary comparisons between adjacent 
periods, the impact of the items excluded would be reduced. The Paasche index 
uses current-year weights. Either index introduces a bias, and it is believed 
that the “true” index would be the geometric average of the Laspeyres and the 
Paasche indices, ie., Fisher's ideal index.? In fact the appropriate “true” 
index might be a constant-utility or welfare index. Whether or not such an 
index is meaningful or achievable is another question, which would be an- 
swered by P. A. Samuelson by an emphatically unambiguous no.’ The prob- 
lem of welfare is pervasive, even for the Bureau of Labor Statistics, as is ex- 


1 Sidney A. Jaffe, "The Consumer Price Index— Technical Questions and Practical An- 
swers," Am. Stat. Assoc., Proceedings, 1959. 

*See Y. Barzel, “Some Observations on the Index Number Problem,” Econometrica, 
July 1963, 31, 391-99. 

* P. A. Samuelson, “Evaluation of Real National Income,” Oxford Econ. Papers, New 
Ser. II, Jan. 1950, 1-29. 
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emplified in the following quotation: “There is one very important recom- 
mendation with which the Bureau of Labor Statistics cannot agree, even with 
modifications. This is the recommendation that the Consumer Price Index be 
reoriented gradually toward a ‘welfare’ or ‘constant-utility’ index. We would 
see some value in having a ‘true cost-of-living’ or constant utility index if 
techniques can be developed for defining such an index unambiguously, and 
then for compiling it objectively.’ 

The difficulties of welfare evaluation have been reduced in the book by the 
use of classes of spenders, i.e., workers (wage earners) versus the bourgeoisie. 
In this manner two sets of indices have been obtained. Each index comprises 
213 items. Once the actual indices are obtained, their behavior over time is 
analyzed and explored. International comparisons with foreign indices (U.S., 
U.K., Sweden, Denmark, Belgium) are made in order to isolate the interna- 
tional influences from the domestic ones. Since M. Gilbert and I. B. Kravis’ 
study for the OEEC in 1950,° it has become customary to consider the pur- 
chasing power parity problem in international comparisons. There is no trace 
of this in the book. The trend movements in the indices covering 213 items are 
compared with those of partial indices from other sources. 

In order to isolate the important domestic influences on the cost of living, 
various coefficients (dependence, correlation, etc.) have been calculated be- 
tween the cost of living and wholesale prices and wages, respectively. Presum- 
ably the idea is to isolate cost-push influences (wages) from demand-pull 
pressures (wholesale prices). Generally the results show that these influences 
vary from subperiod to subperiod. Besides the statistical computations of 
coefficients, there does not seem to be a satisfactory economic analysis of these 
aspects. There is also the problem of price variations owing to technological 
change. This aspect is not mentioned in the book. 

Potential uses of the indices as suggested by the author in the introduction 
are distribution (debitor vs. creditor), capital formation (wages vs. other rev- 
enues), public debt and monetary policy, time perspective of contractual be- 
havior, attitude towards risk, spending vs. savings. Judgment must be exer- 
cised in solving individual problems. For instance the cost-of-living index can 
hardly be used as a deflator for real income comparisons (see Samuelson). On 
the other hand, since the author has painstakingly collected an admirable 
amount of expenditure data, one wonders whether related research could not 
be pursued—for instance, the testing of revealed preference axioms (i.e., the 
“rationality” of consumers) 4 la Koo-Dobell,® as well as the investigation of 
the shapes of Engel curves.’ 

SIMONE CLEMHOUT 

University of California, Berkeley 

*Joint Economic Committee, Tuesday, May 8, 1961. Quoted in T. Yamane, Statistics, 
Án Introductory Analysis, New Vork 1964. 

' M. Gilbert and I. B. Kravis, An International Comparison of National Products and 
the Purchasing Power of Currencies, OEEC, Paris 1950. 

"A, Y. C. Koo, “An Empirical Test of Revealed Preference Theory," Econometrica, 
Oct. 1963, 31, 646-64; and A. R. Dobell, “A Comment on A. Y. C. Koo's ‘An Empirical 
Test of Revealed Preference Theory, " Economeirico, April 1965, 33, A. Y. C. Koo, “Re- 
ply," idem. 

' C. E. V. Leser, "Forms of Engel Functions," Econometrica, Oct. 1963, 31, 694-703. 
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Economic Systems; Planning and Reform; Cooperation 


The Best Use of Economic Resources. By L. V. KANToROvIcH. Cambridge, 
Mass.: Harvard University Press, 1965. Pp. xxxiii, 349. $15.00. 


The English translation of The Best Use of Economic Resources was eager- 
ly awaited by bourgeois economists for a number of reasons. Economists with 
a special interest in programming and production theory wanted to honor the 
discoverer of linear programming by reading his own presentation of his dis- 
covery and to gain the insight that only the words of an original thinker can 
convey. Students of trends in Soviet economic thinking wanted to study at 
first-hand the position of Academician Kantorovich, winner of the Lenin 
Medal for meritorious scientific achievement and most eminent exponent of 
formal, mathematical methods of planning. The second group of students will 
find in, and particularly between, the lines of this book many valuable clues to 
the state of current economic thinking in the Soviet Union; the first group, 
those interested primarily in the economic significance of linear programming, 
will be seriously disappointed. 

The book is neither text not treatise, but a tract addressed to Soviet econo- 
mists and planners, exhorting them to more rational methods of economic cal- 
culation. What are these more rational methods? That is the key question, 
where both Kantorovich and his reviewer must proceed delicately. 

For it must be recognized that Soviet methods of economic calculation are 
already based on a scientific and objective foundation, the Ricardo-Marx 
labor theory of value. This cannot on any account be denied or contradicted. 
Yet the labor theory of value, like any other doctrine, can be applied correctly 
or incorrectly, and it is Kantorovich's contention that it is being applied in- 
correctly in much contemporary analysis, leading, thereby, to substantial eco- 
nomic waste. E 

To summarize the situation: The labor theory of value holds that the value 
of anything is the amount of socially necessary labor time needed to produce 
it. If this statement be taken as a definition of value, it 1s innocuous but not 
very helpful. The doctrine, therefore, holds more: that goods and services tend 
to exchange at prices that are proportional to their values as so defined. These 
assertions are as true of labor-time as of any other commodity and, since less 
than a man-year of labor is required to support a workingman and his family 
for a year, a residue called surplus value arises whenever a laborer is em- 
ployed. Under bourgeois capitalism this surplus value becomes the property of 
the employer. So it is that the theft of surplus value, i.e., the exploitation of 
workingmen, is inherent in the capitalist system of organization. I recall this 
familiar argument because it in effect defines the word “value.” That word 
must be interpreted in à way that does not undermine the intellectual edifice 
that has been erected upon it. 

One important amendment has to be made to my sketch of the labor theory 
of value. When I called it the Ricardo-Marx labor theory of value I meant 
early-Ricardo and early-Marx. Late-Ricardo does not concern us. But late- 
Marx, the Marx of Volume III, perceived that things were not quite so simple. 
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The organic composition of capital, that is the proportion of constant capital 
(plant, machinery, etc.) to variable capital (labor costs), is different in the 
production of different commodities. Only variable capital gives rise to the 
surplus value that can be appropriated by the capitalist exploiters. It would 
follow, therefore, if prices were proportional to values, that rates of profit 
would be different in different industries, which clearly is not so. So the notion 
that commodities tend to exchange in proportion to their values has to be re- 
linquished. It is still true of labor, but when it comes to the commodities pro- 
duced by labor under the aegis of capitalist employers the law of supply and 
demand takes over and prices adjust so that the rate of profit is the same in 
all industries. This amendment, however, does not affect the essence of the 
demonstration that exploitation of the workers is inherent in capitalism. For 
the effect of these price adjustments is merely to shift the attribution of sur- 
plus value from industries with higher than average organic composition to 
those with lower than average organic composition. On the average it is still 
true that commodities sell in proportion to their values. Just which capitalist 
appropriates the surplus value is not important; what is of the essence is the 
relationship between the classes and the fact that the capitalists, as a class, 
exploit the laborers as a class. Thus the late Marx did not hold quite so simple 
a version of the labor theory of value as the early Marx, but the essence of the 
early argument persisted. We shall see that Kantorovich has elaborated the 
labor theory of value even farther, perhaps dangerously far. But to do this we 
have to recapitulate two other threads of doctrine. 

First it has to be remarked that vulgar, bourgeois economists do not reason 
in the way outlined above. They cannot, of course, ignore the fact that the 
goods produced by a worker sell for more than the wages he receives for pro- 
ducing them, but they interpret it differently. They attribute the surplus to 
the contributions of other factors of production, such as land, plant and 
equipment, and so on. By this intellectual device (the so-called marginalist or 
neoclassical theory of value), they purport to impute the entire price of a 
commodity to one or another of the factors of production that cooperate in 
producing it, so that the rate of profit (the excess of price over the costs of the 
factors of production, expressed as a percentage) tends to be zero. It is pre- 
cisely against this attribution of value to factors other than labor that the 
staunch Marxist economist must stand firm. 

The remaining doctrinal thread comes from linear programming itself, a 
mode of economic analysis which Kantorovich discovered in 1938-39 and 
George Dantzig rediscovered, in a capitalistic environment, in 1947. The odd 
thing is that Kantorovich’s discovery had virtually no impact on economic 
thinking, in the USSR, or elsewhere, while Dantzig’s rediscovery set off an 
enormous vogue. There are several reasons for this. Linear programming has 
both practical and theoretical implications. On the practical side, Kantoro- 
vich’s discovery was a bit early and perhaps in the wrong environment, while 
Dantzig’s rediscovery occurred in exactly the opportune time and place. As to 
timing, the implementation of linear programming requires extremely onerous 
arithmetical calculations, computations that can hardly be envisaged without 
the assistance of an electronic computer. The year 1939 was too early, but by 
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1947 adequate computers, though not yet on hand, were clearly in prospect. 
The first illustrative application of linear programming in this country was 
done laboriously by hand; the second was mechanized. As to appropriateness 
of place, the conclusion is a bit more conjectural. The method cannot be ap- 
plied, even now, to the planning of so vast a system as an entire economy. It 
can handle a plant or, at most, a firm with a few plants. Hence it is adapted to 
a system of economic organization in which plant managers have the incen- 
tive, the resources, the authority, and the responsibility for devising and im- 
proving their operating plans. This seems to be more nearly true of a decen- 
tralized capitalist system than of a thoroughly rationalized socialist one. At 
any rate, capitalist managers quickly began experimenting with linear pro- 
gramming; socialist managers did not. 

On the theoretical side there is a fundamental difference between the con- 
texts in which the two discoveries occurred. 

The principal significance of linear programming for economic theory is 
contained in the duality principle, which was discovered by A. W. Tucker, D. 
Gale, and H. W. Kuhn shortly after Dantzig announced his finding but was 
known to Kantorovich long before that. According to this principle, the direct 
solution of a linear programming problem yields an economic or business plan 
that employs the available resources as efficiently as possible and, at the same 
time, determines certain auxiliary variables (variously called dual variables, 
shadow prices, and by Kantorovich, objectively determined valuations) of 
great economic significance. One of these objectively determined valuations, to 
use Kantorovich’s term, corresponds to each of the economic resources in- 
volved in the problem, and its value tells how much the economic value of the 
output could be increased if one -additional unit of that resource were avail- 
able. In slightly different words, the objectively determined valuations tell 
how much the economic unit for which the plan is constructed should be will- 
ing to pay for one additional unit of each resource and thus, in this bourgeois 
sense, correspond to the values of the resources. Furthermore, if the objectively 
determined valuations be interpreted as resource values per unit, the total 
value of the resources available to an economic entity is precisely equal to the 
value of its output. 

Thus it appears that these objectively dashed valuations have many of 
the properties of the marginal value products employed in bourgeois economic 
thinking. Indeed, it was early recognized that the objectively determined valu- 
ations are nothing but marginal value products, and it was this insight that 
led to the great burst of interest in linear programming on the part of capital- 
ist apologist economists. For it meant that the whole elegant mathematical ap- 
paratus of linear programming could be brought to bear on the problems of 
value (in the bourgeois sense) and general equilibrium. Linear programming 
became a powerful analytic tool for perfecting the Walrasian theory of general 
equilibrium in the hands of L..W. McKenzie, H. W. Kuhn, and a number of 
others, culminating in G. Debreu's Theory of Value. 

By the same token that objectively determined valuations correspond to 


1 For a lucid, but not particularly early, exposition of the relationship, see T. C. Koop- 
mans, T'hree Essays on the State of Economic Science. 
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value in the bourgeois sense they appear, at least superficially, inconsistent 
with the concept of value disclosed by scientific Marxist analysis. This ex- 
plains why linear programming was greeted with far more enthusiasm by 
bourgeois economic theorists than by Marxist theoreticians. One of Kantoro- 
vich’s main tasks is to show that this appearance of a conflict between objec- 
tively determined valuations and the labor theory of value is only superficial. 
If the labor theory of value is properly construed, he maintains, it will be seen 
that the computation of objectively determined valuations is the scientifically 
correct way to calculate values in the true Marxist sense. For example: 


. The problem naturally arises as to whether they [objectively determined 
valuations] are in contradiction with the labour theory of value, ac- 
cording to which, under socialiam as well, the value of products must be 
determined by the socially necessary expenditure of labour. 

Analysis of this problem shows that the structure of o. d. valuations 
associated with an optimal plan is in complete agreement with the labour 
theory of value; furthermore, the methods for finding these valuations 
provide an approach to calculating the full social expenditure of labour 
(p. 290). 


This is one of the two main theses of the book; it is reiterated on pages 47, 
62, 75, 105, 107, 121, and a number of other places that I neglected to note. 
The other main thesis is “. . . that a system of production valuations correctly 
constructed and conforming to real conditions is an effective means of analyz- 
ing the best use of available resources. . . . Such a method is superior to ex- 
isting ones because many factors usually disregarded or only considered quali- 
tatively are accounted for by quantity; as a result the choice of the solution 
conforms more fully to the national economic interest" (p. xvii). This conclu- 
sion is unarguable, and I shall not discuss it. 

How, then, can the objectively determined valuations, which as a matter of 
implacable mathematics correspond to bourgeois marginal productivities, be 
said to be consistent with the labor theory of value? In the first place, Marx 
was perfectly explicit that “socially necessary labor time” includes both direct 
and indirect labor time, that is, along with the labor directly expended in the 
production of the commodity, the labor embodied in the machines and tools 
employed in producing it, the labor embodied in the machines and tools used 
to make those machines and tools, etc. Kantorovich insists, correctly, then, 
that the value of a commodity incorporates some components in respect of the 
capital equipment used along with labor time in producing it. But he goes be- 
yond that. 

Two issues have to be faced, corresponding to the two nonlabor members of 
the classical trinity of factors of production. When a linear programming 
problem is solved, it is likely to turn out that both capital and land have posi- 
tive objectively determined valuations, and these have to be reconciled with 
the labor theory of value. Kantorovich handles both problems by the same de- 
vice which is, unfortunately, nowhere stated very compactly. It amounts to 
valuing a unit of capital or land in accordance with the amount of labor time 
that can be saved, at the margin, by the use of a unit of that type of capital or 
that quality of land. For example: 
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In problems of the use of equipment the amount of use in the manufac- 
ture of a given product or in any operation must be taken into account 
by making an allowance for the hire valuation of the equipment. Its mag- 
nitude, equal to the saving of labour obtained from an additional unit of 
equipment in an optimal plan, is determined by all the actual condi- 
tions... (p. 85). 


And again: 


In solving problems of the use of natural resources which are more eff- 
cient but in short supply, their use must be determined by allowing for 
differential rent. The magnitude of the latter is determined by the saving 
of labour obtained from the use of these resources in the optimal plan 
(p. 99). 


Furthermore, these imputed values (please forgive the bourgeois term) should 
be reflected in the prices of the commodities produced: “Consequently, the 
calculation of the rent should play an important role in questions of price for- 
mation" (page 99). | 

With these conclusions I can have no quarrel; the logic of linear program- - 
ming (not to mention bourgeois economics) enforces them. But can the labor 
theory of value be extended this far? I maintain that it cannot or its major 
implication that exploitation of the workers is inherent in capitalism will be 
impugned. 

Simply as a matter of doctrine, the concept that the value of anything is the 
amount of labor time that its possession enables the owner to save is not to be 
found in either Ricardo or Marx. It is much closer, indeed, to Adam Smith's 
concept that value is equivalent to a command over labor. It is closer still to 
the modern bourgeois, neoclassical view that the value of any productive in- 
strument is equal to its marginal productivity, the only difference being the 
purely verbal one that Kantorovich has chosen to use labor time as the numé- 
raire in terms of which to express the value of everything else. But who said 
what is not important; we are concerned with logical implications. 

And the logical implication is this: If factors of production are valued in 
accordance with their objectively determined valuations, properly computed 
by Kantorovich's methods, then it will turn out, because of the principle of 
duality, that they absorb the entire value of the output. To be sure, the value 
of output will exceed the direct labor cost, it will even exceed the direct-plus- 
indirect labor cost. But the excess will not be due to capitalist exploitation or 
to the fact that workers can produce in a year more than is necessary to sus- 
tain them. The sustenance requirements of workers do not even enter into the 
computation. It will be due to the fact that the cooperating factors enhance 
the quantity (and thereby the value) of the output. Once these cooperating 
factors are credited with the values of their contributions, as Kantorovich rec- 
ommends, no surplus value and exploitation remain.? It is because linear pro- 
gramming proves this so easily and clearly that bourgeois economic theorists 
are enthusiastic about it, Kantorovich also has good reason to be enthusiastic 


* This argument abstracts from complications such as increasing returns to scale and in- 
divisibilities, which Kantorovich also is content to ignore. 
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about it, but if this is the labor theory of value Das Kapital will have to be 
rewritten for it will not sustain the argument of that book. 

In addition to expounding the economic implications of linear programming, 
Kantorovich includes a long chapter on the valuation of capital and the use of 
discounting. I do not have space to discuss this chapter except to note that on 
the whole Boehm-Bawerk would have approved of it. Kantorovich notes, for 
example, that in computing the labor-saving attributable to a unit of capital, 
labor saved in the future should be discounted in relation to labor saved in the 
present. “Such a reduction in the valuation of labour is, in actual fact, consis- 
tent with the statement that a rational expenditure of labour today enables 
one to obtain a much higher saving of labour in the future; and hence one 
must assign a higher valuation to a unit of labour for any given year than for 
the following one” (pp. 193-94). 

The exposition throughout is in terms of artificial numerical examples which 
illustrate economic principles, but are too simple to even suggest the rationale 
and technique of linear programming computations. 

Throughout this review I have dealt with Academician Kantorovich as a 
serious scholar who has offered a serious book, as is due a man of his eminence 
and accomplishments. But I should not be candid without confessing that at 
times I found it hard to believe that Kantorovich so seriously misconstrued 
the implications of the powerful technique that he has done so much to ad- 
vance. It appeared to me that he was asserting the Marxist orthodoxy of the 
linear programming in the hope of reducing some of the resistances to his rec- 
ommendations. This is the light that the book throws on the state of economic 
thinking in the Soviet Union. 

ROBERT DORFMAN 

Harvard University 


Soviet Economic Processes. By Enwarp AMES. Homewood, Ill: Richard D. 
Irwin, Inc., 1965. Pp. 257. $3.00 (college price, soft cover). 


The aim of this book is to provide “an explanation of Soviet producing en- 
terprises and the nature of the general economic equilibrium in the Soviet sys- 
tem." The basic building blocks for such a task are a microeconomic theory of 
the Soviet firm and an input-output type model of the financial flows between 
groups of institutions. From a set of relatively simple assumptions a series of 
models are constructed, and a set of testable hypotheses is derived. Relevant 
institutional materials are presented to give flesh to the models and to show 
the relevance of some of the conclusions. Although many objections can be 
raised against the various models, it is the most original treatment of the So- 
viet economy which has appeared in some years. 

The microeconomic theory of the Soviet firm is built on the assumption that 
such firms are output maximizers, subject to the restraint that total revenues 
must be equal to, or greater than, total costs. From this assumption the author 
derives & series of propositions about the relation of average and marginal 
costs, the optimal use of productive factors, and the response of Soviet enter- 
prises to changes in input or output prices. The role of enterprise plans is in- 
troduced through the concept of multiple prices in an interesting way. Re- 
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straints on the use of inputs which are placed on the firm by the plan can be 
shown to be a type of multiple-pricing arrangement. Similarly, the differential 
treatment of "above and below plan profits" can also be interpreted as a type 
of multiple pricing. The author then shows how multiple-pricing phenomena 
can still be handled within the previous models so that it is possible to ana- 
lyze the joint roles of plans and prices in determining the level of output and 
the use of productive factors. Although the author also constructs a general 
equilibrium model from this basis, he stops short of proving that such a sys- 
tem is determinate. 

The major advantage of such an approach lies in the attempt to show rig- 
orously the interrelations between prices, plans, costs, and plan fulfillment. 
The author frankly recognizes that his microeconomic models are oversim- 
plified, especially because of the neglect of the different complex incentive 
schemes, of risk factors, and of the interrelations of this year’s plan fulfillment 
with next year’s plan. But intensive examination of the implications of his 
models allows the author to discuss a number of important and hitherto ne- 
glected facets of the actions of the Soviet firm. Moreover, although the prop- 
ositions generated from the models can be found scattered throughout the 
Western literature, the use of the models permits the logical interrelationships 
of these propositions to be more easily perceived. 

In the chapters dealing with Soviet macroeconomics, the author starts with 
a simple four-sector (households, state budget, retail outlets, and enterprises) 
schema, defines a matrix of monetary flows between these sectors, and, with 
the assumption of certain fixed coefficients defining these monetary flows, de- 
rives a series of propositions about the relations between prices and output. 
Then, by assuming that the Soviet state is a monolithic entity with a real-val- 
ued preference function, he derives a series of welfare economic propositions 
about planning from a model related to this flow matrix. 

In the macroeconomic area I believe that the advantage of the author’s ap- 
proach lies less in the formal models which are developed than in the analysis 
of the factual and institutional materials which must be covered. By looking 
at the Soviet economy as a series of financial flows, the author analyzes a se- 
ries of institutions and the interrelations between these and other institutions 
which are seldom discussed in the Western literature on the Soviet economy. I 
found his discussion of the construction enterprises and of the investment pro- 
cess particularly informative. 

However, the usefulness in explaining Soviet reality on the basis of certain 
of the models is often not very clear. For instance, in the discussion of finan- 
cial flows, the author assumes certain fixed coefficients relating financial pay- 
ments through the state budget and other output flows. But these 
“coefficients” are really quite variable and are the result of conscious policy 
decisions. Of course, the author rightfully points out that open input-output 
models are more useful in looking at Soviet reality, but he spends relatively 
little space analyzing these. On a different level, assuming the state to be a 
monolithic entity and positing some real-valued state utility function allows a 
number of interesting formal propositions of welfare economics to be made, - 
but does not seem directly related to the stated purpose of the book. 
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Such a macroeconomic approach also poses a number of aggregation prob- 
lems. For instance, relating output and plan goals provides insights on the 
microeconomic level. But applying such a function on a macro-level, especially 
when the interrelations of enterprise plans and capacity restraints are not fully 
clear, raises a number of difficulties. 

Aside from the macroeconomic and microeconomic models there are a num- 
ber of fascinating analyses of a number of seldom-discussed problems. The au- 
thor presents a series of novel notions about the relations between administra- 
tive tiers, span of control, volume of decisions to be made, and the effects of 
introducing a probability element into the execution of plans. He also presents 
a very thoughtful discussion of the interrelations between physical and finan- 
cial planning. 

Finally, it must be noted that although the book has a number of profound 
insights, the reader also discovers some disconcerting errors. Confusion be- 
tween increasing short-run average costs and long-run decreasing returns to 
scale (pp. 116-17) vitiates a whole series of propositions, the validity of which 
depends on the size of a particular variable. Similarly, in a geometric demon- 
stration about the effects of rationing (pp. 94-95), he neglects the effects of a 
different placement of indifference curves (which would lead to directly oppo- 
site conclusions from those derived). There are also several small factual er- 
rors (e.g., “adjusted world market prices of 1950” have not been used in 
intra-East Bloc trade since around 1955). 

But none of these criticisms is meant to detract from the author’s important 
contribution—the first full-scale rigorous attempt to present a general theory of 
the operation of the Soviet economy. Whether one agrees with the usefulness 
of the models or not, the author’s provocative approach and skillful integra- 
tion of theoretical and factual materials make the book extremely stimulating 
reading. 

FREDERIC L, PRYOR 

Yale University 


Money, Credit, and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Development of British Monetary Orthodoxy, 1797-1875. By FRANK WHIT- 
SON FETTER. Cambridge: Harvard University Press, 1965. Pp. xiv, 296. 
257.29. 

This is a book in a generation. It surpasses in scope and documentation the 
comparable chapters in Viner's long-distinguished Studies in the Theory of In- 
ternational Trade, and it integrates a lifetime's flow of scholarship which has 
made Frank Fetter supreme in his field. It is most carefully constructed, with 
a terse, direct style that is occasionally arresting. 

Fetter seeks to explain the formation of pre-1914 monetary orthodoxy, the 
influence of which persisted until the 1930’s. It comprised gold monometallism 
with a fixed parity; a central bank, oriented to convertibility; and control of 
notes but not of deposits. This search involves instructive explorations of the 
history of theory, of monetary legislation, and of financial institutions. Thus, 
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the opening chapter on the monetary scene in 1797 is followed by chapters on 
inconvertibility, resumed gold payments, and the new gold standard of 1819; 
three central chapters discuss the consolidation of the gold standard, and leg- 
islative reforms; finally, two closely argued chapters scrutinize the acceptance 
by the 1870's of "the Bagehot principle” of acting before instead of after a 
crisis. 

The strength of orthodoxy was its practical appeal; its ultimate weakness 
was its marshy intellectual base. Fetter pinpoints this in aptly suggesting that 
the appeal of Say’s Law “probably was the result rather than the cause of 
monetary thinking”; the orthodox accepted its support for policies based on 
hostility to aristocratic government and to a myopic Bank of England. The 
gold standard was a deadly illustration. Although it had existed de facto for 
eighty years when suspended in 1797, eighteenth-century economists scarcely 
recognized the implications of monometellism; worse, their nineteenth-century 
successors used “economic theology rather than economic analysis” to justify 
the gold standard. An important explanation of this, Fetter might have stressed 
(he is obviously aware of it), was the infancy of professionalism, especially in 
economics, and the persisting English predilection for gentleman amateurism. 

Orthodox adjustment theory muddled price rather than income effects. 
(Fetter discovers but one attempt at statistical verification.) The money- 
prices link was regarded as long term; short-term monetary action was none 
the less believed, correctly on the evidence, to have price effects, on stocks of 
goods rather than on current production, and on commodity rather than on 
factor prices. This weakens assumptions of nineteenth-century price flexibili- 
ty; its echo of modern “stop-go” economics is a commentary on Britain’s slow 
progress towards monetary management. 

Unquestionably orthodoxy was rigid, but does Fetter inadvertently blur the 
rigidity of its chief inspirer, Ricardo? He doubtless underestimated the conse- 
quences of restoring sterling’s old parity in 1819, but does Fetter grant 
enough weight to Ricardo’s claim in a speech of 1823 that his underestimate 
had been of the "unnecessary . . . mischievous operations” of the Bank of 
England in botching convertibility? Subsequently he quotes from the same 
speech Ricardo’s assertion that he cared less about a particular parity than 
about securing some sort of fixed standard. This was ex post wisdom—the owl 
coming out at midnight. 

Years earlier Ricardo had advocated deflation, which brought the old parity 
so near by 1819 that, as in 1925, a last heave was widely preferred to devalua- 
tion. On all decisive occasions Ricardo deplored clumsiness but opted for rate 
rigidity. 

Fetter demonstrates that central banking before 1840 was “hardly more 
than a footnote” to post-1844 developments. He etches subtly and for the first 
time the delicately evolving relationships between government and central 
bank. Accurately sensing the social atmosphere, he stresses both the Bank’s 
haughty devotion to public ignorance of its activities and its counterpart in 
the exclusive chatting “in the clubs, at the country estates, at the meetings of 
old Etonians, Oxonians, and Cantabrigians, and possibly at the Political 
Economy Club." Unfortunately, this section displays Fetter's one weakness: 
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his emphasis upon policy and upon the stabilization of monetary legislation 
bypasses substantial changes in the monetary system. Discussion of tension 
between Bank and money market is inadequate without mention of the 1858 
“Rule” which estranged them, or of the increasing disproportion between their 
respective resources. Likewise, though rightly rejecting the arrogant ‘‘English- 
man’s moral burden” approach to gold standard management and to interna- 
tional lending before 1914, Fetter underplays sterling’s role as a reserve cur- 
rency; may he not thereby underrate the international significance of Britain’s 
avoidance of open sterling crises between 1866 and 1914? 

Does the apparent anomaly of restricting notes but not deposits nag Fetter 
excessively? Majority thinking tied deposits to the supply of “hard cash,” and 
consequently favored a single, simple control. Moreover, stress on time 
deposits rather than checking deposits left a weaker case for interference with 
apparently voluntary ex ante savings than for protecting the involuntary and 
often helpless noteholder. In fact, the government protected small depositors 
through the trustee savings banks and later by the Post Office Savings Bank. 

This masterly book deploys an enviable knowledge of a massive literature. 
Two points invite correction. Like others Fetter neglects Protection to Agri- 
culture in discussing Ricardo’s interest theory; and Jevons did publish a 
suggestion for a better (tabular) standard, in Chapter 25 of his Money. 

Here is outstanding scholarship, definitive, and durable. Fetter has so thor- 
oughly reorganized our view of monetary orthodoxy that much rethinking of 
hitherto received truths is in order. 

L. S. PRESSNELL 

London School of Economics 


Government Securities Market. By Ira O. Scott, Jr. New York: McGraw- 
Hill Book Company, 1965. Pp. xiii, 239. $12.50. 


Professor Scott has produced a highly informative, useful, and much-needed 
book on the dealer market in U.S. Government securities. 

Chapters 1 and 2, which describe the composition and characteristics of 
government debt and the portfolio policies of the major investor groups, set 
the background for the description and analysis of dealer operations in Chap- 
ters 3-5. A strong feature of the background chapters (and Chapter 3) is the 
breadth of coverage and the fact that the author has brought together in one 
place detailed information on such technical matters concerning government 
securities as their terms and methods of issue, computation of interest, and tax 
characteristics. 

Chapter 3 contains a description of the “Day-to-Day Operations of a Gov- 
ernment Securities Dealer” from the vantage point of a professional economist 
who has (in his own words, but in a different context) “stood many times at a 
trader’s side discussing complex questions of economic policy. . .” (p. 78, fn. 
6). Scott covers some highly technical material—for example, in his treatment 
of how dealers make a market and the problems of financing dealer positions 
—with great expertise and in a highly exciting manner. The various phases of 
dealer operations are often described with, to say the least, a grand flourish. 
Not only do we see the mass of cold figures and computations that are essen- 
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tial to the firm's operations, but we also follow the trader as he “takes his 
lunch— bites of a cold sandwich and gulps of black coffee— . . . [and] takes 
dessert—tidbits of gossip and a spicy story from another trader . . . —while 
an itinerant bootblack shines his shoes" (p. 79). 

The analytical core of the book is found in Chapters 4 and 5. In defining 
dealer performance, Scott states that the quality of a dealer's market is judged 
by the quantity of securities for which bid and offer quotations are firm and 
by the narrowness of the spread. Because of difficulties of measurement, how- 
ever, the size of gross positions is used to measure market performance, since 
dealer positions tend to be larger when spreads are narrow and commitments 
are large. The determinants of position policy are classified in two categories, 
those affecting the expected return and those affecting the variance of that re- 
turn. His discussion of the individual factors in each category is generally ex- 
cellent. 

Scott next constructs an abstract model of dealer position policy. The model 
is based upon the "expected-utility hypothesis, according to which the decision 
maker is assumed to maximize utility, which, in turn, depends upon a subjec- 
tive evaluation of the function's moments" (p. 132). Because of the absence 
of information on dealer expectations, the model actually tested in Chapter 5 
is one in which the independent variables selected serve as proxies for ex- 
pected returns and the variance of expected returns. 

Twelve dependent variables are used—aggregate long positions, short posi- 
tions, and net positions in each of four maturity classes. Seven independent 
variables are used in each of the twelve cases. The empirical results are ex- 
tremely difficult to summarize. In general, however, Scott seems to get his best 
results with a measure of the past rate of change of interest rates used as a 
proxy for interest-rate expectations (expected returns). This is especially true 
in the longer maturities. In addition, a measure of financing costs and the 
volume of dealer transactions, as an indicator of uncertainty, have some ex- 
planatory value. 

In Chapter 6, the author considers some important questions of public pol- 
icy largely from the point of view of the impact of these policies on the perfor- 
mance of the dealer market. On this basis, the Fed's bills-only policy receives 
good marks as it contributes to an improved market performance through the 
reduction of uncertainty. Included among the numerous suggestions for im- 
proving market performance are the extension of discount-window privileges 
to nonbank dealers, so as to provide them with needed financing facilities, and 
the pursual of a Treasury debt management policy aimed at a more regularly 
spaced maturity distribution of the marketable debt and a reduction in the 
number of issues outstanding. 

Several critical remarks can be made. At times, Scott lapses into a some- 
what uneven writing style and several technical passages are difficult to fol- 
low. Despite the 1965 publication date, considerable portions of the book 
clearly were written several years earlier, with the result that developments 
since 1961 or 1962 are treated only sketchily at best. For the academician, one 
of the most striking drawbacks of this slim volume undoubtedly will be its 
price—a healthy $12.50. 
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These minor shortcomings should not be allowed to detract unduly from an 
otherwise excellent book. The footnote references are thorough, and a 46-page 
bibliographic appendix is quite useful. Scott makes a valiant effort both to 
define the technical terms used and to provide, where possible, useful illustra- 
tions. 

In general, the book makes an important contribution to our knowledge of 
the dealer market—although, as Scott himself points out, the empirical results 
of Chapter 5 are only tentative, being based on weekly data for a 14-month 
period beginning in October 1957. As position data are now available for more 
recent years, it is hoped that others will be encouraged by Scott’s work to un- 
dertake a more thorough empirical study of the factors affecting dealer posi- 
tion policy. 

THomas R. BEARD 

Louisiana State University 


Public Finance; Fiscal Policy 


The Logic of Collective Action—Public Goods and the Theory of Groups. By 
MANCUR Orson, Jz. Cambridge: Harvard University Press, 1965. Pp. 
176. $4.50. 

The central thesis of this book can be stated in a series of propositions. Àn 
organization is a provider of some collective good to a particular public. In the 
nature of a collective good, no member of that public can be excluded from 
enjoying it. Hence any individual member of that public or group has no ra- 
tional reason to join the organization voluntarily and to contribute to its costs 
of operation and supply. On the contrary, the rational individual will refrain 
from joining unless he is induced by sanctions or side benefits. 

Mancur Olson recognizes that if this thesis is right it would seem to apply 
to organizations both large and small, and he inquires whether this is so. He 
finds that small organizations are often able to dispense with sanctions and 
inducements, and he explains this on the ground that when a member of a 
small group has a disproportionate interest in the collective good, the benefit 
he receives may be so large a part of the whole that he may be willing to pay 
the whole cost of providing it. Even in this case, however, the collective good 
will not be provided on an optimal scale, since its supply will be regulated by 
the satisfaction of the individual (or few individuals) paying the bill, and this 
is likely to be short of the point at which the group interest would benefit 
from the collective good—if only some were not so calculating as to try to 
turn it into a free good. 

Hence the further conclusions that the larger the group, the less likely will 
be its organization, and the farther will it fall short of providing an optimal 
amount of a collective good. 

*Some critics may argue that the rational person will, indeed, support a 
large organization, like a lobbying organization, that works in his interest, be- 
cause he knows that if he does not, others will not do so either, and then the 
organization will fail, and he will be without the benefit that the organization 
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could have provided.” But Olson argues that the analogy with perfect compe- 
tition is apposite here: “in a large organization, the loss of one dues payer will 
not noticeably increase the burden for any other one dues payer, and so a ra- 
tional person would not believe that if he were to withdraw from an organiza- 
tion he would drive others to do so.” 

The book suffers mostly from being overelaborated. It attempts to explain 
too much too simply, and tilts at too many analytical predecessors. The heart 
of the book is in the first chapter of 52 pages, and this is very much worth- 
while. If the thesis is not as novel as-the author perhaps believes, it has sel- 
dom if ever been stated so explicitly or so conceptually, and this is a genuine 
contribution. The remaining five chapters, which are applications or elabora- 
tions of the central thesis, add little and suffer by comparison. 

It is easy to find points to quarrel with in this volume. A few examples 
should be enough to suggest the sometimes simplistic quality of the argu- 
ments. There is an underlying assumption that any participation in group ac- 
tion involves a cost, and hence an explanation is required as to how a latent 
group can be activated, since all its members, if rational, would refrain from 
joining in the expectation of getting a “free ride.” Result: no organization, 
since in a large group those receiving disproportionate benefits are too few and 
the benefits too small a part of the whole to warrant their giving others the 
free ride which is hoped for. But what to Olson seems unlikely if not absurd— 
that some will work “free” for others—is sometimes the case; it is the activ-: 
ists and the cause-fighters who accept disproportionate expenses and may ask 
nothing much more than that latent members BEBrONG their initiative, that is, 
provide nominal (cost-free) support. 

Exaggeration is involved in the assertion that adlie groups (those shar- 
ing a collective good which is fixed in quantity, such as sales at a given price 
by an oligopoly) must be all or none. The author recognizes in a footnote that 
a noncooperating firm may not be able to threaten oligopoly collaboration be- 
cause of its limited capacity or cost structure, but dismisses this as unimpor- 
tant, despite the relatively few instances in which oligopolistic cooperation is 
100 per cent inclusive. His interpretation of price warfare as an attempt to 
drive a rival or rivals from the industry ignores the significance of Fellner’s 
quasi-agreement, under which not a reduction of “membership” in the group 
but acceptance of a joint code of behavior is the objective. 

There is a tortured attempt to explain a differential function for the closed 
shop in small and large unions. The alleged nonoptimality of the level of pro- 
vision of the collective good even in small groups rests on a shaky foundation: 
if a small number in a community have so strong a desire for a public park 
that they bear the whole cost themselves, who is to say that the community 
“free riders,” who by hypothesis are less interested in parks, will not have 
their lesser interest fully satisfied by the park that the enthusiasts have pro- 
vided? 

These criticisms are not intended to demean the book’s value but to indicate 
where that value lies—in a lucid if bald statement of the difficulties of secur- 
ing individual support of collective objectives, rather than in the painstaking 
and sometimes unconvincing elaboration of the core thesis. Olson’s book is a 
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significant and valuable contribution to the economist’s attempt to come to 
grips with organizational problems. 
Nem W. CHAMBERLAIN 
Yale University 


Fiscal Neutrality Toward Economic Growth—Analysis of a Taxation Princi- 
ple By Epmunp S. Puetps. New York: McGraw-Hill Book 
Co., 1965. Pp. ix, 113. $6.95. 


This essay considers the question whether it is possible by fiscal and mone- 
tary policy both to maximize social welfare in a Pareto-optimum sense and at 
the same time allow the rate of economic growth in the private economy to be 
determined by the free choice of consumers through the market mechanism, 
thereby avoiding the need for a politically-determined growth policy. More 
loosely, the question is: Could society be assured full employment and the 
kind of income distribution it desired if the government took pains to be neu- 
tral with respect to the rate of economic growth (the latter being assumed to 
be a function of investment) ? 

The author argues that a combination of such fiscal neutrality and maxi- 
mum welfare is theoretically conceivable both in a barter economy and in a 
modern money economy with a central bank, public debt, etc.—though only 
under highly restrictive assumptions. A major one of these is that taxes are 
confined to lump-sum, once-for-all kinds that do not bias the market's choices 
among goods and services and that do not reduce the desire to work, save, or 
take risks—i.e., that do not have substitution effects. But except for nonrecur- 
ring or at least unpredictable capital levies and head taxes, it is difficult to 
think of significant examples of lump-sum taxes nor does the author cite any. 
It is even more difficult to regard them as offering continuing sources of sub- 
stantial government revenues without early sacrifice of their lump-sum charac- 
ter: & recurring capital levy, for example, would soon function much as a tax 
on income from property, and even as a comprehensive income tax if the capi- 
talized value of income from personal services were included in the tax base. 

Other important assumptions are that the information, skills, and political 
organization are available to permit government agencies to design the mix 
of fiscal and monetary policies perfectly, that such policies are instantaneously 
effective, that all markets are perfectly competitive, that there are no external 
economies or diseconomies in consumption and production, and that there is 
no conflict between the welfare of a present and subsequent generations. 

Although the author early concedes that these assumptions are far from the 
facts, he devotes much of the book to showing how fiscal neutrality might nev- 
ertheless be approached in practice by a combination of budgetary, debt, tax, 
and monetary policies designed in part to compensate for unneutral taxes and 
other departures of the real world from his model. 

In this process, he makes a valuable contribution to the theoretical litera- 
ture by examining various circumstances in which a balanced budget, the exis- 
tence of a public debt, debt-financing by government of capital outlays, etc., 
might be neutral or unneutral with respect to economic growth; and by show- 
ing how some of the well-known criticisms of laissez-faire capitalism with re- 
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spect to economic growth, such as underinvestment by reason of greater pri- 
vate than social uncertainties and risks, apply to modern mixed economies, 
and how the grounds for such criticisms might be reduced by fiscal and mone- 
tary policy. "CM 

Despite his recurring advocacy of the merits of a neutral fiscal policy and 
the pains with which he examines the theoretical possibilities of achieving it, 
he reluctantly concludes in the end that "there is no hope for the optimality of 
so simple a policy as neutrality in a complex world," and that in such a world 
"there seems to be little merit in a policy of neutrality." 

The tenor of these conclusions on the last page of the essay is curiously at 
variance with the previous stout defense of neutrality as at least an approxi- 
mate goal. Moreover, since the essay's point of departure is a dissent from the 
views of Abba Lerner, Paul Samuelson, and others that an intelligent modern 
government must have a politically-determined growth policy in the sense of 
at least loose growth-rate targets, the essay's conclusions would seem to rob 
the dissent of practical significance. Nevertheless the essay is a stimulating 
one that fills a number of gaps in the theoretical literature. 

The inclusion of this book in a series of “economic handbooks” merits the 
caution that much of the detailed analysis, though not the broad reasoning, is 
algebraic in form and presupposes more than a beginner's knowledge of eco- 
nomics. 

LAWRENCE H., SELTZER 

Wayne State University 


Studies in Greek Taxation. By GEORGE F. BREAK AND RALPH Turvey. Re- 
search Monograph Series No. 11. Athens: Center of Planning and Eco- 
nomic Research, 1964. Pp. 250. 


This study is an outstanding contribution to the literature, both for its ac- 
count of the Greek tax structure and as an addition to the all too scanty works 
on taxation in developing countries. 

The book is in two parts, entitled, respectively, "Description" and “Analy- 
sis." Part I, however, is a good deal more than bare description, and Part II, 
which is mainly a study of particular taxes, contains a good deal of further 
description. The work ends with excerpts from incentive legislation for in- 
dustrialization, which in variety and extension would appear to outdo most 
other countries. 

After an account of the Greek (very centralized) constitution, Part I is oc- 
" cupied with a description of the components of the tax structure, which to- 
gether amount to 22-24 per cent of the GNP. Well-chosen illustrations of the 
working of particular taxes make this easy reading. (For instance the Stamp 
Duties on a particular transaction may require the licking of 40 stamps, 
amounting to some 1100 drs.) 

The Greek tax structure is & fascinating medley of the modern and the ar- 
chaic. The income tax was reformed some ten years ago and the profits tax 
more recently. Moreover, fairly adequate ways of taxing farmers have been 
devised, by means of a graduated personal tax (similar to that of East Africa) 
and a sales tax on certain farm products, These sensible taxes are, however, 
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accompanied by an incredible array of complicated little levies which are cer- 
tainly not worth their keep. 

The two outstanding peculiarities of the revenue structure are (i) the prac- 
tice of assigning (earmarking) almost all revenues for particular purposes, not 
just straight, but with little contributions from different sources; (ii) the ex- 
ceptional importance of social insurance contributions (a third from workers 
and two-thirds from employers). These contributions and the funds that ad- 
minister them form 25 per cent of the activities of the government. There are 
some 200 separate funds, financed in part by small assignments (in the case of 
the farmers’ O.G.A. very largely so, implying that townspeople pay most of 
the farmers’ insurance). Since there is no general policy in respect of the 
funds, fortuitous surpluses from some of them are a continuing temptation to 
extraneous expenditure. More serious, “the figures reveal neither the total reve- 
nue collected by the central government, nor that part which is available to 
be spent by it.” 

Like other Mediterranean countries, Greece relies heavily on taxes on out- 
lay: for 69 per cent of the revenue, if social Insurance contributions are ex- 
cluded as being only partly tax. Of this revenue, customs duties are responsi- 
ble for 22 per cent, general sales taxes for 23 per cent, and selective sales taxes 
for 55 per cent. The effects of excises and turnover taxes have also to be con- 
sidered. In Table 4.3 (p. 134) an attempt is made to estimate the allocative 
effects of this aggregated taxation. Tobacco, alcohol, entertainments, and vehi- 
cle circulation are all highly taxed, well in excess of the industries’ contribution 
to the GNP. At the other end of the scale such important industries as ship- 
building, building and contracting, newsprint, and fertilizers are very lightly 
taxed, 

These differences are often due to discriminatory rates of turnover tax, an 
important (16 per cent of commodity taxes) but peculiar feature of the Greek 
tax structure. This is assessed on output less cost of materials so is not cumu- 
lative. Exports get very ample rebates at all stages. Lower rates in the Prov- 
inces and still lower in the Islands provide a fiscal incentive to decentraliza- 
tion. Owing to rebates and exemptions, revenue is mainly collected from some 
3000 fairly large enterprises, Finally, the turnover tax is integrated with the 
income tax, which together with inheritance and gift taxes account for 13 per 
cent of the revenue (17 per cent if social insurance contributions are exclud- 
ed). As mentioned above, income and profits taxes have a relatively modern 
structure and are well integrated. But assessments and collections are badly 
eroded. After no more than ten years, there are 423 causes of exemption from 
the income tax. 

The last part of the book is concerned with priorities for reform, the need 
for most of which would be readily apparent if more statistics were available. 
Thus a family expenditure survey is needed to determine the incidence of de- 
pendents’ allowances and of deductions for medical and dental expenses. In 
respect of commodity taxes "nobody knows anything about the joint pattern." 
Effective compensatory finance would therefore be impossible. 

The most interesting reform suggestion is concerned with direct taxes: in- 
come tax, capital gains tax, and a tax on net wealth. Marginal rates of income 
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tax are high to the point of disincentive, especially at the point of initial lia- 
bility. On the other hand, average rates are low, so that the whole course of 
the tax is little more than proportional. The suggestion is that this should be 
frankly recognized and the progressive element of the tax structure transferred 
to a capital gains and wealth tax. Apart from the limited effectiveness of a 
capital gains tax in a situation where most of the gains will be made in the 
difficult valuation field of real estate and not on the stock exchange, the sec- 
ond suggestion calls for very careful scrutiny. 

Chapter 6 of Part II, where plans for a net wealth tax are set out, is of ex- 
ceptional interest, if only because it is a valiant attempt to think up methods 
of valuation in semideveloped conditions. For real estate three methods are 
suggested: (i) future discounted earnings, (ii) original cost less depreciation, 
and (ii) contemporary sales values. It is suggested that in respect of the last 
(which clearly begs the fewest questions), the government might deliberately 
increase the volume of sales in order to widen the market. Where equipment is 
an important element in the value of the asset, it is suggested that total values 
can be checked against income tax returns, capitalized at an appropriate rate 
of interest. (One wants to know both whether income tax returns would stand 
up to this responsibility and how the appropriate capitalization rate would be 
chosen.) The difficulty of valuing consumers! durables would be bypassed by 
substituting a special excise (10 per cent rate of this corresponding roughly to 
a 1 per cent rate of wealth tax). To deal with intangibles all companies would 
have to furnish lists of shareholders, with their several interests, and banks 
the balances of their customers, Finally human capital might be included by 
requiring each taxpayer to capitalize his expected stream of earnings. (He 
would be supplied with tables for the purpose.) 

It is an ingenious program, but its practicability is, to say the least, some- 
what doubtful. It should be borne in mind that the much vaunted wealth taxes 
of the Teutonic countries turn out on examination to have become eroded to 
little more than taxes on real estate, whatever the original intention. (See the 
Symposium from countries practicing them in “Public Finance" 1960.) If the 
Greeks have allowed their income tax to become as eroded over ten years as 
has happened, there seems small hope that the much more compucated tax on 
net wealth would fare any better. 

It is claimed that the net wealth tax would lead to a better use of resources, 
especially of underused land and the maintenance of excessive inventories. But 
surely there are simpler and cheaper ways of attaining these ends. A firm deter- 
mination to abolish most of the exemptions in the income tax and an increase 
in the number of steps in marginal rates would go a long way, if they were 
backed up by better administration. The greatest need in Greece, however, 
would seem to be the introduction of a comprehensive annual budgetary re-- 
view which would reveal on the one side the total fiscal outlay of public bodies 
and on the other give an account of the total tax pool, with a drastic reduction 
in assignments, so that the interrelation of tax incidence and effects could be 
estimated. 

Ursuta K. Hicks 

Oxford University 
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Patterns of Public Sector in Underdeveloped Economics. By IGNACY SACHS. 
New York: Asia Publishing House; Taplinger, Distributor, 1964. Pp. x, 
196. $7.75. 


This revised and translated version of a book published in Poland in 1961 
is devoted to assessing the effectiveness of alternative types of government 
policies for carrying out economic development in the contemporary underde- 
veloped world. Three main lines of argument are developed: (1) an explana- 
tion of why there is a large development gap among nations; (2) an evalua-. 
tion of the relative productivity of the private capitalist and public sectors in 
generating accumulation; and (3) a comparison of two particular types of 
public sector patterns. In the first of these, called the Japanese type, the state 
nationalizes social overhead production and assists in development financing 
through such devices as state investment banks, but does not extend economic 
planning beyond fiscal policy and sectoral investment policy, and encourages 
both the import of foreign capital and the development of an indigenous capi- 
talist class. In the second or Indian type the government nationalizes a num- 
ber of strategic industries so that public sector growth will be higher than that 
of the private sector, thereby braking the power of monopoly capital, while 
the economic independence of the country is fostered, and comprehensive 
planning, physical as well as financial, is practiced. 

The results of the analysis are that: (1)underdevelopment around the 
world has common origins and causation in the interaction between capitalism 
and the colonial systems; (2) classical patterns of development are not open 
to currently underdeveloped countries because of the very different world mar- 
ket conditions these countries face than did their predecessors, and because of 
the lure of a short cut to development provided by the experience with social- 
ist industrialization; (3) the economic and political structure of underdevel- 
oped countries makes high rates of private accumulation virtually impossible, 
so that the government must take the lead in mobilizing resources if there is to 
be rapid growth; (4) state capitalism can thus be a relatively progressive phe- 
nomenon provided the government recognizes and accepts the role it must 
play in development; (5) whether the Japanese or Indian type will be chosen 
by such governments depends essentially on the relative political power of the 
native bourgeoisie and the forces of social democracy. To these conclusions 
are added value judgments, as Dr. Sachs calls them (apparently because they 
are not defended in this work), to the effect that the Indian pattern should 
produce a higher growth rate than the Japanese pattern, that the Japanese 
pattern can never be wholly successful, and that the only really effective solu- 
tion is neither of these but the socialist pattern. 

Of the three main lines of argument the first certainly gets the weakest 
treatment, being well below the standard for this genre set by, say, Paul 
Baran. The comparison of the two government policy approaches contains a 
good deal of stimulating comment on interest groups in underdeveloped coun- 
tries. Unfortunately Sachs has not succeeded in finding a country that actually 
practices the Indian pattern. Certainly India does not, as he points out. One is 
left with the impression that there is a good reason for this, though Sachs does 
not discuss it explicitly. Any attempt to try the Indian pattern creates strong 
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resistance from the soon-to-be-expropriated capitalists, leading to political 
tension and either revolution or counterrevolution, that is, very roughly, a 
switch either to socialist development or to the Japanese pattern. Perhaps it is 
in this sense that the Indian pattern is more progressive than the Japanese, 
rather than, as Sachs implies, because it is more productive of growth; but 
that is a matter for the reader’s political tastes to settle. 

Probably the most interesting thing about this book is the fact that it repre- 
sents a fairly serious attempt to develop for contemporary underdeveloped 
countries an analysis of economic interest groups and their political and eco- 
nomic impact, in the tradition of Marx’s “Class Struggles in France," but 
without the invective. The native bourgeoisie, if not foreign capital, are 
granted in principle the ability to act in ways that foster development, and a 
substantial part of the book (Chapters 4 and 5) is devoted to assessing the 
circumstances under which state policies can be made consistent with the in- 
terests both of development and of the bourgeoisie. Though many readers will 
find the arguments naive, Dr. Sachs’s work nonetheless represents a further 
step toward more effective communication between Marxist and non-Marxist 
economists. If the former could profit from a more extended use of the analy- 
tic and methodological apparatus of contemporary Western economics, the 
latter could no doubt profit by following Sachs in taking on occasion a broad- 
er look at the social and political context in which their work finds its applica- 
tion. 

BENJAMIN WARD 

University of California, Berkeley 


Problems of Tax Administration in Latin America—Papers and Proceedings 
of a Conference Held in Buenos Aires, Argentina, October, 1961. Balti- 
more: The Johns Hopkins Press for Joint Tax Program: Organization of 
American States, Inter-American Development Bank, Economic Commis- 
sion for Latin America, 1965. Pp. x, 574. $10.00. 


This book, finally published after what seems a rather long delay, contains 
nine papers, together with a summary discussion of general issues. A useful 
feature is the publication of extended comments by Latin American fiscal ex- 
perts, based on prior reading of the papers. These comments, together with the 
remarks of the discussants, bring into focus the gulf that inevitably exists be- 
tween the preoccupations of North American experts, whose sophisticated 
analysis of administrative problems relates to a mature economy, and the im- 
mediate problems confronting most of the Latin Americans to whom the papers 
are addressed. A further dividend to the reader of these comments is the op- 
portunity thus provided to form his own conception of the present state of ad- 
ministrative efficiency in various Latin American countries as seen through the 
eyes of the country expert, and to estimate the likelihood that recommended 
changes in procedures will soon be accepted. 'This information is not conveyed 
in the major papers, which are (understandably) closely geared to the partic- 
ular competences of each speaker. 

Most of the papers deal with technical problems of tax administration, but 
several concern themselves with broader questions of taxation and the charac- 
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teristics of particular taxes. Richard Musgrave discusses the problems of esti- 
mating the distribution of the tax burden. The nexus between Musgrave’s 
study (which indeed devotes several pages to specifically Latin American prob- 
lems) and tax administration is that a high standard of administration is a 
precondition of dependable studies of the distribution of the tax burden. John 
Due summarizes the problems of administration of sales and excise taxes. 
Both he and his commentators limit themselves to a general, rather than a 
"Latin American," approach to the question, Lyle Fitch deals with concepts 
and administration of taxes on property, and his commentators, as well as the 
discussants, devote attention to relating general considerations to specifically 
Latin American problems. In general, the discussants throughout the Confer- 
ence show an especially lively concern for relating principles to local prob- 
lems. 

The rest of the papers are closely geared to the title of the book. Joseph 
Crockett discusses Latin American difficulties in tax administration, 
difficulties that make familiar reading to anyone who has had the opportunity 
to visit a Finance Ministry in any Latin American country. These are limited 
enforcement powers, inadequate supervision of the taxpayer, prevalence of 
noncompliers, complicated tax forms, too much faith in audit as contrasted 
with a full investigation of the returns selected for examination, and so on. In 
a comment, Mr. Piedrabuena points out that a training school for tax person- 
nel was already functioning in Chile in 1961, under collaboration between the 
International Cooperation Administration and the U.S. Internal Revenue Ser- 
vice. A useful addition to the book would have been a statement of the sub- 
stantial progress that has been made by these missions in other Latin American 
countries as well since the date of the Conference. The reviewer has had the 
opportunity to observe the dedication of the IRS people at work on this task 
in Lima. 

An interesting paper by Marius Farioletti, Assistant Director of the Plan- 
ning and Analysis Division of the IRS, is concerned with “Statistical Records 
for the Management and Control of Tax Administration." Useful advice is 
given on the rules-of-thumb that should be followed by administrators occu- 
pied with developing a system of records, and although reference is almost en- 
tirely to the problems as they are met in the United States, they are problems 
that tax experts in less developed countries soon will want to be thinking 
about. He stresses the nature of the “tax administration gap" (pp. 141ff.), 
and its components, as well as the costs and advantages of partially closing it. 

Stanley Surrey discusses automatic data processing, rightly stressing the ex- 
tent of the preliminary work that must be done before ADP can be intro- 
duced. A commentator from one of the smaller countries interestingly suggest- 
ed that some of them might have to share a computer. Chadwick Haberstroh 
deals with trends in management technique, stressing that a problem in Latin 
America is the attempt to impose impersonal tasks on organizations “while the 
matrix of their society remains person-oriented" (p. 226). Attention is called 
to the advantages of the "flexible, task force style of administration" (p. 
235). Incidentally, Haberstróh deplores limiting attention to the measure- 
ment of tax evasion (p. 241), and indicates the need for consideration of other 
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administrative functions as well (among them, ways in which the administra- 
tion itself might improve on the equity treatment of taxpayers). Accounting 
and auditing procedures are discussed by Charles Taylor, and further discus- 
sion of controlling income tax evasion is provided by Oliver Oldman. 

Throughout much of the volume run two themes. One is that any nation’s 
tax system must be related closely to economic and political institutions and 
to the tax morale of the public. The other is that the equity and effectiveness 
of a nation’s tax system are likely to provide an index of the efficiency in gen- 
eral. Perhaps it may be suggested that another contribution to effective ad- 
ministration would be to limit the extent of use of tax incentives to attract in- 
dustry and to stimulate investment which are often of doubtful effectiveness 
in any event. 

Kenyon E. Poore 
Northwestern University 


International Economics 


Reforming ihe World's Money. By Sm Roy Harrop. New York: St. Martin's 
- Press, 1965. Pp. viii, 181. $5.95. 


Monetary Reform and the World Economy. By RoBERT V. Roosa., New 
York: Harper & Row, 1965. Pp. 1x, 173. $1.95. 


Both of these books stress the need for international monetary reform. They 
differ, however, about the immediacy of the need. Sir Roy Harrod emphasizes 
that the succession of near-crises in major currencies in the early 1960's means 
that there is currently a large shortage of reserves. Robert Roosa, in contrast, 
believes the system has performed reasonably well and that negotiations are 
necessary to provide for the increases in reserves necessary to finance growing 
trade and payments. Roosa has been a prime mover in negotiating new finan- 
cial arrangements—the General Arrangements to Borrow, the currency swaps 
among central banks, the new U.S. Treasury securities denominated in foreign 
currencies (“Roosa bonds"), and in devising “rescue packages" for foreign 
currencies in distress (the pound, the lira, and the Canadian dollar) ; it would 
be unexpected if he indicated that the existing set of arrangements was seri- 
ously lacking in its ability to meet current needs. 

Harrod pronounces the ad koc arrangements set up in the last few years ex- 
cellent, but he doubts they can be enlarged and formalized to the extent neces- 
sary to finance protracted payments imbalances. Roosa's view of the immedia- 
cy of the need for reform appears conditioned by his recent experiences nego- 
tiating with foreign central bankers. The key words for Roosa are coopera- 
tion, confidence, stability, sovereignty, and flexibility. Harrod challenges the 
central banker's view of the world: “The trouble is that the training and habi- 
tuation of central bankers is to be pragmatic and to move step by step. They 
distrust ideas of a general character, and this way may be wise in the normal 
run of things, since it is quite correct to think that the most general ideas are 
dangerous." But for Harrod, obtaining the desired increase in reserves falls 
outside the normal run of things. Harrod wants to revive the atmosphere that 
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prevailed at Bretton Woods and suggests that this might be done by demon- 
strating the costs of a generalized reserve shortage in terms of foregone 
growth. 

The Roosa volume, an expansion of the Elihu Root lectures in 1965, states 
the conditions for monetary reform and provides a comprehensive catalog of 
the possible ways to create new international reserves. The essential condi- 
tions include maintenance of the $35 gold price, fixed exchange rates, and a 
continued U.S. role as world banker. He suggests ways to improve the func- 
tioning of the system short of reform— partly by the expansion of the ad hoc 
arrangements developed in the last several years and partly by greater use of 
IMF financial resources, made possible both by an enlargement of IMF quo- 
tas and easier access to foreign currencies in the Fund. On the reform agenda, 
Roosa proposes creation of a new asset (“The Fund Unit Account?) within 
the IMF structure; this asset would be similar to the Composite Reserve Unit 
proposed by Edward M. Bernstein, and would supplement holdings of dollars, 
sterling, and other assets in international reserves. Roosa suggests rules to be 
used in determining which countries can acquire such assets initially and 
which countries must accept them in settlement of imbalances, and in what 
amounts. He also proposes creation of new secondary reserve assets, in effect, 
long-term “Roosa bonds,” to be transferred between central banks. Roosa’s 
theme is that there are a number of ways to create assets to meet the need for 
reserves, and it is self-defeating to discard any possible ways. Reserve needs 
` can be met best by holdings of gold, dollars, sterling, and other currencies; by 
central bank currency swaps; by long-term and medium-term loans between 
central banks; and by claims on the IMF in the form of Fund Unit Accounts, 
and larger member-country drawing rights. 

Harrod stresses that since the adjustment mechanism works slowly with 
fixed exchange rates and since flexible exchange rates would lead to interna- 
tional monetary chaos (a view shared by Roosa), a large increase in reserves 
is needed if direct restrictions on international payments are to be avoided. 
Much of the needed increase in reserves could be met through a world-wide 
increase in the price of gold. (Roosa wants to maintain the $35 gold price, but 
his argument appears directed largely against a devaluation of the dollar in 
terms of other currencies rather than against a devaluation of all currencies in 
terms of gold.) Harrod explores the potential of mutual currency support ar- 
rangements and deems them much more useful to the United States and sever- 
al other countries with high international credit standings than to the rest of 
the world. He argues that it is time for a review of the IMF Articles of Agree- 
ment, since they were hastily drafted in an atmosphere dominated by the 
prospect of continued European inconvertibility. Harrod examines a variety of 
ways to gear the IMF to meet reserve needs better and recommends that quo- 
tas should be enlarged, either on a once-and-for-all basis or on an annual and 
automatic basis, and that the Fund should be empowered to make investments 
in member countries so that their claims on the Fund will be increased. The 
dollar and sterling would continue to be held in international reserves, along 
with gold and the claims on the Fund. 

Finally, and most importantly, Harrod wants to convert the IMF from op- 
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erating on an overdraft basis to operating on a deposit basis. Payments imbal- 
ances would be settled by changes in the entries in the Fund's deposit ledger. 
If, for example, Great Britain had a payments deficit, it might draw a sterling- 
denominated check on its deposit at the Fund, and present the check to the 
U.S. Treasury in exchange for dollars. The dollars would be used to support 
sterling in the exchange market. The United States would then transfer this 
check to the Fund. The Fund would debit the British account, denominated in 
sterling, and credit the U.S. account, denominated in dollars. Later the United 
States could draw a dollar-denominated check on the Fund to present to other 
countries to obtain their currencies to help finance a U.S. deficit. Harrod's 
proposal for reform is similar to Keynes’s Clearing Union and Triffin’s Cen- 
tral Bank in that payments imbalances would be settled by transfer of deposit 
claims on the Fund; it differs from their proposals largely in that each coun- 
try's deposits in the Fund would be denominated in its own currency. And 
these deposits in the Fund closely resemble Roosa's Fund Unit Account. 
Roosa, however, advocates that the Fund still hold currencies of its members; 
in effect, he wants to create a deposit window within the Fund alongside its 
overdraft window, while Harrod wants to d the overdraft window with a 
deposit window. 

Harrod believes that the world's need for wuy could be met by adop- 
tion of his proposals for reform of the IMF. An international central bank or 
a new international currency are not necessary; neither is an increase in the 
gold price. e 

The major difference between Harrod and Roosa is not in the choice of 
techniques for generating new international reserves, but rather the disagree- 
ment on the tests for the adequacy of reserves. Both acknowledge the relation 


- between the process of adjustment to imbalances and the need for reserves to 


finance imbalances. Neither, however, really specifies the nature of this rela- 
tionship. When Roosa suggests that the recent rapid expansion in world trade - 
in recent years denies a reserve shortage, he ignores the heavy emphasis on 
restrictive measures that are increasingly characteristic of policies for balance- 
of-payment adjustment. Harrod views the several recent near-crises in the sys- 
tem as evidence of the over-all shortage of reserves; these crises, however, 
may reflect inadequate efforts to achieve payments balance on the part of 
countries with large persistent deficits, rather than a shortage of reserves 
available to the world. 

- The core of the reserve adequacy issue involves the relative obligation on 
countries with payments deficits and those with payments surpluses to take 
measures to reduce the imbalances. Harrod believes that adjustment to imbal- 
ance should consist largely of price rises in countries with payments surpluses; 
reserves must be adequate to finance the imbalance until the adjustment oc- 
curs. For Harrod, growth, unrestricted imports, and larger reserves are pref- 
erable to price stability, import restrictions, and smaller reserves. Harrod 
challenges the central bankers’ view that the shortage of reserves provides a 
restraint on inflation in the countries with payments deficit. From the view of 
central bankers in the surplus countries, however, a reduction in the imbalance, 
whether attributable to deflation, devaluation, or import restrictions by the 
deficit countries, reduces the size of external inflationary pressures. But if, as 
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Roosa suggests, the creation of reserves depends on agreement among central 
bankers, then the desire by surplus countries to limit external inflationary 
pressures forces the burden of adjustment on the deficit country. The resolu- 
tion of this issue depends on agreement on how this burden shall be divided, 
and not on some abstract measure of reserve adequacy. 


ROBERT Z. ALIBER 
University of Chicago 


Government Risk-Sharing in Foreign Investment. By MARINA VON NEUMANN 
WHITMAN. Princeton: Princeton University Press, 1965. Pp. xii, 349. 
$8.50. 


Professor Whitman has written a lucid and perceptive account of six pro- 
grams that share the risks of foreign investment with private U.S. banks and 
business firms. The programs are the Investment Guaranty Program operated 
by the successive U.S. foreign aid agencies; the World Bank; the Internation- 
al Finance Corporation; the Inter-American Bank; the Export-Import Bank; 
and the Development Loan Fund, a separate U.S. government agency between 
1957 and 1961 and thereafter a part of A.I.D. 

Each is assessed against a single criterion—its direct participation in the 
risks assumed by private capital. It is this criterion that gives the study its 
focus and its interest. The results are particularly illuminating in the case of 
the first five programs which were indeed designed to encourage U.S. private 
investors and traders to participate more actively in international economic 
life. 

The concluding chapter offers tabular evidence on the relative importance 
of each program in stimulating the flow of private U.S. capital. The author con- 
cludes that none of them has been a meaningful catalyst, since two to four 
public dollars have been required to move each private dollar. This leads to a 
final observation that “viewed as a means of substituting private for public 
development financing on a large scale, the activities here discussed appear 
not only futile but actually dangerous to the national interest in their very in- 
adequacy.” 

Analysis of each of the programs occupies the bulk of the book and repre- 
sents its most satisfying contribution. The author reflects with precision and 
insight the evolution of policies and programs under the pressure of criticism 
and controversy. As an inexperienced U.S. government sought to bring its eco- 
nomic capacity to bear on the problems of the postwar world, much creative 
ingenuity was used to devise politically acceptable mechanisms. With time, 
misconceptions have been corrected and fears have been allayed. Both policies 
and legislative authority have been revised constantly——largely for the better. 

The author has been particularly discriminating in selecting and soliciting 
relevant information. Her account will be valuable for those concerned with 
the inevitable changes in policies and administration. It should also be useful 
to businessmen interested in availing themselves of the ample opportunities 
for participating in the high returns that prevail on investment in less de- 
veloped nations, while sharing the risks with their government. 

The rest of the book is tantalizing. Material relevant to a number of current 
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policy issues is presented. However, even where the issues are discussed direct- 
ly, the evaluation is incomplete or inconclusive. Should the proposed 30 per 
cent tax credit be enacted and the extended risk-guaranty program substan- 
tially expanded? Both proposals have been debated for some time and A.1.D.’s 
Advisory Committee on Private Enterprise in Foreign Aid has recently recom- 
mended their adoption. The author discusses both but stops short of a full ap- 
praisal. She also suggests a functional reorganization of U.S. bilateral pro- 
grams, separating them according to their role in promoting capital flows. The 
same criterion might fruitfully be used to establish a division of labor between 
the World Bank and the bilateral aid programs or between the World Bank 
and the Inter-American Bank. It is these latter organizational problems that 
currently occupy the center stage. 

The nature of the complementarity between public and private capital flows 
is treated narrowly. The book’s preoccupation with the direct participation of 
. private capital in the operations of the agencies under review stimulates ques- 
— tions about the indirect effects on private flows of foreign aid using public 
funds alone. The study notes the balance-of-payments problems created for 
developing nations by debt service requirements, If it were not for government 
grants and soft loans, would such developing nations as Brazil, India, and 
Turkey have been able to maintain the spotless repayment record of borrow- 
ers from the World Bank? Would private investors, U.S. and European as 
well have been able to repatriate earnings and capital to the extent they 
have? Do such service requirements increase the need for government aid or, 
as is commonly argued, do private capital flows decrease aid requirements? 
Professor Whitman's study has the merit of provoking such queries. 

It may well be that the principal “risk-sharing” contributions of the U.S. 
government emanate from the indirect effects of its foreign aid programs. Eas- 
ing foreign exchange shortages facilitates service on private risk capital and 
the known preference of the U.S. government for private capital movements 
assures reasonable treatment of private risk-takers by most recipients of U.S. 
aid. 

JacoB J. KAPLAN 

George Washington Untversity 


Economic Aid and International Cost. Sharing. By JoHN PINCUS. 
Baltimore: The Johns Hopkins Press, 1965. Pp. xvii, 221. $6.50. 


This book, originally a Report of the Rand Corporation to the Department 
of Defense, deals with the need for more foreign aid, the problem of mea- 
suring the “aid” in foreign aid, the task of sharing the costs of foreign aid 
among donor countries, and the prospects for giving aid through commodity 
agreements, 

After a brief review of “import gap” analysis, John Pincus concludes that 
although they cannot be precisely measured, the foreign aid requirements of 
the less developed countries by 1975 will increase from present levels by at 
least $5 billion a year, net of debt servicing payments, if the less developed 
countries are to achieve per capita income increases of 2.5 to 3.5 per cent a 
"year. This represents a large increase over present aid levels. How should the 
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costs of this large increase in foreign assistance be shared? And what form 
should the assistance take? 

To allocate fairly the cost of foreign aid, one must first decide how to mea- 
sure it. Pincus strongly deprecates the widespread practice of indiscriminately 
adding together cash grants, commodity grants, long-term loans, and medium- 
term export credits to reach a total level of “aid.” He argues that commodity 
grants should be valued at world market prices, not at artificial support prices 
as is now done for some P.L. 480 shipments, and that loans should be entered 
minus their discounted future value, not at their nominal value. Rough calcula- 
tions, using national interest rates to discount loan repayments, show that a 
nominal level of aid amounting to $7.8 billion from all donor countries in 
1961 shrinks to $4.8 billion if the two indicated corrections are made. 

Pincus argues that the benefits of this foreign aid to donors are too diffuse 
and too unmeasurable to offer a satisfactory criterion for cost sharing. He is 
thus driven to emphasize the donors’ ability to pay, which he discusses in 
terms of total GNP, GNP per capita, level of unutilized productive capacity, 
balance of payments position, and availability of surplus agricultural produc- 
tion. He concludes that any search for an ideal cost-sharing formula will be 
will-o-the-wisp, but suggests that an ability-to-pay criterion based on GNP 
corrected for national differences in purchasing power offers the most fruitful 
starting point for negotiations among donor countries. 

In correcting GNP for purchasing power differences Pincus erroneously fol- 
lows the current vogue. The temptation to correct national income for 
differences in national purchasing power is a strong and a natural one for any- 
one who has experienced the large variation from country to country in how 
far he can stretch his consumer dollar. But in spite of its intuitive appeal, 
this correction is not warranted for cost-sharing purposes. With the free move- 
ment of goods, prices of traded commodities will not differ greatly from coun- 
try to country. For competitive economies intercountry differences in the prices 
of services and nontraded goods will thus reflect intercountry differences in 
the opportunity cost of these goods and services in terms of traded goods and 
services. Ability-to-pay cost sharing should therefore be based on national in- 
come at national prices converted at equilibrium exchange rates, not at “pur- 
chasing power rates” computed on the basis of some bundle of consumption 
goods. Adjustments are warranted only if official exchange rates differ from 
equilibrium exchange rates or if there are marked deviations from competition 
in product or factor markets. 

But this is merely a technical point. As Pincus makes clear, any formula for 
cost sharing can only provide the starting point for hard and basically polit- 
ical negotiations, except in those few cases—such as the Universal Postal 
Union or the General Agreement on Tariffs and Trade—where the sums are 
small and can be reasonably based on some indicator of benefits. 

Pincus is not optimistic about the prospects for increasing aid in its present 
forms by the amounts he believes will be required. He therefore examines in 
some detail the possibilities for using international commodity agreements as a 
vehicle for transferring resources to the less developed countries. He concludes 
that only five commodities—coffee, cocoa, tea, sugar, and bananas—offer seri- 
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ous possibilities for transferring resources through price-raising international 
agreement; other commodities either have close substitutes produced in de- 
veloped countries (oilseeds, rubber) or are consumed mainly by LDC’s (rice). 
But on Pincus’ estimates (the method for reaching them is not satisfactorily 
described, making them difficult to evaluate) these five commodities offer the 
LDC’s in 1971 only $900 million more than they would otherwise receive 
from exports. Moreover, there is no assurance that these gains will go to the 
right countries (Pincus points out, however, that over half the benefits will 
flow to Latin America) or, more important for development, that they will ac- 
crue to the right groups within each country. Capturing these gains for de- 
velopment presumes an adequate fiscal system, often sadly lacking. It is prob- 
ably more likely that capital flight will be financed with high commodity re- 
ceipts than with direct foreign assistance. Finally, higher commodity receipts 
may encourage primary producers to maintain overvalued exchange rates, and 
thereby impede the diversification of production which Pincus thinks is neces- 
sary. In view of the small potential gains and the great uncertainty of transla- 
ting these gains into economic development, Pincus is perhaps more generous 
to price-raising commodity agreements than they deserve. 

Pincus has written a useful book. He has summarized much existing materi- 
al on cost sharing and has broken some new ground in the measurement of 
foreign aid. But unhappily he fails to find the key to raising aid by the $5 bil- 
lion he believes will be required. This will need a much bolder political ap- 
proach to foreign aid legislation within the donor countries, based on a more 
experimental approach to aid giving. Aid must be justified for what it is, a 
program in social engineering as radical and uncertain as a moon shot is in 
aeronautical engineering, attended by great risk but also by great promise. 

RicHARD N. CooPER 

Yale University 


African Primary Products and International Trade. Edited by I. G. STEWART 
AND H. W. Orp. Edinburgh: University Press; Aldine Publishing Co., 
distributor, 1965. Pp. xv, 218. $7.50. 

This volume brings together papers contributed by a number of economists 
from Africa, the United States, and Great Britain to an international seminar 
held in the University of Edinburgh's Center for African Studies in September 
1964. The initial impetus for it grew out of studies undertaken in Nigeria and 
Ghana by members of the University's Department of Political Economy. 
Supported by the U.S. Department of Agriculture, their work was concerned 
primarily with the estimation of supply and demand functions, The United 
Nations Conference on Trade and Development then provided the inspiration 
for examining the specifically international problems of African agriculture. 

The individual contributions differ widely in scope and method, but nev- 
ertheless combine into a balanced treatment of three main aspects of the 
primary producing sectors of Africa: their internal structure and functioning, 
their external effects on other sectors, and the policy influences to which they 
have been or may be subjected. The chapters are not explicitly subdivided 
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into corresponding sections, but they can easily be grouped along these lines 
without overmuch violence to their primary intent. 

1. The core of the book consists of four papers on market structure—one 
by Robert M. Stern on the determinants of cocoa supply in West Africa, an- 
other on the coffee industries of East Africa by J. W. F. Rowe, a third on the 
difficulties of supply and demand projections by H. W. Ord, and the last by 
W. D. C. Wright on a determinant of the demand for food imports into West 
Africa. With the exception of Rowe’s historical and descriptive work, these 
papers report on various attempts to apply statistical techniques to very crude 
data indeed. Some relationships do turn out to be statistically significant. But 
the main burden of the argument continues to rest on the evident need for im- 
proved data on which to base even the simplest of inferences. 

2. The need for testing hypotheses is not thereby reduced, especially where 
the effect of specialization in primary products on other economic sectors is at 
issue. Recent challenges to conventional suppositions are taken into account at 
various points. Thus O. Aboyade notes Alasdair MacBean’s claim that export 
instability has not noticeably retarded investment and growth in international 
comparisons, but he insists that overspecialization on a few commodities has 
nevertheless led to “capital distortion” by reducing the adaptability of the 
economy to changing conditions. Gerald K. Helleiner is similarly aware of B. 
F. Massell’s doubts concerning the stabilizing role of export diversification, 
but he still finds cause to champion an international payments union to diver- 
sify what risks remain. 

Helleiner also observes how insulated the export sector can be from the rest 
of the economy in Africa, even where it is based on peasant production. Thus 
the ratio of intermediate input purchases to the value of total production in 
Nigeria was only 2.6 per cent, for example, far short of the 31 per cent found 
by Chenery and Watanabe for Italy, Japan, and the United States. The per- 
centage of output used as intermediate inputs in other industries was even 
lower, only 1.9 per cent, compared to Chenery and Watanabe’s 72 per cent. 
Enclaves of this kind are therefore much more integrally part of the economies 
they supply abroad than of the countries whose territories they happen to oc- 
cupy—even where very little foreign capital is involved! 

3. The policy chapters are anticipated at the beginning of the book in a 
brief but useful survey of the prospects for African agricultural exports by J. 
A. C. Brown and by a discussion of the possible role of international organiza- 
tions in the development of African primary products by H. M. A. Onitiri. Ian 
5. Livingstone then concerns himself in the last part of the book with rival ar- 
guments for and against government intervention in the marketing of domestic 
crops in Uganda and Tanganyika; Eric Clayton describes a linear program- 
ming study of policy alternatives to increase the efficiency of peasant produc- 
tion in Kenya; A. A. Suliman analyzes stabilization policies for cotton in the 
Sudan; and J. J. MacGregor explores the possibility of export diversification 
by developing timber resources. 

Probably the most significant contribution to the book is Dudley Seer’s 
paper on the special interests of Africa in international trade. He argues that 
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the oversupply of several primary commodities in world markets reflects the 
inability of Latin American countries to break into world manufacturing mar- 
kets. If they were permitted entry there, “commodity markets would be vacat- 
ed and Africa’s share in these markets would grow.” Even then, however, the 
projected increase in African export earnings would be insufficient for even 
modest development targets. Thus “trade not aid" is not in his judgment a 
. Slogan applicable to Africa. The need is rather for more trade and aid to- 
gether, as the editors also point out in the introduction. 

In sum, this book provides a balanced sampling of the kind of economic 
work being done on Africa. The pioneering character of the enterprise no 
doubt accounts for most of the deficiencies in its achievements to date. 

Hans O. SCHMITT 

The University of Wisconsin 


The Balance of Payments: History—M ethodology—T heory. By M. J. Was- 
SERMAN AND R. M. Ware. New York: Simons-Boardman Publishing 
Corp., 1965. Pp. xi, 481. $10.00. 

The first five chapters of this predominantly descriptive treatment of the 
balance of payments are historical and bring the reader from the bullionist pe- 
riod (dated as early as 1303) to the present. Developments within the United 
States and the United Kingdom receive extensive attention; several other 
countries receive lesser mention. The remainder of the book, seven additional 
chapters, is devoted to major facets of the balance of payments: nature, meth- 
odology, accuracy, measurement, reserve and exchange market policies, auto- 
matic disequilibria adjustments, and the international payments system. 

The historical section focuses on the evolution of the concepts originally in- 
volved in the balance of trade, and later in the more inclusive balance of pay- 
ments. Advances in methodology came slowly and sporadically. For example, 
it was not until 1911 that a comprehensive study of British foreign invest- 
ments was made, while 1922 saw the first official U.S. balance of payments. 
Concepts changed slowly. At first the balance of payments was considered a 
statistical tool to be used in analyzing the international financial position of a 
country; it was not until after World War II that emphasis was placed on the 
extent to which domestically produced goods and services were transferred to 
foreigners, and on how the difference was financed. The International Mone- 
tary Fund's Balance of Payments Manual (1948) incorporated the then-cur- 
rent basic concepts and methodology; progress since then has been character- 
ized more by minor improvements than by major changes. 

Chapter 6 describes the minor differences between the U.S. and the IMF 
presentation forms, and points out the influence that the balance of payments 
has had on the other components of the nation's national income and product 
accounts. Chapter 7 focuses on the relative merits of linked and nonlinked 
source systems; Ceylon and the United States, respectively, are used as exam- 
ples. The various methods of categorizing entries are described; one comes to 
understand why the errors and omissions account is so large and erratic. 
Woven into Chapter 8 are many of the recommendations of the Review Com- 
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mittee for Balance of Payments Statistics. If one wishes to discover how and 
where entries are made, and where they should be made (according to the Re- 
view Committee), this is the place. 

Chapter 9 is especially well done. The authors describe the division of the 
balance of payments into substantive (above the line) and balancing (below 
the line) transactions and discuss the bearing that such classification has on 
the surplus or deficit. The authors do not avoid the relationship of deficit de- 
termination and policy considerations: an example is their treatment of the 
commonly heard criticism of the Department of Commerce’s inclusion, as a 
balancing item, of the change in U.S. liquid liabilities to foreign private banks 
and other holders and the exclusion of their counterpart, U.S. private liquid 
asset claims on foreigners. Official short-term assets, on the other hand, are 
netted against official short-term liabilities. The rationale for this asymmetrical 
handling of official and private short-term assets and liabilities is inherent in 
the Department’s “liquidity concept,” which emphasizes the speed with which 
internationally invested funds can be used to defend the dollar. Alternative 
concepts are suggested, which call for different interpretations concerning 
which entries might be considered “balancing.” 

Chapter 10 describes how disequilibria may be settled through drawings on 
IMF rights, swap arrangements, prepayment of military exports, and the sale 
of Roosa bonds. The special case of the reserve center country is discussed; a 
résumé of recent reserve policies follows. 

In Chapter 11, which deals with the automatic adjustment of disequilibria, 
emphasis is placed on the elasticities of supply and demand in determining 
whether a flexible exchange rate will move within wide or narrow ranges. 
Some space is devoted to Keynes’s interest-parities theory of forward ex- 
change, and a reference is made to Paul Einzig’s “dynamic” theory, but the 
reader is not treated to an explanation of the latter. The foreign trade multi- 
plier is briefly discussed, especially in relation to the U.S. deficits of 1958-64. 
Multiplier effects on these deficits are said to explain, in part, the persistent 
unemployment and the relatively slow rate of growth in this country: during 
that period. 

In the final chapter, various exchange standards are discussed, and the 
modern era of international monetary cooperation comes in for brief scrutiny. 
It was disappointing to find so few of the many suggestions that have been 
made in recent years for the reform of the international monetary system, 
especially since U.S. balance-of-payments difficulties are probably largely re- 
sponsible for much of this interest. 

The bibliography is extensive and is divided into subject-matter groupings. 
The appendices contain reproductions of early English trade documents; se- 
lected U.S. balance-of-payments tables proposed by the Review Committee; 
consolidated balances of payments for several countries; and notes on inter- 
pretation. This reviewer can see no reason why this material should have not 
been placed in the main body of the book, where much similar material is 
found. There is an author index and a subject index, but no list of figures 
(only four in the entire book) and no list of tables (101 in all). 
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Readers locking for new contributions or sophisticated theoretical analyses 
will be disappointed in this book, but those interested in description and pol- 
icy will find it a useful volume. 

Byron B. Brown, JR. 

Wisconsin State University-Eau Claire 


Business Finance; Investment and Security Markets; Insurance 


Business Finance—A Management Approach. By Louis K. BaANpr. Engle- 
wood Cliffs, N.J.: Prentice-Hall, Inc., 1965. Pp. vi, 633. $9.75. 


Manuscripts that achieve the preface goals should probably be considered a 
technical success. Acceptance of content and style is another issue. Professor 
Brandt has written a book "directed at undergraduate students seeking ca- 
reers as business managers." Coverage is limited to internal financial analysis 
described in great detail Repetitious references to decision-making implore 
the reader to utilize management techniques for planning precisely, executing . 
carefully, and coordinating tightly short- and long-term policies. After many 
years of evolution away from finance texts emphasizing external, institutional 
viewpoints, it is surprising to find the same emphasis on definitions, forms, 
and lists of comparative advantages and disadvantages in a new book with the 
locale of analysis shifted to the internal environment. 

The first 15 chapters on short-term topics are very similar to the first 17 
chapters of a text written by Howard and Upton in 1952. Following a promis- 
ing chapter on the relevance of financial theory, the reader is instructed in the 
construction of balance sheets and operating statements. Subsequent chapters 
describe techniques of controlling expenses, break-even chart analysis, ratios, 
pro forma statements, and cash budgets along with frequent admonitions to 
manage cash, temporary investments, receivables, and inventories for both li- 
quidity and profitability. The first section is completed by a review of numer- 
ous sources of short-term financing. The decision to devote 15 chapters and 
300 pages to short-term subjects and 15 chapters and 323 pages to the long- 
term section is typical of the thorough planning and organization of the au- 
thor. The long-term material discusses the traditional topics of forms of debt 
and equity issues, capital structures, dividend policies, and special problems of 
changing ownership, recapitalization, reorganization, and beginning a new 
business. There is even a chapter on managing investment securities. Unfortu- 
nately, the good discussion of planning capital expenditures is followed by a 
very abbreviated coverage of the problems of rationing capital, risk, deter- 
mining the aggregate cost of capital, and selection of tentative “cut-off” 
points. Financial terms, forms, and institutions are well defined, but the ex- 
citement and variable aspects of problems are frequently missing in the dis- 
cussion, and an illusion of mechanical simplicity is sometimes created. 

Topics are discussed in a systematic manner following the same format in 
each chapter, and few students should have difficulty understanding the mate- 
rial presented. The descriptive chapters provide a good reference source, al- 
though explanatory and reference footnotes are lacking. The absence of tables 
and charts summarizing empirical information and company experiences also 
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simplifies the reading job. A vast array of problems and short "casettes" are 
included for student assignments. Negative style features include a surprising 
number of minor errors and’a tendency to pulverize simple ideas. In the dis- 
cussion of the use of sinking funds, the reader is instructed (p. 366), “Thus, 
an 80 per cent plan fully executed leaves only 20 per cent of the debt exposed 
to risk at maturity, while a 50 per cent plan leaves 50 per cent exposed." The 
author attempts to build concepts by covering the same topics in several 
different chapters; however, the level of discussion remains the same so the 
result is often simply repetition. There are many sections where identical 
ideas, even entire paragraphs, are repeated (for example, see pages 356-58). 

Criticisms of style are insignificant relative to consideration of subject cov- 
erage. Professor Brandt has attempted to prune away the emphasis on the 
financing and crisis epics of many finance texts following the lead of Howard 
and Upton, as later expanded by Johnson and Weston. No attempt was made 
to create a new format similar to the efforts of Beranek or Lindsay and Sam- 
etz. His approach highlights the dilemma of finance courses in today's curricu- 
lum. From one side, the managerial accountants are pushing into the liquidity 
and solvency topics of finance, and from the other, the managerial economists 
continue to concentrate on problems affecting profits and the allocation of 
capital. Finance professors may ignore these contributions and continue to 
emphasize the familiar tools of financial analysis. At schools where accounting 
departments have moved toward a managerial approach, this duplication will 
lead to inefficient use of the early sessions of finance courses. The opposite ex- 
treme is to drop all attempts to be analytical and concentrate on descriptive 
reviews of various sources of funds. A suitable compromise would be to create 
an advanced course utilizing the analytical skills and knowledge acquired in 
basic accounting and economics courses to examine problems of financing, al- 
locating funds among alternatives, capital structures, valuation, liquidity, and 
other finanical topics. The beginning course in finance need not use a “basic” 
or "elementary" approach if the student first studies economics and ac- 
counting. The internal approach advocated in this book may be justified if a 
different curriculum is adopted. Therefore, while complimenting the author on 
his thoroughness and organization in the informative coverage of the topics 
selected, this reviewer does not believe this text solves the basic problem of 
deciding what the subject content of a finance course should be and what level 
of sophistication and breadth should be sought, relative to the amount of de- 
tails and definitions of basic topics that are also analyzed in related academic 
studies. 

SIDNEY L. JONES 
University of Michigan 


Industrial Organization; Government and Business; 
Industry Studies 
Transportation Economics. A Conference of the Universtties-National Bureau 
Committee for Economic Research. (Special Conference 17.) New York: 


Columbia University Press for National Bureau of Economic Research, 
1965. Pp. xviii, 464. $10.00. 
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The sixteen papers that make up this volume in the National Bureau’s con- 
ference series provide a rather broad and representative sample of the wares 
currently being vended under the label of transportation economics. They 
range in the problems attacked from the very old to the very new, in research 
technique from legal case-dredging to subtle statistical methods, and in schol- 
arly weight from routine occasional pieces to important original research. The 
following comments deal selectively with some of the more interesting themes 
and individual contributions. 

Several writers are concerned with aspects of the interrelated problems of 
pricing and intermodal allocation in the carriage of freight. The essays by J. 
R. Nelson and by R. A. Nelson and W. R. Greiner together examine selected 
historical forces helping to explain the present dilemma of excess capacity, low 
returns, and inefficient pricing in railroad freight service. J. R. Nelson reviews 
some of the organizational and market factors that may explain the original 
creation and persistence of excess capacity. R. A. Nelson and Greiner explore 
the hypothesis that the preservation of value-of-servicing pricing “has been 
the dominant policy underlying transportation regulation in the United States 
for many years” (p. 373), due to a political interest in maintaining discrimina- 
tion in favor of the long-distance movement of basic raw materials and agri- 
cultural products. The attempt to insure the conformance of motor truck 
pricing to a rate structure containing important elements of discrimination has 
had the effect (among others) of denying railroads the opportunity to com- 
pete on the basis of price for traffic that they can profitably carry and leaving 
the rates for raw materials and agricultural products unadjusted. Indeed, the 
paper by-J. C. Nelson on “The Effects of Entry Control on Surface Trans- 
port” develops evidence on the costs of imposing regulation on truck transport 
for the protection of the railroad pricing structure, since he analyzes the real 
costs attributable to franchise restrictions on the operations of common-carrier 
trucking firms and not just to entry control per se. The paper by M. J. 
Roberts on “Transport Costs, Pricing, and Regulation” touches upon the 
substantive cost-based criteria for pricing that would most likely serve to 
straighten out these misallocations. Long-run marginal cost is an appropriate 
basis for the (minimum) pricing of rail service, as are the long-run marginal 
costs of other transport agencies (except pipelines) to their own minimum 
charges. In the case of agencies other than railroads, long-run marginal cost 
can largely be identified with short-run average cost. In railroads, however, 
the appropriate marginal-cost concept is a hybrid, representing incremental 
costs in a rationalized version of the present railway plant and not the costs 
that would prevail if the railways were optimally rebuilt from scratch. 

Two papers by R. J. Gordon and G. Kraft are concerned with airline costs. 
Gordon attempts to develop a measure of the cost of managerial inefficiency in 
domestic commercial air transport, identifying it with positive deviations 
from cross-section least-squares regressions (or similar fits) of selected airline 
cost components upon their major economic or technical determinants. Valu- 
able as this paper may be as an exploratory effort, its results (which impute 
most of the subnormality of the trunk airlines’ 1960-61 profits to inefficiency) 
are a bit hard to interpret. Gordon’s measure is not a maximum one, since it 


BOOK REVIEWS 625 


rests on deviations from average performance, not from some technical opti- 
mum; nor, on the other hand, is it a minimum, since omitted cost-determining 
variables outside of managerial control may account for some of the positive 
deviations. Kraft’s paper on advertising costs in the airline industry uses a 
Koyck-type distributed-lag technique to assess the revenue productivity of ad- 
vertising expenditures. For reasons fully adduced by Kraft’s discussants, his 
results must be rejected. They more likely reflect the effect of revenue on ad- 
vertising expenditures than the other way around. And, as usual when this 
method is applied to autocorrelated time series, the apparent goodness of fit is 
quite deceptive. 

The volume includes a paper by E. Mansfield from his excellent series on 
technical change, “Innovation and Technical Change in the Railroad Indus- 
try." His results, concerning the size of innovating firms and interfirm and 
intrafirm rates of diffusion, seem to raise one problem of interpretation. The 
Schumpeterian hypothesis invoked by Mansfield (p. 181) emphasizes the risk 
attached to innovation and the allegedly greater capacity of firms possessing 
positions of monopoly to incur it. The list of innovations investigated by 
Mansfield includes, quite naturally for a service industry, many that are in 
essence new types of capital goods, the developmental risks of which must 
have been borne largely by equipment manufacturers outside the railroad in- 
dustry. Whatever the significance of Mansfield’s findings about their adoption 
by the railroads, it may not be as a test of the Schumpeterian hypothesis. Was 
Schumpeter talking about who would build the better mousetrap, or about 
who would first beat a path to the door? 

M. J. Peck and J. R. Meyer contribute a stimulating paper on “The Deter- 
mination of a Fair Return on Investment for Regulated Industries,” in which 
they compare to the present-value calculations of rates of return indicated by 
capital-budgeting procedures those measures of returns commonly used in reg- 
ulatory proceedings. It is a bit dismaying to see so little made of the distinc- 
tion between replacement cost, a theoretically sound rate base, and the repro- 
duction-cost base in actual use, considering all the blood that has been spilled 
over the latter. Peck and Meyer evade the issue of the “normal” rate of return 
to be allowed once the rate base is established, except to note that, around the 
early 1960’s, public utility industries were doing less well than selected manu- 
facturing industries marked by moderate to high seller concentration. Do they 
feel that a fair return to the utilities should include a fair share of monopoly 
profits? 

Finally, a group of papers deals with the interrelated issues of urban eco- 
nomics and highway passenger transport. R, W. Harbeson’s review of the 
problem of allocating highway costs to different classes of users fails, as dis- 
cussant P. O. Steiner points out, to distinguish adequately between the “equi- 
ty problem” of allocating costs among users after the event and the “efficiency 
problem” of levying charges equal to the associated incremental costs as a 
condition for use. W. Vickrey provides a spirited advocacy of marginal-cost 
pricing, and T. Kuhn an imprecise discussion of “The Economics of Trans- 
portation Planning in Urban Areas” which mixes comments on the appropri- 
ate form of decision criteria with complaints about abuses in their actual em- 
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ployment. J. F. Kain develops some novel material on the trade-off between 
residential-space costs and travel costs for urban commuters and on the im- 
pact of racial discrimination on housing costs and locational patterns. Finally, 
K. T. Healy pleads for placing urban transport problems in a larger decision- 
making context that would encompass the possibility of discouraging the fur- 
ther growth of already large urban agglomerations. He could make his case 
even stronger by arguing that economic units adding themselves onto large 
metropolitan areas probably pay charges (taxes and user payments for public 
services) that fall well below the associated long-run marginal social costs, but 
as long as red blood flows in chamber-of-commerce veins he is likely to win 
few influential converts to his cause. 
RicHarp E. CAVES 
Harvard University 


The Urban Transportation Problem. By J. R. Meyer, J. F. Kam, 
AND M. Wout. Cambridge: Harvard University Press, 1965. Pp. xix, 
427. $11.95. 


This RAND Corporation Research Study deserves the serious attention of 
every student of the urban scene. The implementation of the study is impecca- 
ble: “The ultimate goal is to improve urban living, not to eliminate conges- 
tion, or maintain investments in real estate or transportation facilities as such. 
Urban transportation investments use resources that alternatively could be 
used for educational, health, recreational or other purposes." In the best tradi- 
tion of descriptive (as opposed to prescriptive) economics, the authors largely 
succeed in their attempt to define the urban transportation problem and to ex- 
plore the validity of many of the contemporary clichés about our urban trans- 
portation condition. 

Part I is a well-written nontechnical discussion of trends in urban popula- 
tion, employment, residential patterns, trip demands, transit service, and so 
forth. Since the absence of adequate data precluded an econometric investiga- 
tion, this section may not completely satisfy the reader accustomed to think- 
ing in terms of income and cross price elasticities of demand. However, the au- 
thors’ informed and plausible interpretation of available data does provide a 
clear—and not infrequently surprising—insight into the changing character of 
spatial activities in urban areas. The authors display this same talent for syn- 
thesizing theory and fact throughout the book. 

Part II on comparative costs is the heart of. the study. The authors careful- 
ly build detailed cost models for rail, bus, and automobile systems that pro- 
vide the three basic urban transportation functions: residential collection and 
distribution, line-haul, and downtown distribution. Several dimensions of the 
one-way trip are standardized in order that the estimated dollar costs of the 
trip on alternative modes can be compared with one another. The authors spe- 
cify identical speed, frequency of service, population density, convenience and 
comfort for each mode and proceed to estimate the dollar trip cost on each 
mode at various passenger-volüme levels and various trip lengths. Obviously, 
congestion problems are assumed away at this stage of the analysis. The cost 
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estimates that result are too numerous to summarize in detail here since trans- 
fers, surface and underground construction, and combinations of modes are 
also considered as alternatives. But several conclusions are worth specific 
note: the freeway flier bus has the lowest trip cost. of all modes, lower than 
rail for even high population densities. The frequently proposed park-and-ride 
rail system is usually the highest-cost means of providing trips. Equally inter- 
esting is the conclusion that the private automobile with an occupancy rate of 
1.6 persons has a lower trip cost than either bus or rail for passenger volumes 
of less than 10,000 persons per hour per corridor (the case of most U.S. 
cities). 

Part OI, “Solutions and Public Policy,” is both a summarization and a dis- 
cussion of what contributions can and cannot be realistically expected from 
our technology and our political institutions. In brief, the authors advise ra- 
tioning expressway space during peak hours by taxes, direct access controls, 
and by a priority system for express buses. They are not optimistic about the 
prospects for a technological breakthrough that will dramatically solve the 
urban transportation problem. They find improvements in existing technology 
more promising for the future and in this context suggest the following 
modifications for bus systems: more express buses, centralized fare collection, 
the addition of a third door with double side loading and unloading, and di- 
agonal, multislot, high-speed, high-volume bus terminals, 

The authors are understandably reluctant to commit themselves to a gener- 
al policy recommendation for urban transportation. The conclusions they do 
reach might be paraphrased as follows: since we know so little about the de- 
mand function for urban travel and since the capital costs of rail systems are 
considerable, the economic approach in most U.S. cities would be to experi- 
ment with express buses, priority express buses, and congestion-control sys- 
tems on existing freeways before plunging into the construction of expensive, 
long-lived rail facilities. Unfortunately this approach probably lacks sufficient 
glamour to satisfy the political and propertied urban establishment that al- 
ready seems bent on the construction of capital intensive, federally financed 
rail systems. 

In a sense this is an untimely book; it appears too late to have a beneficial 
effect on those responsible for drafting the federal legislation that will shape 
urban development for generations to come. On the other hand, the book ap- 
pears too soon to include a discussion of the detail and impact of the Urban 
Mass Transportation Act of 1964. The usefulness of the authors’ cost esti- 
mates must surely be evaluated in the light of the provisions of that act. AI- 
though their estimates are methodologically unassailable in the context of the 
national allocation problem, those costs are now not relevant at the urban 
level where the transportation-investment decisions are made. Under the pro- 
visions of the act the federal government is prepared to pay up to two-thirds 
of the capital costs of a mass rapid transit system for a qualifying area. Since 
the capital or fixed-cost component of a rail system is much higher than that 
of an express bus system, the effective community costs of a new rail facility 
are now considerably lower. The practical urban politician realizes this, of 
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course, and will revise the cost equations of this study accordingly in order to 
find kis cost of urban transportation. 
M. BRUCE JOHNSON 


University of Washington 


Economics of Private Truck Transportation. By WALTER Y. Or AND ARTHUR 
P. HURTER, JR., WITH ERROL Griustorr, SEIKO HIGA, AND Davip R. 
Murr. Dubuque: Wm. C. Brown Co., 1965. Pp. xvii, 365. $9.00. 


The role of private, as contrasted with common carrier, truck transport in 
the United States has long been one of the least understood aspects of trans- 
portation economics. This fine volume supplies much of the missing informa- 
tion. In the process, a major contribution is also made to the emerging field of 
transportation logistics (e.g. Chapter 8: “An Empirical Analysis of the Pri- 
vate Carriage Option"). Furthermore, the book incorporates (Chapter 5) the 
best analysis of the behavior of truck costs, both private and common carrier, 
yet available. Finally, a highly suggestive and original statistical analysis is 
presented of “The Value of Service Component in Rail Freight Revenues" 
(Chapter 7). D 

The major conclusion, though, will be as unsurprising to many transporta- 
tion economists as it will be irritating to some of the more hidebound elements 
in the common carrier industry. Specifically, on the assumption that certain 
income and income redistribution effects are not dominant considerations, 
Walter Oi and Arthur Hurter conclude that private carriers are socially desir- 
able on the grounds that they achieve at least some improvement in the alloca- 
tion of transportation resources. Accordingly, they recommend a reduction in 
transportation regulation in order to evoke a more workably competitive envi- 
ronment in highway transport. In particular, they favor removal of mini- 
mum rate regulation as it is now applied to common carriage (by all modes). 
With such a change, they envisage that common carriers could compete more 
effectively with private trucking for certain sectors of the market, mainly 
short-haul traffic, where present common carrier rates seem most notoriously 
out of line with costs and therefore provide a considerable incentive for pri- 
vate carriage. 

This conclusion derives from their detailed analysis of the incidence of pri- 
vate motor transport. Specifically, they argue, quite cogently, that private 
motor transport can be broadly viewed as a form of vertical integration that 
will be practiced by firms whenever profitable. They predict and provide evi- 
dence that this profitability is a function of several variables such as firm size, 
industrial affiliation, the frequency of short-haul shipments, the importance of 
freight expenses in terms of total expenses of the firm, the prevalence of 
intrafirm shipments and the extent to which the shipper (as contrasted with 
the consignee) bears the freight cost. On an empirical basis, the distance profile 
of shipments proves, somewhat unexpectedly, the most important single factor 
while the size of firm is less important than expected. Though medium-size 
firms use more private carriage than small firms, very large firms tend to use 
relatively little private transport. This phenomenon, incidentally, might be ex- 
plained, though the authors do not investigate the point, by the greater bar- 
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gaining power of the very large shippers; this could enable them to extract 
rate concessions from common carriers much more readily than their small or 
medium-size competitors. Whatever the explanation, the usual defense of pub- 
lic policies to protect common carriers, based on the grounds that common 
carriers are particularly needed by smaller businesses, is at least mitigated. 

Another important factor determining the substitution of private for com- 
mon carriers, introduced somewhat ad koc by the authors, relates to temporal 
variations in transport demands. They identify what they call a “base load” 
phenomenon. Many shippers seemingly find it advantageous to develop 
sufficient private capacity to meet their base or temporally steady transport 
requirements and rely upon for-hire carriers to take care of spillover demands 
which occur seasonally or intermittently. The same argument could have been 
extended to infer that shippers who generate temporally steady or constant 
demands for transportation will also have incentives to enter into private 
truck transport as long as pricing schemes used by common carriers do not 
reflect the cost effects of demand variations. 

Inflexibility in the common carrier rate structure also seems to be the root 
cause of much of the private motor transport of short-haul traffic. Common 
carrier disadvantages in short-haul traffic can be substantially attributed to an 
inability to tailor equipment to the special needs of short-haul traffic, mainly 
because the common carrier has no guarantee that he will have the traffic over a 
sufficiently long period to amortize properly any specialized equipment invest- 
ment. The private carriers, of course, implicitly possess this guarantee. In 
short, a major advantage of the private truck on short hauls, or any traffic re- 
quiring special equipment, is a traffic guarantee. 

This, however, suggests a policy alternative to minimum rate deregulation, 
namely institution of so-called contract or agreed charges. Basically, these are 
long-term contracts entered into between the shipper and the common carrier 
in which the carrier agrees to a lower rate in exchange for the shipper’s guar- 
antee that a certain percentage or absolute level of traffic will be given to the 
carrier over a specified time period. This arrangement would enhance the com- 
petitive position of the common carrier both on short hauls and in stable de- 
mand situations, which, as noted previously, seem to account for a very high 
percentage of total private transport. Contract charges, incidentally, are in 
effect in many parts of the world today. Following Oi and Hurter’s suggestion 
that some form of regulation will have to be continued even with elimination 
of minimum rate regulation, contract rates might be more acceptable if sub- 
ject to regulatory review and cost justification. . 

Jonn R. MEYER 

Harvard University 


Government and the Railways în Nineteenih-Century Britain. By HENRY 
Parris. Toronto: University of Toronto Press; London: Routledge & 
Kegan Paul, 1965. Pp. xii, 243. $5.75; 35s. 

In many respects the economic organization of the British railways in the 
nineteenth century was the envy of American railroad men. Britain restricted 
entry to the extent of requiring an act of Parliament for construction of a line. 
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The country was highly developed, so that railways were typically built to 
serve existing population, rather than speculatively in unpopulated areas. The 
Railway Clearing House was a more effective force for cartelization than any 
of the U. S. rate associations, and the courts exempted railways from the usual 
Anglo-American prohibition of collusive pricing. Finally, Parliament, from a 
notable speech by James Morrison in 1836, was dominated by the idea that 
collusion among railways was inevitable. Accordingly, Britain had no counter- 
part of the long American effort to organize the industry competitively. Par- 
liament from 1840 provided for public intervention in the industry through 
a succession of regulatory bodies. The traditional British literature on this ex- 
perience is as uncritical and unrewarding as our pre-1940 literature on the 
ICC, and there is little question that a new study of British railway regulation 
in the nineteenth century is needed. 

Unfortunately, it would be difficult to argue that this volume does the job. 
The author devotes himself in his early chapters mainly to a detailed history 
of public administration in the Board of Trade Railway Department and its 
successor organizations. He has unearthed a great deal of information on in- 
ternal operation of the regulatory bodies from manuscript sources, but he has 
written a text such that the information is essentially its own end. The au- 
thor’s choice of quotations and, especially, his use of italics lead me to suspect 
he had some argument in mind, but I am unable to identify it. Parris’ princi- 
pal interest is in accident investigation and cases concerning installation of 
safety devices. The chapter on relations of the Railway Board with the com- 
panies is almost entirely devoted to safety problems. 

Worse, Parris’ treatment is most intensive on the period 1840-67, whereas 
the regulation was made more comprehensive by the establishment of the 
Railway Commission in 1873. Thereafter, rate regulation was carried on sys- 
tematically in a fashion which was in certain respects a model for the ICC. 
One wonders, naturally, whether it was an effort at artificial depression of 
rates or a facilitation of the industry’s cartelization, but Parris provides no 
answer. By analogy to the U.S. experience and a priori considerations, one 
presumes the latter. When a legislature establishes a body to regulate an in- 
dustry, there really isn’t much to do but cartelize it. 

Finally, Parris is presented with a problem in intellectual history: why in a 
period of widespread philosophical commitment to laissez faire was there such 
early recourse to public intervention in railways? He addresses himself to this 
question for about two and a half pages at the outset of a chapter entitled 
“Railways in the Theory of Government,” but his treatment is limited to a 
few statements of the views of major economists on the proper scope of public 
intervention in price determination and resource allocation. He then wanders 
off into a discussion of contemporary interventions: the Factory Acts, the 
Poor Laws, factory inspection, and the like. He attempts no serious enquiry 
into the views of the later classical economists or Ricardian members of Par- 
liament on the technological characteristics of the railways which made them 
a special case. 

Publication of this book may possibly be justified by the antiquarian infor- 
mation it presents on public administration, notably in connection with safety 
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regulation. The readers of this journal are presumably interested in it as a 
piece of economic history. So viewed, it is thoroughly inadequate. Pratt and 
Cleveland-Stevens did a better job of writing on the subject in the World War 
I era and, to judge by the wealth of Parris’ citation of sources in the Public 
Record Office, with a smaller expenditure of resources in the process. 
GrorcE W. HILTON 
University of California, Los Angeles 


Air Transport Policy and National Security—A Political, Economic, and Mil- 
itary Analysis. By FREDERICK C. THAYER, Jr. Chapel Hill: University 
of North Carolina Press, 1965. Pp. xxiii, 352. $8.00. 


Despite the subtitle, the “analysis” offered in this volume is very largely 
confined to the two concluding chapters, which deal with present policy prob- 
lems connected with military airlift and international air transport regulation, 
respectively. The other nine chapters, making up over two-thirds of the text, 
might better be described as “annals.” 

According to the dust jacket, the author holds the rank of lieutenant colonel 
in the Air Force, in which he has served since 1945; moreover, “he has spent 
eleven of those years in operational and staff assignments involving airlift or 
air transport." It is therefore not surprising that the subject of what appears 
to be his most closely reassmed chapter should be military airlift—specifically, 
the relevant policy decisions of the Kennedy administration, which Colonel 
Thayer finds “contradictory to each other" (p. 263), and his own suggestions 
for their correction. However, even the military nonexpert cannot but be aware 
that this analysis, though seemingly cogent, would need supplementation from 
non-Air Force sources in order to provide sufficient basis for evaluating the 
proffered recommendations. Those whose primary interest is in civil air policy 
will find here little help in answering the principal question which must con- 
cern them in connection with military airlift: namely, whether there is any 
military airlift requirement which can be met most efficiently by some 
modification of governmental policy towards commercial air transportation— 
e.g., by some form of subsidy. 

In the absence of a clear answer to this question, attempts to relate com- 
mercial air policy to military airlift needs must tend to be confused and inde- 
cisive. This conclusion is borne out by Thayer’s detailed narration of major 
and minor events connected with the pre-Kennedy airlift controversy, which 
accounts for some three-fifths of the historical section of the book. Political 
and military historians may find this narration, as well as Thayer’s treatment 
of World War II airlift, to be of assistance in piecing together a fairly com- 
plex story. 

The remainder of the historical section, which takes up national and inter- 
national airline policy, goes over ground that has been more thoroughly and 
objectively covered in other works—for example, in Richard E. Caves’s Air 
Transport and its Regulators (Harvard, 1962) and the sources cited therein. 

In his analysis of international air transport policy, Thayer is handicapped 
by unfamiliarity with the facts and lack of sophistication in dealing with eco- 
nomic theory. He believes, for example, that the rate-making machinery of the 
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International Air Transport Association (IATA) constitutes “de facto regula- 
tion” (p. 68); that the United States has refused to “consider the possibility 
that the IATA apparatus may be the best middle ground available” (p. 83); 
and that this country’s promotion of export sales of aircraft to foreign airlines 
is resulting in higher postage rates through increases in subsidization of our car- 
riers by means of mail payments (p. 282). In fact, according to the calcula- 
tions of the Civil Aeronautics Board, mail payments to U.S.-flag international 
air carriers have contained no element of subsidy since the late 1950’s; fur- 
thermore, past subsidies had little or no effect on postage rates. The IATA 
and its rate-making procedures exemplify the general proposition that where 
enterprises are operated by governments—as most of the foreign air carriers 
are—the regulatory function is absent, neglected, or weak. In the Statement 
on International Air Transport Policy approved by the President in April, 
1963, IATA rate-making is characterized as follows: “This multilateral mech- 
anism, though it has some drawbacks, seems to be the most practical one we 
can achieve, and it should be maintained.” 

Thayer’s contact with economic theory has persuaded him that the exis- 
tence of oligopoly, with its departure from pure competitive pricing and its 
presumed promotion of “wasteful” competition in selling, justifies the institu- 
tion of *government-industry partnership” covering both domestic and inter- 
national air transportation (p. 297). Domestically, the “general rule for re- 
structuring the industry would have to be that only one carrier operates across 
any particular route except where it is utterly impossible to avoid direct com- 
petition” (p. 296), and the industry should undergo a drastic rationalization 
and paring down of profits. International service by U.S.-flag airlines should 
be carried on by three companies, each serving one region of the world (pp. 
304-6). Economists must shoulder some part of the blame for this sort of im- 
mediate translation of partial and tentative economic analyses into policy rec- 
ommendations, not only with respect to air transportation, but in the large 
number of other fields exhibiting similar market characteristics. 

Thayer’s recommendations on international air policy are indeed partly de- 
fended by an appeal to special considerations: first, what seems to this review- 
er a thoroughly obscure analogy with a doctrine of Admiral Mahan regarding 
sea power (“National power, he argued, depends upon military and economic 
dimensions of naval strength—the Navy and the Merchant Marine" (p. 
300)); and, second, the need for overseas air bases in time of war. It should 
be obvious, however, that peacetime use by U.S. airlines is neither necessary 
nor sufficient for the wartime security or availability of such bases, 

A recurring note in Thayer’s work is the assertion that the U.S. government 
harbors an unreasoning hostility towards U.S. airlines. In connection with 
route negotiations, he believes, the interests of these carriers are inadequately 
represented; “the government still holds that it cannot assist U.S. airlines be- 
cause they are private enterprises, but it must hurt them in the national inter- 
est” (p. 79). A glance at the international route map should suffice to dispel 
any impression of general ineffectiveness on the part of U.S. negotiators. 
There seems nevertheless to be one area—not mentioned by the author— 
where officials have fallen short of what might be reasonably expected in pur- 
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suit not only of equal opportunity for our carriers, but of maximum economy 
and efficiency in international air transportation. The power to suspend ser- 
vice by foreign air carriers, which is within this country’s prerogative under 
the Bermuda-type bilaterals, was not available for use in the celebrated North 
Atlantic fare controversy in the spring of 1963 and, as far as this writer 
knows, is unavailable still, apparently because of official failure to provide the 
necessary legal machinery. Speedy repair of this oversight would help to si- 
lence allegations such as those made by Thayer. 
LUCILE SHEPPARD KEYES 
Washington, D.C. 


Edinyi energeticheskis balans narodnogo choziaistva (problemy optimizacii). 
(Over-all Balance of Energy in the National Economy—Problems of Op- 
timization.) By S. D. Frzr'b. Moscow: Ekonomika, 1964. Pp. 311, Ap- 
pendices. 


Atommaja energiia v narodnom chosiaistve (Ekonomika i primeneniia). 
(Atomic Energy in the National Economy— Economics and Utilization.) 
By W. I. Postnrtkov AND I. M. Razumov. Moscow: Ekonomika, 1964. 
Pp. 175. 


Energia jadrowa w Polsce w latach 1955-1960. (Nuclear Energy in Poland, 
1955-1960.) Edited by Jozzr Hurwic. Warsaw: Wydawnictvo Nau- 
kowe, 1963. Pp. 394. English Summary. 


During the past few years, energy problems have attracted a great deal of 
academic attention in the Soviet Union. This has been reflected not only in a 
growing number of publications dealing with one or the other aspect of their 
own energy economy, but also in a pronounced interest in similar inquiries 
elsewhere, especially in the United States.? Nevertheless, up to now, the Soviet 
energy studies lagged behind such undertakings in the West, notably in meth- 
odological refinement and analyses of the fundamental intersector energy 
flows in the national economy. 

S. D. Fel’d attempts to fill in the gap in both directions. On the one hand, 
he offers his own methodology for constructing a uniform over-all energy bal- 
ance sheet for the USSR and, on the other, he presents the very first Soviet 
intersector energy flows. These are restricted to four selected years (1910, 
1928-29, 1958, and 1965—-as planned) with greatly unequal periods and 
many socioeconomic upheavals in between, so that they do not permit a 
definite conclusion about the effects of Soviet energy balances on economic de- 


1 See, e.g., Toplivno-energeticheskii balans SSSR (The USSR Fuel Balance), by A. A. 
Riznik and C. E. Litvak, Moscow 1965; Ekonomika Energetiky (Economics of Energy), 
by L. A. Melentev and E. O. Shteingauz, Moscow 1963; Toplivnaia promyshlennost SSSR 
i ekonomicheskaia efektivnost kapitalovlozheni? v ee razvitie (The USSR Fuel Industries 
and Economic Effects of Capital Investment in Their Development), by G. D. Bakulev, 
Moscow 1961; Toplivnyi balans SSSR (The USSR Fuel Balance), by D. I. Maslakov, 
Moscow 1960. 

3 They recently translated Energy in the American Economy, 1850-1975, by Sam H 
Schurr, Bruce Netschert, e£ al, Baltimore: Johns Hopkins Press, 1960. 
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velopment. In spite of this, however, these flows offer useful information on 
changing energy patterns in the USSR. 

The book is divided into five parts, the first of which is devoted to 
definitional and theoretical issues generally encountered in constructing ener- 
gy balance sheets. The subsequent parts are more oriented toward specific So- 
viet energy problems. The second and third chapters deal with efficiency in 
Soviet production and utilization of energy, respectively, while in the fourth 
chapter, Fel’d examines the complex link between economic growth and the 
structure of the energy economy. This is, in effect, a pivotal issue in Fel’d’s work 
because, as he points out, the present Soviet economic plans, in regard to their 
energy base, are predicated on rather simple and mechanistic formulas of a 
technically attainable. maximum output of the respective energy resource. Lit- 
tle, if any, attention is paid to considerations of an optimal solution, mutual 
substitution, and relative costs of individual fuels and hydroenergy. As may 
be expected, it is in the concluding chapter that the author presents his own 
model, based on linear programming, which should permit construction of 
more economics-oriented energy plans within the framework of a Marxian 
state. 

Conceptually the author’s approach rests on a cost accounting in real 
terms expressed in kwh (or kcal) of useful energy as needed in productive as 
well as nonproductive sectors of the Soviet economy. His main analytical tools 
include a complex concept of the “useful energy cost,” that is, a sum of all 
useful energy inputs needed per unit of specific output. As a second step, the 
concept is extended to cover output of the entire industry. To that is related 
the industry demand for a certain quantity of potential energy in all raw in- 
puts while the link between the two is provided by a coefficient which, gener- 
ally speaking, corresponds to “thermal efficiency" as defined by Schurr.? The 
cost of producing energy is calculated in man/days (years) per unit of poten- 
tial energy. Àn optimization criterion is the minimum total cost of all the use- 
ful energy which is determined in the given national plan as needed by the 
economy. 

There are a number of inconsistencies in Fel'd's concept of an integral “en- 
ergy cost” in the entire economy. To name only one, he omits fodder for ani- 
mals from his computations although he does include therein the contribution 
of animal power. Also, the difficulties in computing and expressing the intra- 
and interindustry input-output flows in corresponding real terms of direct and 
indirect “energy cost” justifiably raise a question about the model’s practica- 
bility. Nevertheless, in many respects, the study by Fel’d makes interesting 
reading. 

Fel’d pays only perfunctory attention to the economic impact of atomic en- 
ergy. One would expect that this question will be more adequately treated in 
the book of W. I. Postnikov and I. M. Razumov, whose title suggests that it is 
a specialized study. It is not, however; the authors merely repeat generally 
known assumptions about nuclear economics and in the rest discuss the uses 
of radioisotopes. Similarly, the Polish book edited by Jozef Hurwic is mainly 


! Schurr, ibid., pp. 171-72. 
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oriented toward a review of institutional developments rather than to econom- 
ics of nuclear energy application in Poland. 
Jarosiav G. PoLACH 
Resources for the Future 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


Planning in Chinese Agriculture—Socialisation and the Private Sector, 1956- 
1962. By KENNETH R. WALKER. Chicago: Aldine Publishing Co., 1965. 
Pp. xviii, 109. $5.00. 

The subtitle “Socialisation and the Private Sector, 1956-1962" more ac- 
curately describes the contents of this compact and well-documented book. 
This is one of the first Western books to explore a Communist Chinese enig- 
ma: how to increase real per capita agricultural output above the pre-Com- 
munist level within the Marx-Lenin-Mao framework oi communal ownership 
of all productive resources. 

Professor Walker records and analyzes the Communists’ plans and pro- 
grams in three parts. In Part I, he traces the Communists’ step-by-step social- 
ization of agriculture with land reform ending in 1952, peasants’ mutual aid 
teams in 1954, agricultural producers! cooperatives in 1955, collectives in 
1956, and communes in 1958 (p. 14). In Part II, the author analyzes the 
economic significance of the private plots to the individual peasants and to the 
Government. In Part III, about half the book, he chronicles the Communists' 
vacillating policy toward private plots from harassment in 1956-57, to aboli- 
tion in 1958, and to restoration in 1961. Private plots, accounting for 5 to 7 
per cent of China's total cultivated land, continued to prosper in 1965 (see 
"China's Agriculture" in Foreign Agriculture, FAS, USDA, Nov. 22, 1965, 
p. 2). 

The quantities of food, fiber, and fertilizers produced on these private plots 
are a matter of conjecture. The author estimates that the modal amounts of 
food available to peasants from private plots in 1956, based on samples from 
many areas, were 72 grams of pork, 56 grams of vegetables, and 284 calories 
per capita per day (p. 30). Average amounts were substantially higher espe- 
cially of vegetables. Grain from the collective sector was estimated to provide 
1,792 calories per day. Roughly 14 per cent of the peasants' total calories 
came from private plots which raised their caloric intake above the subsistence 
level. Workers fared better because about 40 per cent of the population was 
either under 16 years of age or over 60. 

The percentage of peasants’ real disposable income from private plots var- 
led from 13.7 per cent in Northwest China (1956) to 33.6 per cent in South 
China (1957) (p. 34). Total net disposable income per head was higher in the 
wheat-North than in the rice-South. These data suggest greater productivity 
on the private plots than on the collectives in the South where labor require- 
ments per hectare are high. In the agriculturally diversified Fukien province, 
net income from private plots, as a percentage of total income, ran as high as 
67.3 per cent (p. 39). 
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The more profitable private sector drained labor, managerial skills, and ani- 
mal fertilizer from the collectives. In an effort to contain peasant capitalism, 
private plots were restricted to 5 per cent of a collective’s land as a national 
average (p. 43). To further control private incentives the farmers’ free market 
was closed in August 1957 (p. 73). Finally, private plots were abolished with 
the advent of the communes in 1958 (p. 75). Their abolition eliminated an 
embarrassing contradiction but Communist planners believed that private 
plots were no longer needed. Food was in ample supply and the efficiency of 
communal messhalls, producing their own poultry and hogs and serving free 
food, was to more than offset the loss of food from private plots (p. 76). The 
freed labor was expected to increase the output of the agricultural collectives 
which provided the bulk of the food calories and the savings for industrial 
investments. 

The Great Leap Forward, statistically successful, lowered real agricultural 
output drastically. The shift of skilled farm labor to mines and factories, and 
natural disasters, decreased the food supply while the demand for food in- 
creased due to the free-food policies of messhalls and the swelling of the urban 
population. The huge Chinese population was reduced to a near-starvation 
level in 1960-61 (p. 83). 

If there is a central character in this excellent treatise it is the pig. But un- 
like his dictatorial role in George Orwell’s allegorical novel Animal Farm, Pro- 
fessor Walker’s pig is more of the hero-type. The pig plays a vital role in not 
only supplying the population with essential animal proteins but also in pro- 
ducing a scarce and valuable resource: manure, In 1955 pig manure was pro- 
duced at 24 kilograms per hectare of arable land as contrasted to only 14 kilo- 
grams of chemical fertilizer (p. 56). The pig population declined by more 
than 17 million during the early years of collectivization which resulted in less 
pork for urban markets and less pig manure that the collectives sorely needed. 

Apparently, pigs do not prosper under collectivized management. Half of 
the collectivized young pigs died in 1960 because of diseases (pp. 67 and 94). 
The Communist Party, anticipating disaster, returned pig rearing, accompa- 
nied by appropriate incentives, to private hands in 1959 (p. 81). According to 
Foreign Agriculture, cited above, about 80 per cent of the hogs and 95 per 
cent of all poultry are presently raised on private plots in Communist China. 

Gerald Winfield in China: The Land and ihe People (New Vork: William 
Sloane Associates, 1948) makes much of China's traditional “organic 
union of man with the land" (p. 46). The Chinese Communists set out to 
alter this symbiotic relationship. Yet, we are mindful that Russia after nearly 
50 years of trial and error is still largely dependent on the private sector for 
her supplementary foods, and is a large importer of grains. China, too, con- 
tinues to accommodate contradictions by tolerating private plots, supposedly 
as long as peasants do not exploit each other, and by importing wheat while 
exporting rice obtained by the Government's exploitation of agriculture and 
the collectivized peasants. 

Though Professor Walker's numerous calculations may be suspect due to 
the paucity and credibility of available statistics, yet he clearly depicts the 
tribulations encountered by the planners, and the peasants, in Communist 
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China’s attempt to industrialize rapidly. Many of their grandiose schemes 
have been shelved. Messhalls have been abolished and small production teams 
have been delegated the decision-making, income-sharing responsibilities sub- 
ject, of course, to Party directives. After 15 years of experimentation it ap- 
pears that the more Communist China’s agriculture changes, the more it re- 
turns to earlier forms. 
EDWARD L. RADA 
Unsversity of California, Los Angeles 


Labor Economics 


Forced Labour and Economic Development—An Enquiry into the Experience 
of Soviet Industrialization. By. S. SWIANIEWwICZ. Issued under the aus- 
pices of the Royal Institute of International Affairs. London: Oxford 
University Press, 1965. Pp. xi, 321. $7.20. 


The author of this study of forced labor in the Soviet Union sees a certain 
dilemma confronting underdeveloped countries with agricultural overpopula- 
tion; the choice is to grow at a “snail’s pace” or to face the harsh problems 
that a program of forced economic growth entails. The success of forced eco- 
nomic growth in the USSR makes it an attractive model for many countries, 
but its attractiveness is marred by the use of forced labor. The objective of 
this study is to examine the role of forced labor in Soviet development in the 
hope that ways may be devised for other countries to pursue development pro- 
grams without having to resort to that technique. 

The principal function of forced labor in the prewar period (in which the 
study concentrates) was to carry out the redistribution of labor required by 
the development plan. During the early ’thirties the task was to move the sur- 
plus agricultural labor off the farms into industry and construction. Because 
of the ‘“‘wage-goods gap," normal economic incentives would not have accom- 
plished the shift. The policy of “dekulakization” directly removed several mil- 
lion peasants to forced-labor camps and to forced settlements, and indirectly 
contributed to further mobility by encouraging others to leave their villages 
and by strengthening the official labor-recruitment organs. The author raises, 
but does not directly answer, the question of whether the policy was a “histor- 
ical necessity," though his data suggest that on economic grounds the answer 
would be negative. The “wage-goods gap," for example, which motivated the 
policy, was in fact aggravated by the losses sustained in agriculture and by 
the opportunity cost of forced labor. 

In the late "thirties, the purpose of forced labor changed from the elimina- 
tion of agricultural unemployment to the distribution of scarce labor “in ac- 
cordance with governmental priorities,” particularly to the investment ven- 
tures of the NKVD. The author stresses the importance of these projects, but 
in his calculation of the cost of forced-labor operations, he finds that the wage 
savings from the use of forced rather than free labor is almost offset by the 
high cost of the surveillance activities of the NKVD. The calculation does not 
take into account the lower productivity of forced labor, which would presum- 
ably tip the balance well toward free labor. He finds in summary that “it is 
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difficult to conclude with certainty that the extension of the forced-labour sys- 
tem in the second half of the 1930’s brought any net gain.” 

The forced-labor system further served state policy by holding down the 
rate of inflation; the author contends that the success of derationing in 1935 
"was possible because the tendency towards an increase in the demand for 
bread was offset by the removal of several millions of potential buyers to 
forced-labour camps.” He later qualifies the point by calling attention to the 
low productivity of forced labor and the high cost of maintaining the camps. 
The question, then, is “how great” was the anti-inflationary effect of forced 
labor, and unfortunately we are given no quantitative answer, which leaves 
open the possibility that the forced-labor system may have actually added to 
the inflationary pressure by reducing the productivity of millions of workers 
and withdrawing the army of NKVD guards entirely from production. 

The issue of the economic effectiveness of forced labor is discussed at var- 
ious points, and the author's general conclusion is that the system “can hardly 
be explained in terms of economic rationality,” at least in the late ’thirties. It 
seems to this reviewer that this conclusion is the author’s principal contribu- 
tion toward his objective of discovering more humane paths for underdevel- 
oped countries. If forced labor is resorted to for political reasons, it should not 
be thought that it affords economic gains as well. The study concentrates, 
however, not on economic effectiveness, but on the kinds of pressures that led 
to the use of forced labor under conditions of "explosive planning” in the 
USSR. It is highly instructive in detailing the consequences of the ‘wage- 
goods gap" and of the decision to attain a maximally rapid elimination of ag- 
ricultural underemployment. Particularly interesting are the chapters that 
deal with the sociopsychological factors that operate in a totalitarian state to 
transform unemployment into “overemployment.” The author draws upon his 
three years of experiences as a prisoner in the USSR to show how an institu- 
tion like forced labor, once it is introduced, establishes itself so firmly that 
even prisoners and other men who detest it begin to doubt whether the nation 
could survive without it. 

The concluding section deals directly with the lessons of the Soviet experi- 
ence for the underdeveloped countries. The author reviews some of the major 
current theoretical positions on development strategies and holds that the 
USSR’s failure in agriculture provides some support for the “balanced 
growth" theories. On the other hand, he finds that Hirschman's imbalance 
strategy vindicates certain Soviet policies, such as the construction of the 
great Dneprstroi hydro station. One may question, however, whether Hirsch- 
man's argument ought to be applied to centrally planned economies. It is one 
thing for a government to provide cheap power in order to stimulate private 
entrepreneurs to use it. But if the government is both stimulator and stimu- 
latee, the psychology of the process is a bit puzzling. 

The tone of the concluding sections struck the reviewer as rather melan- 
choly, for other than showing how foreign aid can mitigate the problem, the au- 
thor proposes no clear solution to the dilemma of “snail’s pace" or “wage- 
goods gap." The principal lesson of Soviet experience is the danger of such to- 
talitarian techniques as forced labor. As a study of Soviet economic history, 
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the book is primarily interpretive, relying mostly on established sources, 
though some original data and calculations are presented, such as the size of 
the forced-labor population and the economic effectiveness of the labor camps. 
Although the author makes clear his distaste for Stalinism and the forced- 
labor system, the book is reasonably dispassionate; no mean accomplishment 
for a one-time involuntary resident of a forced-labor camp. 
JOSEPH S. BERLINER 
Brandeis University 


A Behavioral Theory of Labor Negotiations—An Analysis of a Soctal Interac- 
tion System. By RicHARD E. WALTON AND RosBERT B. McKersre. New 
York: McGraw-Hill Book Co., 1965. Pp. xiv, 437. $8.95. 


Our understanding of human conflict and its accommodation seems to in- 
crease by a process of edentate accretion. Encouragingly, there have been 
some toothsome contributions in recent years, including this book. 

Professors Walton and McKersie are primarily concerned with the two- 
party conflict between labor and management. However, their analysis is ap- 
plicable to other two-party contests. This is indicated most concretely by the 
rather tentative extension of their model to civil rights and international dis- 
putes in the last chapter of the book. The authors derive their hypotheses 
from the extensive literature on labor relations and psychological conflict. 
They classify the negotiation process into four subprocesses: 

1. Distributive bargaining. This issue-oriented activity may be represented 
as a pure conflict, constant-sum game. The parties are assumed to be in a Par- 
eto-optimal position for the purposes of this activity: a gain for one represents 
a loss for the other. 

2. Integrative bargaining. This activity is problem-oriented. Successful in- 
tegrative bargaining provides benefits for both parties; it is the mechanism for 
approaching the Pareto constraint, or for the expansion of that constraint. 

3. Attitudinal structuring. This activity determines the mutual approach 
and perception of the parties. The concern in part is with the emotional envi- 
ronment in which negotiations are conducted. 

4. Intraorganizational bargaining. The focus here is on the control of 
conflict within the union and the company. A satisfactory contract requires 
internal as well as external negotiation. 

Each subprocess is allotted two chapters; relevant theory is developed in 
one, and characteristic service activity is described in the other. One of the 
important contributions of the book is the emphasis placed on the many possi- 
ble contradictions among the subprocess objectives and tactical services. It is 
in the resolution of such contradictions that the judgment and skill of the ne- 
gotiators become critical productive factors. 

Critical remarks about good books can generally be characterized as sugges- 
tions that the authors might have increased the value of their contribution if 
they had written a slightly different book, the modifications usually being in 
the direction of the reviewer’s own interests. These admonitions are advanced 
under that irritating standard. (1) Walton and McKersie generate many hy- 
potheses and test few, thus contributing to economics! great deficit in this re- 
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gard. (2) A model of organizational conflict is conditional on a model of an 
organization. A model of an organization should require that a position be 
taken on the group-decision problem. Walton and McKersie are not very 
specific about such matters. (3) Three-party conflicts often give birth to coali- 
tion formation, destruction, and the essentially intransitive behavior that dis- 
rupts many labor(and other) negotiations. These considerations, which would 
seem to be of crucial importance in the steel situation, for example, receive lit- 
tle more than passing attention from Walton and McKersie. 

But, then, the offer of such additional teeth might serve only to emphasize a 
mandibular deficiency of the discipline. The enamel offered by Walton and 
McKersie is of good quality, and fills some unattractive gaps. 

; LAWRENCE E. FOURAKER 

Harvard University 


The Economics of Vocational Rehabilitation. By Ronatp W. CoNLEY. Balti- 
more: Johns Hopkins Press, 1965. Pp. xii, 177. $6.00. 


This book is a worthwhile though somewhat tedious addition to the growing 
literature on human capital. Ronald Conley’s topic—the retraining of disabled 
workers—should interest those who are concerned either with the economics 
of medical care or of education. 

Over three million people are currently excluded from the labor force be- 
cause of physical or mental disorders, a loss of about $10 billion annually in 
national income. Numerous others can work only part-time or at low-produc- 
tivity jobs. Assistance to the disabled is provided by many private charities 
and government agencies. Conley concentrates on the federal-state program of 
vocational rehabilitation, which currently restores more than 100,000 people 
yearly to gainful employment. His main contribution is an analysis of the 
costs and benefits of this program to the individuals directly involved and to 
society as a whole. 

Ideally, in calculating the social value of rehabilitation one should include 
the resulting increase in national income, housekeeping, and other self- 
sufficient services, and the decrease in medical, custodial, and nursing care re- 
quired by the disabled. These should be summed over the entire lifetime of the 
rehabilitee and discounted to the present. An imputation should be made for 
nonmaterial gains. These benefits should then be compared with the social 
costs of rehabilitation, including counseling services, training, special medical 
attention, and foregone earnings. 

In practice, as is often the case, it is very difficult to carry through this 
ideal calculation. As a rough approximation of social benefits, Conley uses in- 
creased earnings. He realizes that this covers only the first component men- 
tioned above—increased output—and is an imperfect measure even of that. 
Annual program expenditures are used as a rough approximation of social 
costs, although this too is an understatement. Between 1959 and 1963, the 
present value of future increased earnings for each year’s rehabilitees ranged 
between $.7 and $2 billion, the exact amount depending on year, estimation 
method, and discount rate. Dividing by annual program costs, which grew from 


BOOK REVIEWS 641 


$75 million to $117 million during this period, Conley derives a return of 
$10-$17 for every dollar invested. 

Unlike some comparable studies, Conley recognizes that these average re- 
turns are not necessarily indicative of marginal returns, and it is the latter 
concept which is relevant to the question of optimum expenditures. According 
to Conley’s admittedly crude estimates, during the past decade marginal in- 
creased earnings for the first year after rehabilitation have exceeded marginal 
program costs. But marginals seem even more troublesome to measure than 
averages, so one is relieved when Conley points out that, in theory, at least, an 
a priori determination of the optimum expenditure level is not needed. Given 
an efficient referral system and rehabilitation counselors qualified to weed out 
unsuitable cases—two prerequisites which are currently lacking—we can sim- 
ply allow the system to grow to its optimum size on the basis of decentralized 
decision-making. 

Conley develops another interesting policy conclusion, concerning the allo- 
cation of rehabilitation funds among different subgroups within the popula- 
tion. As one might expect, earnings after rehabilitation tend to be higher for 
those who are younger, more educated, white, and suffering from physical dis- 
ability rather than mental illness or retardation. However, these character- 
istics seem much less reliable in predicting the increase in earnings due to re- 
habilitation, and even less in predicting increased earnings per dollar of reha- 
bilitation costs. Apparently, these groups were doing better than the other dis- 
abled even before rehabilitation; also, their rehabilitation costs tend to be rel- 
atively high. Therefore, and somewhat surprisingly, it may be just as rational 
for society to help the low-productivity disabled as the high-productivity dis- 
abled. 

In reading this book, one is inevitably led to wonder about the rationale for 
government intervention. If the benefits of rehabilitation so greatly exceed the 
costs, why are the disabled themselves unwilling or unable to bear the tempo- 
rary expense? One might interpret the entire rehabilitation program as a com- 
pulsory insurance scheme which society has undertaken to fill a void left by 
the private sector. But what, if any, is the relevance of the more traditional 
theories of public finance? Conley provides information and ideas bearing on 
this issue, although he does not discuss it directly. 

Certainly, rehabilitation is not a public good; it is parcelled out to individ- 
uals who could, if necessary, be compelled to pay. Economies of scale may be 
significant, but this has not prevented private production of other goods 
and even of some services used within the rehabilitation program itself, in re- 
turn for compensation by the government. If the private sector has not func- 
tioned adequately in providing broader rehabilitation services, is this primari- 
ly because of externalities, imperfect capital markets, or some other form of 
failure? This is not a mere academic question, for different answers have 
different policy implications. If the difficulty lies in the inability of individuals 
to finance investment in themselves, even when profitable, a system of govern- 
ment loans or government-insured loans might be preferable to our current 
system of direct public payments, unless income redistribution is an explicit 
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goal. On the other hand, subsidies are the logical remedy for externalities... 

Conley does not discuss capital market imperfections, undoubtedly an im- 
portant aspect of the problem. Nor does he demonstrate the existence of the 
usual type of externality. However, he indirectly suggests some reasons for a 
divergence between private and social benefits. Although average returns are 
high, the variability of success among individuals is also high, and if these in- 
dividuals are risk-averters, investment in rehabilitation may not be rational 
for them although it is for society as a whole. Also, society gains from the total 
(before-tax) productivity of the rehabilitee, while the individual gains only 
from his after-tax income. 

Apparently, the chief source of disparity arises from other government pay- 
ments to the disabled, such as social security, public assistance, and work- 
men's compensation. These payments will often diminish or disappear once 
the individual becomes self-supporting; hence, his net increases in income 
stemming from rehabilitation may be virtually nil. In contrast, the elimination 
of these subsidies upon rehabilitation constitutes a substantial gain to the tax- 
payer. Thus, we are led to the rather disturbing conclusion that a major ra- 
tionale for future government activity is past government activity, and that 
this intervention has reduced the incentive of the individual to help himself. 

On the whole, Conley's is a careful and straightforward presentation. He 
goes to great efforts to detail the various interpretations and limitations of his 
data. While this should be and generally is a strength of the book, unfortu- 
nately it also becomes a weakness. Because of the organization of his material, 
he is forced to repeat many of these points, each time in a slightly different 
version. Consequently, his book suffers from a redundant and cumbersome 
style, which partially blurs its major arguments and obscures its potentially 
provocative economic implications. 

ESTELLE JAMES 

Stanford University 


Population; Welfare Programs; Consumer Economics 


The Residual Factor and Economic Growth. Paris: Organisation for Economic 
Co-operation and Development, 1964. Pp. 279. Paper, $5.00. 


This, another volume emanating from the OECD Study Group in the Eco- 
nomics of Education, contains the papers and formal comments presented at a 
1963 Paris Conference devoted broadly to the subject matter denoted by the 
title. In fact, and not surprisingly, the almost universal concern is with educa- 
tion—both its contribution to past growth and its projection for future develop- 
ment. The principal contributions are by Denison, Svennilson, Tinbergen and 
Bos, and Vaizey, with observations thereon by more than a dozen discussants. 
There is relatively little here that is novel. Denison's attempt to measure the role 
of education in modern U.S. growth is well known, although here he also seeks 
to extend the method, unconvincingly, to cross-section international compari- 
sons. Tinbergen and Bos report upon a variety of educational planning models 
rooted in the notion of a fixed manpower requirement for final output; a fuller 
account is to be found in another recent OECD monograph, Econometric Mod- 
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els of Education. Vaizey’s interests span both worlds, and his skeptical recep- 
tion of the premises of each will be familiar to readers of his earlier book. Fi- 
nally, there is Svennilson’s vintage capital approach to technical progress— 
hardly unique at this juncture—and perhaps less adequately explained here 
than elsewhere; indeed, since the relevance of all this to education appears 
only as a postscript, and then without conviction, it is not entirely clear why 
the material is included. 

The contribution of the volume is twofold. Casual readers of the literature 
relating to education are permitted to savor of the principal conventional ap- 
proaches to the subject as advanced by their leading expositors (the rate of 
return calculation favored by Schultz, Becker, e£ al., is very closely related to 
Denison’s method, and involves only an explicit allowance for cost). More 
well-informed students of the subject, on the other hand, can benefit from the 
direct confrontation of these different views as inspired by the conference. 

The central point of contention, it soon becomes clear, is the way in which 
skilled labor enters the aggregate production function. Implicit in the Denison 
calculations, or more rightly, the American school, is a neoclassical view: 
' smooth, continuous substitution among different types of labor of varying 
quality; the differential market wages associated with given educational levels 
then become the arbiter of the productivity of education. For Tinbergen, i.e., 
the Continental school, the central characteristic of the production relation- 
ship is complementarity: different skills are necessary to final output, in fixed 
proportions, whence it follows that marginal productivities are undefined and 
wages determined by other forces. Each group proceeds to criticize the other 
for its central premise, with the English almost equally disdainful of both. 
Kaldor and Balogh are particularly vigorous in their simultaneous denial of 
marginal productivity and reluctance at anything so formal as manpower 
planning, in each instance without specifying constructive alternatives. Vai- 
zey, while hardly devoid of criticism, has the redeeming virtue of directing 
attention to the various shortcomings of all the current approaches—the fail- 
ure to differentiate quality in the educational variable, for one, and the lack of 
concern with the interrelationship of education with diffusion of technological 
change, for another—in a positive vein. 

Relatively little of the discussion, unfortunately, is devoted either to empir- 
ical analysis of the divergent views or to potential improvements in the appli- 
cation of each set of assumptions. Sen, however, did produce data showing 
widely divergent ratios of secondary and university students to output, which 
directly calls into question the assumption of inflexibility over large ranges. 
Fixity within the context of a planning model can be justified, but those fixed 
coefficients in turn must be related to the structures of wages and extent of 
capital in individual countries—a variation Tinbergen largely ignores. Like- 
wise, one might wonder at the relevance of another favorite Tinbergen device 
—8 solution in terms of balanced paths wherein all types of educational capi- 
tal retain a constant ratio to output. No historical time series exhibits such 
behavior, and I would have thought the problem was precisely the initial 
insufficient ratio of human capital to output which required rectification. 

The Denison method, too, is not without its problems. The failure within 
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the context of a neoclassical approach to allow for substitution between formal 
education and other types of investment in humans—health outlays, say, or 
job training—as well as with physical capital is certainly notable. Individuals 
with greater education may earn more in part because more of physical capital 
and of other forms of human capital are characteristic of their selected occu- 
pations. The Denison demonstration that a 60 per cent adjustment of actual 
wage differentials seems to reflect correctly inherent differences in intelligence 
levels still leaves this further point unresolved. Similarly, since more than half 
the contribution of formal education derives from an increasing length of the 
individual school year rather than curriculum years, this adjustment is of the 
greatest importance. Malinvaud shows that if elementary school pupils alone 
benefited from the change—as Denison himself seems to suggest—the ap- 
propriate adjustment is considerably smaller than Denison’s own. This is 
apart from the question of whether added days of attendance are on a par 
with completion of added years—a question subject to empirical test (but not 
easily) by calculating the differential income of those groups receiving fewer 
days of education but equivalent years. 

Given the divergent major objectives of the American and Continental 
schools—measurement and planning—it is not surprising that different ap- 
proaches to the role of education should have evolved. Yet, each also has 
something to bring to the other. One of the most useful grafts to the planning 
strain would be the rate of return emphasis so characteristic of work in this 
country. Even when manpower requirements are absolute, such a calculation 
makes sense: does it cost more, in terms of discounted output, to generate the 
skills requisite for additional production than the production itself is worth? 
The assumption is that it does not, and hence that one should simply go ahead 
to the extent required, but a careful analysis of the structure of wages, and 
hence opportunity costs, is required to justify it—something the Continental 
approach does nothing to encourage. Once we relax the assumption of fixity to 
allow for multiple activities both in final production and within the education- 
al sectors, we naturally approach more closely to a neoclassical world, and the 
rate of return becomes all the more central. Planners precisely should be the 
ones to concern themselves with maximizing the benefits of producing more or 
fewer graduates of & certain type by different techniques. (And they should 
also pay more attention to quantification of such indirect gains as complete 
literacy are supposed to provide to assure that the calculus bears some sem- 
blance to reality!) | 

On the other side, the manpower-requirements emphasis does afford a 
means of translating the exact calculations of the past influence of education 
into a more valuable policy tool. Denison's future projections carry less force 
because they assume the same pattern of educational productivity differentials 
to prevail in the future as in the past. What the manpower forecasts permit, 
imperfectly to be sure, is some assessment of changing demands and hence po- 
tential changes in the future rate of return. Governments, and individuals, 
influenced by such expectations will presumably make better decisions than by 
relying upon the calculated historical rates. Whether we are currently under- 
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investing in college education requires some estimate of 1970 and 1980 re- 
turns, not those of 1940, 1950, and 1960. 

As this little volume shows, the progress in the economics of education over 
the last decade has been substantial, to the point of controversy. What it also 
demonstrates is the considerable research potential the field still possesses. 

ALBERT FISHLOW 

University of California, Berkeley 


Education and Economic Development. Edited by C. ARNOLD ANDERSON AND 
Mary Jean Bowman. Chicago: Aldine Publishing Co., 1965. Pp. 
x, 436, $10.75. 


C. Arnold Anderson and Mary Jean Bowman have edited the papers pre- 
sented to a conference on the role of education in the early stages of develop- 
ment held in Chicago in 1963. It was sponsored jointly by the Comparative 
Education Center of the University of Chicago and the Committee on Eco- 
nomic Growth of the Social Science Research Council. 

The papers fall into four main groups. The first deals with “Human 
Resources” from the point of view of investment and includes a paper by A. 
Kahan on traditional Russian views of education as investments. These views 
are a surprising series of anticipations of work later undertaken at Chicago by 
Professor Schultz and his colleagues. A. Harberger then analyzes the relative 
rate of return on investments in men and in machines in India, and finds that 
the rate of return on a very conservative estimate is no less on men than it is 
on machines. This is a careful, analytical piece of work. H. Leibenstein and L. 
Hansen complete this section with two papers on “Shortages and Surpluses in 
Underdeveloped Countries" and a study of the needs for teachers in educa- 
tional expansion. This last paper by Hansen is a particularly incisive and 
worthwhile contribution to a complex area of educational planning and repre- 
sents a useful piece of analysis of a labor market having certain specialized 
features. 

The second major section deals with “The Formation of Human Competen- 
cies" and is a survey of the way in which education has developed at home 
and in school and on-the-job, particularly in the United States. It is a collec- 
tion of essays, including two by Mary Jean Bowman, dealing with a wide 
range of topics, from training on-the-job, to technical education in India at 
the beginning of the century. Perhaps the most important article in this sec- 
tion is one by Foster, “The Vocational School Fallacy in Development Plan- 
ning." It is concerned with a special study of Ghana in which the author con- 
tends that the emphasis upon vocational school training in developing nations 
is mistaken and, in particular, he launches an impressive attack upon various 
ideas for the use of agricultural education as a basis for planning educational 
development. This article is not necessarily to be accepted as universally ap- 
plicable without further investigation, but it represents a welcome piece of ar- 
gument pointing in a different direction from what has come to be commonly 
accepted. 

The last two sections of this book are concerned with "The Diffusion of 
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Schooling, Technologies, and Educational Opportunities” and represent an 
analysis of the way in which knowledge is diffused throughout the world and 
the way in which the labor force and the education system have developed in 
the course of economic development. This ends up with some studies of Czar- 
ist Russia, seventeenth- and eighteenth-century England, and the Meiji Period 
in Japan. C. Arnold Anderson develops an argument in his article (which is 
concerned with the level of literacy and schooling in some historical cases of 
societies on the point of takeoff) that a relatively high degree of literacy pre- 
vailed in England and New England, and that a system of elementary educa- 
tion “complete in itself," which was surprisingly extensive, emerged in these 
countries. But as development took place, education lagged. Partly, according 
to Anderson, this was because the urbanization of the workers led to greater 
social isolation and a fall in the provision of community facilities, partly be- 
cause the sense of community identity atrophied, so that the pressures for all 
children from a village or market town to attend the local school died away, 
and partly because the middle classes came to provide themselves with their 
own schools. This is an interesting thesis that is not really confirmed by the 
other articles; though it is fair to say that they do not attack the same ques- 
tion directly. It has, of course, some relevance to the place that publicly-pro- 
vided education—especially of a material kind—must play in economic de- 
velopment. | 

This is a worthwhile collection of articles which will make a useful intro- 
duction to this subject for those who are interested in the place of education in 
economic development. : 

Jouw Varzev 
University of California at San Diego 


TITLES OF NEW BOOKS 


General Economics; Methodology 


Ammen, D. S, Readings and cases in economics. Boston: Ginn and Co., 1966. Pp. 330. 
$3.04; paper, $2.40. 

ARCHIBALD, K. ed. Strategic interaction and conflict—original papers and discussion. 
Berkeley: Inst. Internat. Stud., Univ. of California, 1966. Pp. viii, 227. Paper, $2.25. 
Original papers by M. Deutsch, J. C. Harsanyi, H. H. Kelley, A. Rapoport, and T. C. 

Schelling. 

BOurra, E. Der Mythus in Wirtschaft und Wissenschaft. Freiburg im Breisgau: Rombach, 
1965. Pp. 580. DM. 32. 


BourprNo, K. E. Economic analysis. Vol. 1, Microeconomics, Vol. 2, Macroeconomics. 
4th ed. New York: Harper & Row, 1966. Pp. xxiv, 720; xviii, 280. 


Cazes, B. La vie économique. Paris: Lib. A. Colin, 1965, Pp. 444. E 32. 


Harran, H. C., ed. Readings in' economics and politics. 2nd ed. New York: Oxford Univ. 
Press, 1966. Pp. xviii, 775. Paper, $2.75. 


Lance, O. Wholes and parts—a general theory of systems behaviour. Transl. from Polish 
by E. Lepa. New York: Pergamon Press, 1965. Pp. v, 74. $5. 
First published as Calofé i rozwój w świetle cybernetyki by PWN—Polish Scientific 
Publishers, 1962. 


Lipsey, R. G. AND SrEINZER, P. O. Economics. New York: Harper & Row, 1966, Pp. xxxii, 
760. 


Martin, R. S. ano Muer, R. G., wira Bove, K. E., consultant. Economics and its 
significance. With a concluding chapter for elementary and secondary teachers by R. H. 
Muessig and V. R. Rogers. Columbus, Ohio: Merrill Books, 1965. Pp. x, 165. $3.95; 
paper, $1.75. 

McCoxNELL, C. R. Economic issues—readings and cases. 2nd ed. New York: McGraw- 
Hill, 1966. Pp. xii, 426. $3.95. 

Omm, H. Allgemeine Volkswirtschaftspolitik. Vol. 1, Systematisch-theoretische Grundlegung. 
2nd ed. rev. Berlin: de Gruyter, 1965. Pp. 137. DM 3.60. 

PARSONS, T. AND SMELSER, N. J. Economy and society—a study in the integration of 
economic and social theory. New York: Free Press, 1965. Pp. xxi, 322. Paper, $2.45. 
PREISER, E. Nationalókonomie heute. Eine Einführung in die Volkswirtschaftslehre. 5th 

ed. Munich: Beck, 1965. Pp. 139. DM 6.80. 


TuarmEkn4, K. C. Beiträge zur Wirtschaftspolitik und Wirtschaftsordnung. Gesammelte 
Aufsátze und Vortage. Aus Anlass seines 65. Geburtstages hrsg. von der Abt. fur 
Osteuropdische Wirtschaft des Osteuropa-Instituts und dem Institut für Weltwirtschaft 
der Freien Universitat Berlin. Berlin: Duncker & Humblot, 1965, Pp. x, 440. DM. 56.60. 

Wirz, L. Wirtschaftsphilosophie. Rekonstruktion der Wirtschaftstheorie. Heidelberg: 
Kerle; Lowe: Nauwelaerts, 1965, Pp. 264. DM 27.60. 

A directory of information resources in the United States: social sciences. Washington: 
Supt. Docs., 1965. Pp. 224. Paper, $1.50. 

Economic report of the President, transmitted to tbe Congress, January 1966, together 
with the annual report of the Council of Economic Advisers. Washington: Supt. Docs., 
1966. Pp. 306. 

Mélanges—publiés par la Faculté des Sciences économiques et sociales de l'Université de 


Genève à l'occasion de son cinquantenaire, Vol. 18. Geneva: Georg & Cie, Librairie de 
l'Université, 196. Pp. 410. 


648 THE AMERICAN ECONOMIC REVIEW 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


ABBAMOVITZ, M. AND OTHERS. The allocation of economic resources. Stanford: Stanforc 
Univ. Press, 1966. Pp. 244. Paper, $2.65. 

Original published in 1959. 

Baumot, W. J. Welfare economics and the theory of the state. 2nd ed. with a new intro. 
Welfare and the state revisited. Cambridge: Harvard Univ. Press, 1965, Pp. x, 212 
$5.50. 

BreunENS, K. C. Der Standort der Handelsbetriebe. Cologne: Westdeutscher Verlag, 1965 
Pp. xvi, 239. DM 24.80. 

BERGSON, A. Essays in normative economics. Cambridge: Belknap Press of Harvard Univ 
Press, 1966. Pp. ix, 246. $5.95. 

BopxiN, R. G. The wage-price-productivity nexus. Philadelphia: Univ. of Pennsylvanis 
Press, 1965. Pp. 302. $8. 

Bos, H. C. Spatial dispersion of economic activity. Rotterdam: Rotterdam Univ. Press. 
1965. Pp. ix, 99. f 21.50. 

BountaTian, M. Mes théories économiques et Albert Aftalion. Paris: Lib. Gen. de Droit 
et de Jurisprudence, 1966. Pp. 38, F 5.80. 

Denis, H. Histoire de la pensée économique. Paris: Presses Univ. de France, 1966. Pp. 
756. F 30. 

FEIwELL, G. R. The economics of a socialist enterprise—a case study of the Polish firm 
New York: Praeger, 1965. Pp. xvi, 398. $17.50. 

Fers, R. The law of supply and demand—a programmed approach. Boston: Allyn and 
Bacon, 1966, Pp. vi, 116. Paper, $1.85. 

Originally part 1 of Student workbook to accompany challenge to ihe American economy. 

Frisca, R. Theory of production. Chicago: Rand McNally; Dordrecht: D. Reidel, 1965, 
Pp. xiv, 370. $11. 

First published as Memorandum fra Universitetets Sostalgkonomiske Institutt, Oslo, 

Norway. Translated from Norwegian by R. I. Christophersen. 

GxEoRGESCU-ROEGEN, N. Analytical economics—issues and problems. Cambridge: Harvard 
Univ. Press, 1966, Pp. xvi, 434. $12.95. 

Haas, C. Unsicherheit und Risiko in der Preisbildung. Cologne: Heymanns, 1965. Pp. 147. 
DM 18.50. l 

HosELITZ, B. F. AND oTHERS, Theories of economic growth. New York: Free Press; 
London: Collier-Macmillan, 1965. Pp. 344. Paper, $2.45. 

Contributions by J. J. Spengler, J. M. Letiche, E. McKinley, J. Buttrick, and H. J. 

Bruton. 

Jarr£, W., ed. Correspondence of Léon Walras and related papers. Vol. 3, 1898-1909 and 
indexes. Amsterdam: North-Holland Pub. Co., 1965. Pp. xxiii, 538. $40 per set of 
3 vols. 

LAMBERTON, D. M. The theory of profit Oxford: Basil Blackwell, 1965. Pp. vii, 211. 
37s 6d. 

Lrzrrwicg, R. H. The price system and resource allocation. 3rd ed. New York: Holt, 
Rinehart and Winston, 1966. Pp. xii, 369. $6.75. 

MrissNzR, W. Oligopolanalyse im Rahmen eines allgemeinen Handlungsmodells. Berlin: 
Duncker & Humblot, 1965. Pp. 155. DM 26.60. 

Mockers, J. -P. Dynamique et structures—La méthode structurale comme fondement 
de l'analyse dynamique en économie. Recherches écon. et fin., no. 12. Paris: Sirey, 1966. 
Pp. ii, 411. F 39. 

Motrrer, B. Vermogensverteilung als wirtschaftspolitisches Problem, Tübingen: J.C.B. 
Mohr (Paul Siebeck), 1965, Pp. xiv, 204. DM 27.50. 


TITLES OF NEW BOOKS 649 


MürrER-GROELING, H. Maximierung des sozialen Gesamtnutzens und Einkommensgleich- 
heit. Cologne: Heymanns, 1965. Pp. 151. 


Orr, A. E., ed. Preistheorie. Cologne: Kiepenheuer, Witsch and Co., 1965. Pp. 554. DM 
19.80. 


PAPANDREOU, A G. Introduction to macroeconomic models—an analytical approach. 
Training seminar ser., no. 5. Athens, Greece: Center of Planning and Econ. Research, 
1965. Pp. 200. Paper, $3. 


Perroux, F. La Pensée économique de Joseph Schumpeter. Les Dynamiques du capi- 
talisme. Geneva: Lib, Droz, 1965. Pp. 263. F 28. 


PiLrst, D. AND OTXERS, Une contribution à la théorie du revenu permanent. Paris: Presses 
Univ. de France, 1965. Pp. xii, 223. F 16. 


Rosrnson, J. The accumulation of capital. 2nd ed. New York: St. Martin's Press; London: 
Macmillan, 1965, Pp. xvi, 440. Paper, $2.95. 


Collected economic papers. Vol. 3. Oxford: Basil Blackwell, 1965. Pp. vii, 215. 
30s, 


— — — —. The new mercantilism—an inaugural lecture. New York and Cambridge: 
Cambridge Univ. Press, 1966. Pp. 26. Paper, 75c. 


Rose, K. Theorie der Einkommensverteilung. Wiesbaden: Gabler, 1965. Pp. 88. DM 6.50. 


ScENEIER, E. Einführung in die Wirtschaftstheorie. Vol. 1, Theorie des Wirtschaftskreis- 
laufs, 12th ed. Vol 3, Geld, Kredit, Volkseinkommen und Beschaftigung. 9th ed. Tu- 
bingen: J.C.B. Mohr (Paul Siebeck), 1965. Pp viii, 165; x, 367. DM 14; 18. 


, ed. Probleme der Einkommenspolitik. Vortrage auf der Round-Table-Konferenz 
des Institute für Weltwirtschaft an der Universitàt Kiel vom 17.-19. Mai 1965. Tü- 
bingen: J.C.B. Mohr (Paul Siebeck), 1965. Pp. 215. DM 25. 


SILVA Lema, R. A. da. Contribuições à teoria da localizaçao industrial. (With English sum- 
mary.) Bull no. 39. Sáo Paulo: Univ. de Sào Paulo, Faculdade de Ciencias Econ. e 
Adminis, 1965. Pp. x, 365. Mimeo. 


WEINTRAUB, S. A Keynesian theory of employment growth and income distribution. Phila- 
delphia: Chilton Books, 1966. Pp. x, 147. $7.95. 

WiwcH, D. Classical political economy and colonies. Cambridge: Harvard Univ. Press, 
1965. Pp. vii, 184. $5.50. 

Surveys of economic theory—prepared for the American Economic Association and the 
Royal Economic Society. Vol. 1, Money, interest, and welfare (Surveys I-IV). Vol. 2, 
Growth and development (Surveys V-VIID. New York: St. Martin's Press; London: 
Macmillan, 1965. Pp. xi, 222; xi, 271. $4.25 each vol. 


Economic History; Economic Development; National Economies 

Arron, T. P. AND OTHERS. Polish national income and product in 1954, 1955, and 1956. 
New York: Columbia Univ. Press, 1965. Pp. viii, 252. $6. 

AmuzzoaR, J. Technical assistance in theory and practice—the case of Iran. New York 
and London: Praeger, 1966. Pp. ix, 275. $15. 

ANDREANO, R. L., ed. and comp. New views on American economic development: a selec- 
tive anthology of recent work. Cambridge, Mass.: Schenkman, 1965. Pp. x, 434. $8.95. 

ANDRUS, J. R. anp Monamacp, A. F. Trade, finance and development in Pakistan. Stan- 
ford: Stanford Univ. Press, 1966. Pp. xii, 289. $8.75. 

Antony, H. Economic et prospective. Paris: Aubier, 1965. Pp. 206. F 15. 

ASHLEY, C. A. AND SMaAiLS, R. G. H. Canadian Crown corporations—some aspects of their 
administration and control Toronto: Macmillan; New York: St. Martin's Press, 
distrib., 1965. Pp. x, 360. $5.50. 

BabEAU, J. S. AND Stevens, G. G., eds. Bread from stones: fifty years of technical assis- 
tance. Englewood Cliffs, N.J.: Prentice-Hall, 1966, Pp. 133. 

Barney, N. A., ed. Latin Ámerica— politics, economics, and hemispheric security. New 
York: Praeger, for Center for Strategic Studies, 1965. Pp. xviii 291. $9. 


650 THE AMERICAN ECONOMIC REVIEW 


BAXLANOFF, E. N., ed. New perspectives of Brazil. Nashville: Vanderbilt Univ. Press, 1966. 
Pp. xvi, 328. $7.50. 

Basu, S. K., Goss, A. AND Rav, S. Problems and possibilities of ancillary industries in 
a developing economy—a study based on the survey of ancillary units in West Bengal. 
Calcutta: World Press Private Ltd., 1965. Pp. viii, 161. Rs. 12.50. 

Bregar B. Imports in a developing economy. Bombay: Vora, 1965. Pp. xii, 194. $5. 

Branc, A. L'Economie des Balkans. Paris: Presses Univ. de France, s.d. Pp. 128. F 2.50. 

BoswAN, H. W. J. Monetary and financial aspects of the problems of developing countries 
The Hague: Mouton, 1965, Pp. 45. 

Brewis, T. N., ENGLISH, H. E., Scorr, A., AND JEWETT, P. with stat. append. by GANDER, 
J. E. Canadian economic policy. Rev. ed. Toronto: Macmillan; New York: St. Martin’: 
Press, distrib., 1965. Pp. xv, 463. Paper, $3.75. 

Cora, C. M. Guns and sails in the early phase of European expansion, 1400-1700. Lon- 
don: Collins, 1965. Pp. 192. 30s. 

Court, W. H. B. British economic history 1870-1914—commentary and documents. New 
York: Cambridge Univ. Press, 1965. Pp. xviii, 495. $12; paper, $4.95. 

Darr, R. AND SuNDHARAM, K. P. M. Indian economy, New Delhi: Niraj Prakashan, 1966, 
Pp. xiii, 785. Rs 14.50. 

Deane, P. The first Industrial Revolution. New York: Cambridge Univ. Press, 1965. Pp. 
205, $8; paper, $2.95. 

Demas, W. G. The economics of development in small countries with special reference 
to the Caribbean. Centre for Developing-Area Stud., McGill Univ., Keith Callard Lec- 
tures, ser. 1. Montreal: McGill Univ. Press, for The Centre, 1965. Pp. xv, 150. $4.50. 

pz Meo, G. Produttività e distribuzions de reddito in Italia nel periodo 1951-63. Annali 
di Stat, ser. 8, vol. 15. Rome: Instituto Centrale di Stat., 1965. Pp. x, 297. 

Ersten, F. T., Toop, A. C., AND VIEDERMAN, S., eds., wrrg WurrTAKER, C. H. The Amer- 
ican bibliography of Russian and East European studies for 1963, Russian and East 
European ser. vol 32. Bloomington: Indiana Univ. Press, 1966, Pp. xvil, 116. 

Frsmrow, A. American railroads and the transformation of the ante-bellum economy. 
Harvard Econ. Stud., vol. 127. Cambridge: Harvard Univ. Press, 1965. Pp. xv, 452. $10. 

Forrapo, C. Diagnosis of the Brazilian crisis. Transl, by S. Macedo. Berkeley: Univ. oí 
California Press, 1965, Pp. xxiv, 168. $5. 

GanovirCH, B. Economics of development. Tel Aviv: Afro-Asian Inst. for Labour Stud. 
and Coop., 1962. Pp. iv, 67. 

Guror, F. Eléments de logique économique. Paris: A. Michel, 1965. Pp. 160. F 18. 

GLorz, G. Ancient Greece at work—an economic history of Greece from the Homeric 
period to the Roman conquest. Transl. by M. R. Dobie. New York: Barnes & Noble, 
1965. Pp. xii, 402, $7.50. 

First published in 1926. 

GoopwiN, C. D. W. Economic enquiry in Australia, Duke Univ. Commonwealth-Stud. 
Center pub. no. 24. Durham: Duke Univ. Press, 1966. Pp. xv, 659. $12.50. 

Gura, W., ed. Die Stellung von Landwirtschaft und Industrie im Wachstumsprozess der 
Entwicklungslander. Berlin: Duncker & Humblot, 1965. Pp. 69. DM 11.60. 

HiupzBRAND, G. H. Growth and structure in the economy of modern Italy. Cambridge: 
Harvard Univ. Press, 1965. Pp. xx, 475. $11.95. — 

Hocevar, T. The structure of the Slovenian economy, 1848-1963. New York: Studia 
Slovenica, 1965, Pp. 277. $7; paper, $5. 

Hucues, J. The vital few—American economic progress and its protagonists. Boston: 
Houghton Mifflin, 1966. Pp. 504. $6.95. 

Humrova, O., ed. The Czechoslovak co-operative achievement. L. Sieber, trans. Prague: 
Central Co-op. Council, 1965. Pp. 303. 


TITLES OF NEW BOOKS 651 


Kerrett, T. P. with intro. bibliog. and index by Green, F. M. Southern wealth and 
Northern profits as exhibited in statistical facts and official figures: showing the 
necessity of union to the future prosperity and welfare of the republic. University: 
Univ. of Alabama Press, 1966. Pp. xxv, 181. $5.95. 

First published in 1860. 

Krooss, H. E. American economic development—the progress of a business civilization. 
2nd ed. Englewood Cliffs, N.J.: Prentice-Hall, 1966. Pp. xi, 498. $8.95. 

Lang, F., C. Navires et constructeurs à Venise pendant la Renaissance. Paris: S.E.V.P.E.N., 
1965. Pp. 309. 

LavuTERBACH, A. Enterprise in Latin America— business attitudes in a developing economy. 
Ithaca: Cornell Univ. Press, 1966. Pp. xviii, 207. $6.75. 

Lrzvv-LEsoveg, M. Les Banques européenes et l'industrialisation internationale dans la 
première moitié du XIX* siècle. Paris: Presses Univ. de France, 1964. Pp. 814. F 65. 

LirrLE, I. M. D. ann Curroszp, J. M. International aid—a discussion of the flow of public 
resources from rich to poor countries with particular reference to British policy. Lon- 
don: Állen & Unwin, 1965. Pp. 360. 45s.; paper 25s. 

Louis, P. Ancient Rome at work-—an economic history of Rome from the origins to the 
empire, Transl. by E. B. F. Wareing. New York: Barnes & Noble, 1965. Pp. xiv, 347. 
$7.50. 

First published in 1927. 

MAMALAKIS, M. AND REvYNoOLDs, C. W. Essays on the Chilean economy. Homewood, HL: 
Irwin, for Econ, Growth Center, Yale Univ., 1965. Pp. xxii, 409. $8.50. 

Metori1, U. Fame e sottosviluppo nel fnondo. Milan: Ed. La Culturale, 1966. Pp. 222. 
L. 1.700. 

Mörrer, B. U-lànder i omvälvning. (Underdeveloped countries in transition.) Stockholm: 
Bokförlaget Aldus/Bonniers, 1965. Pp. 265. Paper, SKR. 13.75. 

Motnos, A. Die socialwissenschaftliche Erforschung Ostafrikas 1954-1963 (Kenya, Tan- 
ganyika/Sansibar, Uganda). Berlin: Springer-Verlag., 1965. Pp. xv, 304. DM 43. 

Norta, D. C. The economic growth of the United States 1790-1860. New York: Norton, 
1966. Pp. xv, 304. Paper, $1.95. 

First published by Prentice-Hall, 1961. 

Prasan, B. Planned capital formation in India—a critique of Keynesian fiscal and mone- 
tary policies. Bombay: Vora, 1965. Pp. xiv, 224. $5. 

RiGAUDIERE, A. ZYLBERMAN, E., AND MANTEL, R. Etudes d'histoire économique rurale 
au XVIII* siècle. Paris: Presses Univ. de France, 1965. Pp. 208. E 15. 

Sincu, V. B., ed. Economic history of India: 1857-1956. Bombay: Allied Pub., 1965. Pp. 
xxxiv, 795. Rs 30. 

SroBBE, H. AND Cxousaz, V. v. Methodisch-theoretisches Schrifttum zur wirtschaftlichen 
Entwicklung in Entwicklungslàndern und Schrifttum zur Entwicklungspolitik, Kieler 
Schrifttumskunden zu Wirtschaft und Gesellschaft no. 9. Kiel: Inst. f. Weltwirtschaft, 
Univ. Kiel, 1965. Pp. vi, 474, DM 30. 

STONEHILL, A. Foreign ownership in Norwegian enterprises. (Utenlandske eierinteresser 
i Norske bedrifter.) Stud. in Nat. Econ., no. 14. Oslo: Central Bur. Stat. of Norway, 
1965. Pp. 213. NKr 12. 

Toussaint, J. R. De Labour Party en de Britse volkshuishouding—Programmapunten 
en beleidsdaden 1918, 1945, 1951. (The Labour Party and the British economy—points 
of programmes and acts of policy 1918, 1945, 1951.) (With English summary.) Schiedam: 
N.V. Drukkerij De Eendracht, 1965. Pp. 208. 

TsuNOYAMA, S. A concise economic history of modern Japan. Bombay: Vora, 1965. Pp. 
ix, 132. $3. 

VAN MeEREAEGHE, M. A. G. Aktuelle Probleme der belgischen Wirtschaftspolitik. Kieler 
Vortrage, n.s. no. 43, Kiel: Inst. f. Weltwirtschaft, Univ. Kiel, 1966. Pp. 21. DM 3. 


652 THE AMERICAN ECONOMIC REVIEW 


Witcox, C., WrArHERFOBRD, W. D., Jr, Hunter, H., AND Baratz, M. S. Economies of 
the world today—their organization, development, and performance, 2nd ed. New York: 
Harcourt, Brace & World, 1966. Pp. x, 171. Paper, $1.95. 

Witson, T., ed. Papers on regional development. Suppl. to Jour. Indus. Econ. Oxford: 
Basil Blackwell, 1965. Pp. xiv, 130 35s. 

Worms, G. Les Méthodes modernes de l'économie appliquée. Paris: Paris: Dunod, 1965. 
Pp. 244. F 34. 

All India rural household survey. Vol. 2, Income, investment and saving. New Delhi: Nat. 
Coun. of Applied Econ. Research, 1965. Pp. xvii, 139. $4. 

L'Année politique, économique, sociale et diplomatique en France, 1964. Paris: Presses 
Univ. de France, 1965. Pp. 463. F 60. 

Annual report, July 1, 1964-]une 30, 1965. Karachi: Pakistan Inst. Develop. Econ., s.d. 
Pp. 20. 

Basic statistics for formulating and implementing plans of economic and social develop- 
ment in countries of Asia and the Far East. U.N. Econ. Comm. for Asia and the Far 
East, sales no. 65.0. F. 8. New York: Sales Sec., U.N., 1965. Pp. 50, 

Energy development in the countries of the East African sub-region. U.N. Econ, Comm. for 
Africa. New York: Sales Sec., U.N., 1965, Pp. 133. 

Industrial co-ordination in East Africa: a quantified approach to first approximations. 
U.N, Econ. Comm. for Africa. New York: Sales Sec., U.N., 1965, Pp. 132. 

Información estadistica del Ministerio de Hacienda. Precedida de los discursos pronuncia- 
dos ante las Cortes Española por el Excmo. Señor Ministro de Hacienda D. Mariano 
Navarro Rubio en los dias 6 de Junio y 22 de Diciembre de 1964. [Madrid] : Secretaría 
Gen. Técnica del Ministerio de Hacienda, 1965. Pp. 108. 

Panorama de la economia Asturiana, Consejo economico sindical de Asturias no. 2. Madrid: 
Cabinete Técnico del Consejo Econ. Sindical Nacional, 1965. Pp. 63. 

Problems and prospects of the textile industry in Latin America. U.N. Econ. Comm. for 
Latin America. New York: Sales Sec., U.N., 1965, Pp. 42. 

El Salvador en gráficas, 1964. San Salvador C. A.: Direccion Gen. de Estadistica y Censos, 
Ministerio de Econ., 1965. Pp. 96. Gratis. 

Saving in India 1950-51 to 1961-62. New Delhi: Nat. Coun. of Ápplied Econ. Research, 
1965. Pp. rii, 185. $4. 

Small industry in East Africa. U.N. Econ. Comm. for Africa. New York: Sales Sec., 
U.N., 1965. 

Third Five-Year Plan and other papers, Papers read at the 12th Pakistan Economic Con- 
ference held at Peshawar from March 1 to 3, 1965. Rawalpindi: Pakistan Econ. Assn., 
[1965]. Pp. iii, 325. Rs 20. 

Yearbook of Nordic statistics 1965. Stockholm: The Nordic Council, 1966. Pp. 118. 


Statistical Methods; Econometrics; Social Accounting 

Brennen, M. J. Preface to econometrics—an introduction to quantitative methods in 
economics, 2nd ed. Cincinnati: South-Western, 1965, Pp. viii, 440. $7.25. 

Bryant, E. C. Statistical analysis, 2nd ed. New York: McGraw-Hill, 1966, Pp. ix, 321. 
$7.95. 

CULMANN, H. Les Comptabilités nationales. Paris: Presses Univ. de France, 1965. Pp. 128. 
F 2.50. 

Desane, J. Théorie et pratique des sondages. Paris: Dunod, 1965. Pp. 500, F 79. 

DuzsENBERRY, J. S., Fromas, G., Kier, L. R., AND Kun, E., eds. The Brookings quarterly 
econometric model of the United States. Chicago: Rand McNally; Amsterdam: North- 
Holland Pub. Co., 1965. Pp. xv, 776. 

EsENWEIN-RotHE, L Statistik an deutschen Universitäten mit besonderer Berücksichtigung 
der Wirtschaftsstatistik. Stuttgart: Kohlhammer, 1965. Pp. 48. DM 6.80. 


TITLES OF NEW BOOKS 653 


Feinstein, C. H. Domestic capital formation in the United Kingdom 1920-1938. New 
York: Cambridge Univ. Press, 1965. Pp. xii, 270. $17.50. 

Hétreg, R. Etude méthodologique du capital national, Paris: Gauthier-Villars, 1965. Pp. 
417. F 86, l 

Horowitz, C. M. Basic statistics as applied to the social sciences and business. Brooklyn; 
Faculty Press, 1966. Pp. viii, 132. Paper, $4.95, 

HÜRLIMANN, W. Lineare Programmierung. Eine Einführung für Kaufleute. Düsseldorf: 
Schilling, 1965. Pp. 94. DM 9.60. 

Jormnston, J. B., Price, G. B., AND Van Vrzeck, F. S. Linear equations and matrices. 
Reading, Mass.: Addison-Wesley, 1966. Pp. viii, 308. $8.50. 

Knzvszimo, E. Statistische Methoden und ihre Anwendungen, Gottingen: Vandenhoeck & 
Ruprecht, 1965. Pp. 422. DM 32. 

Manu, P, Calcul économique en agriculture: Application des programmes linéaires et des 
joux. Paris: Dunod, 1965. Pp. 198. F 28. 

Nemcuroy, V. S., ed. of Russian ed.; Nove, A., ed. of English ed. The use of mathematics 
in economics. Cambridge: M.I.T. Press, 1964. Pp. xxi, 377. $12.50. 

Contributions by: O. Lange, A. L. Lur'e, L. V. Kantorovich, V. S. Nemchinov, and V. V. 

Novozhilov. 

PARENTI, G., ed. Modelli econometrici per la programmazione—atti del Convegno di 
studi sui modelli di programmazione nei paesi della Communità Economica Europea. 
Florence: Scuola di Statistica dell'Univ. di Firenze, 1965. 

Pratrer, A., CAHUZAC, P., AND CHAMBADAL, L. Economie et mathématiques—eléments et 
exercices. Vol. 1, Les Nombres: algébre, analyse. Paris: Presses Univ. de France, 1965. 
Pp. xii, 508. F 24. 

Rao, C. R., ed, wrrg Lammr, D. B., Pant, P, Nam, K. R, AND SHRIKHANDE, S. S. 
Contributions to statistics. Presented to Professor P. C. Mahalanobis on the occasion 
of his 70th birthday. New York: Pergamon Press, s.d, Pp. 528. $18. 

RosgNTIEHL, P. AND Morues, J. Mathématiques de l'action: Langage des ensembles, des 
statistiques et des aléas. Paris: Dunod, 1965. Pp. 500. F 62. 

Sarra, W. L. AND WirxiNSON, W. E., eds. Proceedings of the symposium on congestion 
theory held at the University of North Carolina at Chapel Hill August 24-26, 1964. 
Chapel Hill: Univ. of North Carolina Press, 1965. Pp. xv, 457. $14. 

SONQUIST, J. A. Aanb Morcan, J. N. The detection of interaction effects—a report on a 
computer program for the selection of optimal combinations of erplanatory variables. 
Monogr. no. 35. Ann Arbor: Survey Research Center, Inst. for Sco. Research, Univ. of 
Michigan, 1964. Pp. xi, 292. 

THomepson, R. G., CotvEr, D., WirsoN, R, AND Brock, W. Computational techniques. 
Columbia: Research Center, School of Bus. and Public Admin., Univ. of Missouri, 
1965. Pp. 112. l 

Trmanus, C. B. Input-output experiments—the Netherlands 1948-1961. Rotterdam: 
Rotterdam Univ. Press, 1966. Pp. 141. Paper, f 24.50. 

ZUSMAN, P. AND Hocam, L Resources and capital requirement matrices for the California 
economy. Giannini Foundation research rept. no. 284. Berkeley: College of Agric., Univ. 
of Calif., 1965. Pp. iv, 89. 

On political economy and econometrics—essays in honour of Oskar Lange. New York: 
Pergamon; Warsaw: Polish Sci Pub., 1965, Pp. viii, 661. $18.50. 


Economic Systems; Planning and Reform; Cooperation 
ANGERS, F. A, AND OTHERS. Problèmes de conversion économique. Paris: Ed..Génin, 
1965. Pp. 400. F 36. 


AsnuroRD, D, E. Morocco-Tunisia: politics and planning. Nat. planning ser. no. 2. Syracuse: 
Syracuse Univ. Press, 1965. Pp. xx, 65. Paper, $2.75. 
Barber, P. Die Organisation der Planung. Stuttgart: Kohlhammer, 1965, Pp. 36. DM 4.80. 


654 THE AMERICAN ECONOMIC REVIEW 


BetrELHem, C., CHARRIERE, J., AND Marcuisto, H. La Construction du socialisme en 
Chine. Paris: F. Maspéro, 1965. Pp. 184. F 17.50. 

Burke, F. G. Tanganyika: preplanning. Nat. planning ser. no. 3. Syracuse: Syracuse Univ. 
Press, 1965. Pp. xxix, 108. Paper, $3.25. 

CAIRNCROSS, A. K. The short term and the long in economic planning-tenth anniversary 
lecture . . ., January 6, 1966. Washington: Econ. Develop. Inst., 1966. Pp. 30. 

FECHTER, J. J. Le Socialisme francais: de l'affaire Dreyfus à la grande guerre. Geneva: 
Lib. Droz, 1965, Pp. 293, F 44. 

FRIEDMANN, J. Venezuela: from doctrine to dialogue. Nat. planning ser, no. 1. Syracuse: 
Syracuse Univ. Presa, 1965. Pp. xxiii, 87. Paper, $2.95. 

Grucuy, A. G. Comparative economic systems—competing ways to stability and growth. 
Boston: Houghton Mifflin, 1966. Pp. x, 908. $9.95. 

Heme, H. Die langfristige Wirtschaftsplanung in Schweden. Tübingen: J.C.B. Mohr 
(Paul Siebeck), 1965. Pp. viii, 147. DM 28. 

Hesse, K. Planungen in Entwicklungslandern. Eine Einführung in Wesen und Praxis des 
Entwicklungsplanens an Hand von 6 Beispielen. Berlin: Duncker & Humblot, 1965. 
Pp. xx, 618. DM 69. 

Ivencar, S. K. Fifteen years of democratic planning, Vol. 2, Sectoral developments. New 
York: Asia Pub. House; Taplinger, distrib., 1965, Pp. xvi, 693. $18. 

MASNATA, A. Le système socialiste-soviétique—essai d'une étude générale de son économie, 
Neuchatel: Ed. Baconniére; Paris: Société Frangaise du Livre, 1965. Pp. 348. 27 Sw. fr. 

Nove, A. The Soviet economy—an introduction. Rev. ed. New York: Praeger, 1966. Pp. 
xxvi, 354. $7; paper, $2.50. 

Perxins, D. H. Market control and planning in Communist China, Cambridge: Harvard 
Univ. Press, 1966. Pp. viii, 291. $7. 

Perroux, F. Les Techniques quantitatives de la planification. Paris: Presses Univ. de 
France, 1965. Pp. 316. F 20. 

Rao, C. R., ed., wrrg Lauter, D. B., Pant, P., Nam, K. R., AND SHRIKHANDE, S. S. Essays 
on econometrics and planning. Presented to Professor P. C. Mahalanobis on the occasion 
of his 70th birthday. New York: Pergamon Press, s.d, Pp. 354. $15. 

Rosovsxy, H, ed. Industrialization in two systems: essays In honor of Alexander Gerschen- 
kron, by a group of his students. New York, London and Sydney: Wiley, 1966. Pp. ix, 
289, $6.95, 

SzCZEPANIE, E. F. National accounting as a tool of economic planning. The Hague: Mou- 
ton, 1965. Pp. 61. 

WATERSTON, A, wira Martin, C. J., SCRUMACHER, A. T., AND SrEUBER, F. A. Develop- 
ment planning: leseons of experience. Baltimore: Johns Hopkins Press, 1965. Pp. xix, 
706. $10.75. 

Information supplement to Soviet Studies. Glasgow: Univ. of Glasgow, 1966. Pp. 36. 


Problems of economic dynamics and planning—essays in honour of Michal Kalecki. New 
York: Pergamon Press; Warsaw: Polish Sci. Pub., 1966. Pp. viii, 494. $15.50. 


Business Fluctuations 


Bip, C. The invisible scar. New York: David McKay, 1966. Pp. xviii, 364. $5.95. 


‘Burns, A. F. The management of prosperity. 1965 Benjamin F, Fairless Memorial Lec- 
tures. New York: Carnegie Inst. of Technology; Columbia Univ. Press, distrib., 1966. 
Pp. 70. $3.50. 


HUuLTGREN, T. wiru Peco, M. R. Cost, prices, and profits: their cyclical relations. NBER 


stud. in bus. cycles no. 14. New York: Nat. Bur, Econ. Research; Columbia Univ. Press, 
distrib. 1965. Pp. xxvi, 229, $6. 


OsRADoviTCH, M. Les Récessions américaines d'aprés-guerre et leur impact sur le reste 
du monde. Observation écon., vol, 21. Paris: C.D.U. and SEDES, 1965. Pp. 372. E 32. 


TITLES OF NEW BOOKS 655 


SEPULVEDA, C. Los indicadores económicos. Inst. Econ. pub. no. 78. Santiago: Inst. Econ. 
Univ. Chile, 1965. Pp. xiii, 134. 

La France économique en 1964. Reveu d'Econ. Pol, July-Oct. 1965. Paris: Sirey, 1965. 
Pp. iii, 442. 

Stabiliserung ohne stagnation. Stuttgart: Kohlhammer, 1965. Pp. xv, 263. 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Arnot, H. W. AND Harris, C. P. The Australian trading banks. 3rd ed. Melbourne: F. W. 
Cheshire, 1965. Pp. vi, 229. 

BeN-SHAHAR, H. Interest rates and the cost of capital in Israel 1950-1962. Basel: Kyklos- 
-Verlag; Tübingen: J.C.B. Mohr (Paul Siebeck), 1965. Pp. viii, 136. DM. 22.50. 


BRUNNER, G. A. Personal bankruptcies: trends and characteristics Bur, Bus. Research 
monogr. no, 124. Columbus: Bur. Bus. Research, Div. Research, College of Commerce 
and Admin., Ohio State Univ., 1965, Pp. xv, 122. 


CansoN, D., ed. Money and finance: readings in theory, policy and institutions. New 
York: Wiley, 1966. Pp. 372. 


Crick, W. E, ed. Commonwealth banking systems. New York: Oxford Univ. Press; 
Oxford: Clarendon Press, 1965. Pp. xi, 536. $8. 


DoopHa, K, D. India: instalment credit, extent, stability, growth. Univ. of Bombay ser. 
in monetary and internat. econ. no. 9. Bombay: Manaktala, 1966. Pp. xx, 304. Rs 17.50. 


Frazer, W. J., Je. The liquidity structure of firms and monetary economics. Univ. of 
Florida soc. sci. monogr. no. 27. Gainesville: Univ. of Florida Press, 1965. Pp. 91. $2. 


AND Youre, W. P. Introduction to the analytics and institutions of money 
and banking. Princeton, N.].: Van Nostrand, 1966. Pp. xi, 682. $10.75. 


Hanson, W. C. anb Wane, F. W., eds. Capital sources in the United Kingdom--a directory. 
New York: Simmons-Boardman, 1966, Pp. 164. $10. 


Lancer, W. Sicherung der Geldwertstabilitat—eine Aufgabe der Konjunktur-, Struktur- 
und Wachstumspolitik. Kieler Vortrage, n.s. no. 44. Kiel: Inst. f. Weltwirtschaft, Univ. 
Kiel, 1966. Pp. 20. 


MiNSKY, H. P. ed. California banking in a growing economy: 1946-1975. Berkeley, Calif. : 
Inst. of Bus. and Econ. Research, 1965. Pp. xiv, 356. 


Mors, W. P. Consumer credit finance charges: rate information and quotation, NBER 
stud. in consumer instalment fin. no. 12. New York: Nat. Bur. Econ. Research; Co- 
lumbia Univ. Press, distrib., 1965. Pp. xvii, 133. $5. 

Rowe, J. Z. The public-private character of United States central banking. New Bruns- 
wick: Rutgers Univ. Press, 1965. Pp. 210. $6. 


SMITH, A. E. George Smith's money—a, Scottish investor in America. Madison: State Hist. 
Soc. Wisconsin, 1966. Pp. vii, 197. $4.50. 


TANNAN, M. L. Banking law and practice in India. 11th ed, rev. Bombay: Thacker, 1965. 
Pp. 614. 


Urr, P. wrr pve Katpor, N., Ruceres, R., AND Terr, R. Une politique monétaire pour 
l'Amérique latine. Paris: Plon, 1965. Pp. 114. F 9.72. 


WirrcEN, R. Die Geldpolitik der Geschaftsbanken. Frankfurt am Main: Knapp, 1965. 
Pp. 170. DM 18. 


Aspectos financieros de las economías latinoamericanas 1964. Mexico: Centro Estud. Mon. 
Latinoamericanos (CEMLA), 1965. Pp. 263. 


Consolidation of bank examining and supervisory functions. Hearings before the House 
Subcommittee on Bank Supervision &nd Insurance of the Committee on Banking and 
Currency and the Committee on Banking and Currency, 89th Cong., 1st sess, Washing- 
ton: Supt. Docs, 1965. Pp. 602. 


Los mercados de capitales en América Latina. Mexico: Centro Estud. Mon. Latinoameri- 
canos (CEMLA), 1966. Pp. 213. 





656 THE AMERICAN ECONOMIC REVIEW 


Supplement to Banking and Monetary Statistics. Sec. 9, Federal Reserve Banks. Sec. 12, 
Money rates and securities markets. Washington: Board of Governors, Federal Reserve 
System, s.d. Pp. iv, 36; vi, 182. 35c; 65c. 


Public Finance; Fiscal Policy 


Arvant, G, La Théorie sociologique de limpót. 2;vols. Paris: S.E.V.P.E.N., 1965. Pp. 
1,212. F 160. 


Bower, J. B., Niswoncsr, C, R., AND LaNcENDERFER, H. Q. Income tax procedure: 1966 
edition—for returns of 1966 income and 1966 tax planning. Cincinnati: South-Western, 
1966. Pp. iv, 292. $4.96. 


Cameron, H. A. AND HENDERSON, W. Public finance—selected readings. New York: Ran- 
dom House, 1966. Pp. vii, 310. Paper, $3.50. 


Comz, M. S. A capital budget statement for the U.S. Government. Washington: Brook- 
ings Inst., 1966. Pp. xv, 143. $6. 

DAzxwE, E. Inflationsbekampfung in unserer Zeit, Frankfurt am Main: Knapp, 1965. Pp. 
136. DM 12.80. 


pe BRUNHOFF, S. Capitalisme financier public—influence économique de l'Etat en France 
(1948-1958). Paris: SEDES, 1965, Pp. 212. 


ExNAvDI, L. Cronache economiche e politiche di un trentennio (1893-1925). Vol. 8, 1925. 
Turin: G. Einaudi, 1965. Pp. xi, 588. 


Haier, H. Finanzpolitik. Grundlagen und Hauptprobleme. 3rd ed. rev. Tübingen: J.C.B. 
Mohr (Paul Siebeck); Zurich: Polygraphischer Verlag, 1965. Pp. x, 354. DM 25. 


jouaNseN, L. Public economics Chicago: Rand ‘McNally; Amsterdam: North-Holland 
Pub. Co., 1965. Pp. viii, 367. 


Kerra, J. H. Property tax assessment practices—a reference book for the assessor, ap- 
praiser, accountant, attorney and the student. Monterey Park, Calif.: Highland Pub. 
Co., 1966. Pp. xxiv, 544. $15. 


Marion, G. Répartition fonctionnelle des revenus—analyse de la part du travail au 
Canada. Montreal: Presses Univ. de Montréal, 1965. Pp. 125. $5.50. 


MuscRAVE, R. A., ed. Essays in fiscal federalism, Washington: Brookings Inst., 1965. Pp. 
xvi, 301. $6. 


Nerzer, D. Economics of the property tax. Washington: Brookings Inst., 1966. Pp. xviii 
326. $6.75. 


Neumark, F. Grundsatze der Besteuerung in Vergangenheit und Gegenwart. Wiesbaden: 
Steiner, 1965. Pp. 35, DM 4.50. 


Novick, D., ed. Program budgeting—program analysis and the federal budget. Cambridge: 
Harvard Univ. Press, 1965. Pp. xvi, 382. $6.50. 


RxcETENWALD, H. C. Die Finanzwissenschaft unserer Zeit. Stuttgart: Kohlhammer, 1965. 
Pp. 40. DM 620. 


Rzvionro, F. La teoria della curva di domanda e gli effetti delle imposte, Stud. del Labora- 
torio di Econ. Pol, Univ di Torino, ser. III*, vol. 1. Milan: A. Giuffrè, 1965. Pp. 255. 
L. 2.000. 


ScmwOrLpERs, G. Finanzpolitik. Berlin and New York: Springer-Verlag, 1965. Pp. viii, 
544. DM 48. 


VENKATARAMAN, K. Local finance in perspective. New York: Asia Pub. House; Taplinger, 
distrib, 1965, Pp. v, 63. $3.75. 

Depreciation policy and the reserve ratio test—a symposium. Tax symposium pub. no. 2. 
New York: Nat. Ássn. of Manufacturers, [1965]. Pp. 93. $3. 

Problems of tax administration in Latin America—papers and proceedings of a confer- 


ence held in Buenos Aires, Argentina, October, 1961. Baltimore: Johns Hopkins Press 
for Joint Tax Program OAS/IDB/ECLA, 1965. Pp. x, 574. $10. 


TITLES OF NEW BOOKS 657 


State and local taxes on business. Symposium conducted by the Tax Inst. of America, 
October 28-30, 1964. Princeton: Tax Inst. of Am., 1965. Pp. xiv, 352. $8. 


Statistics of income 1963: individual income tax returns. Treasury Dept., Internal Revenue 
Svce., pub. no. 79 (1-66). Washington: Supt. Docs., 1966, Pp. 208. $1.25. 


International Economics 


ALBER, R. Z. The future of the dollar as an international currency. New York: Praeger, 
1966. Pp. 169. $6. 

ALLEN, W. R., ed. International trade theory: Hume to Ohlin. New York: Random 
House, 1965. Pp. 210. 

Avramovic, D. AND GuLxArI, R. Debt servicing problems of low-income countries 1956- 
1958. Baltimore: Johns Hopkins Press, 1960. Pp. xvii, 74. Paper, $2.50. 


BACHMANN, H. Zollpolitik und Entwicklungslànder. Die Zollpolitik der Industriestaaten 
als Hindernis der witschaftlichen Entwicklung unterentwickelter Lànder. Tübingen: 
J.C.B. Mohr (Paul Siebeck); Zurich: Polygraphischer Verlag, 1965. Pp. x, 121. DM 
17.50. 

BarpwiN, R. E., AND OTHERS. Trade, growth, and the balance of payments—essays in 
honor of Gottfried Haberler. Chicago: Rand McNally; Amsterdam: North-Holland 
Pub. Co., 1965. Pp. viii, 267. $8.50. 

CassELL, F. Gold or credit? The economics and politics of international money. New York 
and London: Praeger for Federal Trust for Educ. and Research, London, 1965. Pp. ix, 
216. $6. 


Das GUPTA, A. K., ed. Trade theory and commercial policy in relation to underdeveloped 
countries—proceedings of the seminar on international trade held under the auspices 
of the Indian School of International Studies in March 1963. New York: Asia Pub. 
House; Taplinger, distrib, 1965. Pp. viii, 108. $5.25. 

Ernzia, P. The Euro-dollar system—practice and theory of international interest rates. 
2nd ed. New York: St. Martin's Press; London: Macmillan, 1965, Pp. xiii, 183. $7.50. 

Fórpr, T., ed. Studies in international economics. Budapest: Akadémiai Kiadó, 1966. Pp. 
156. $4.20. 

Contributions by G. Göncöl, G. Kovásznai, F. Kozma, F. Molnár, D. Sóki and B. Tálas. 

GaNGULI, B. N. Dadabhai Naoroji and the drain theory. New York: Asia Pub. House; 
Taplinger, distrib., 1965. Pp. ix, 152. $6. 

HABERLER, G. Geld in der internationalen Wirtschaft. Eine Studie über Zahlungsbilan- 
zausgleich, internationale Liquiditat und Wechselkurse. Transl. from English by W. 
Michalski. Hamburg: Verlag Weltarchiv, 1965. Pp. 56. DM 9.80. 

Originaly published as Money in tke International economy. Hobart paper no. 31, 1965, 

Harm, G. N. Die Vergrösserung der Bandbreite für Devisenkursschwankungen. Berlin: 
Duncker & Humblot, 1965. Pp. 68. DM 8. 

Hawkins, R. G., ed. Compendium of plans for international monetary reform. Bull. no. 
37-38. New York: C. J. Devine Inst. of Fin., Grad. School of Bus, Admin., New York 
Univ., 1965. Pp. 131. 

HawxiNs, R. G. AND RoLxz, S. E. A critical survey of plans for international monetary 
reform. Bull no. 36. New York: C. J. Devine Inst. of Fin, Grad. School of Bus. 
Admin, New York Univ., 1965. Pp. 80. 

Jounson, H. G. The world economy at the crossroads—a survey of current problems 
of money, trade and economic development. New York: Oxford Univ, Press; London: 
Clarendon Press, 1966, Pp. 106. $3.50. 

Kipron, M. Foreign investments in India, New York: Oxford Univ. Press, 1965, Pp. xv, 
368 $8. i 

KINDLEBERGER, C. P. Los déficit de balanza de pagos y la demanda internacional de 
liquidez. Ensayos no. 15. Mexico: Centro Estud. Mon. Latinoamericanos (CEMLA), 
1965. Pp. 50. 


658 THE AMERICAN ECONOMIC REVIEW 


Könner, H. Economic integration in the Soviet Bloc—with an East German case study. 
New York: Praeger, 1965. Pp. xxi, 402. $15. 

McCorr, G. D. The Australian balance of payments—a study of post-war developments. 
Melbourne: Melbourne Univ. Press; New York: Cambridge Univ. Press, 1965. Pp. xiii, 
180. $9. 

PrRUMBULAVIL, V., comp. The European Economic Community and New Zealand—a 
checklist. Bibliog. ser. no. 8. Wellington, New Zealand: R. E. Owen, Govt. Printer, 
1965. Pp. v, 44 

Roosa, R. V. Monetary reform and the world economy. New York: Harper & Row, 1965. 
Pp. Ix, 173. $1.95. 

Rose, K., ed. Theorie der internationalen Wirtschaftsbeziehungen. Cologne: Kiepenheuer, 
Witsch and Co., 1965. Pp. 455. DM. 19.80. 

Rowz, J. W. F. Primary commodities in international trade. New York: Cambridge Univ. 
Press, 1965. Pp. xi, 224. $6.50; paper, $2.45. 

SCHNEIDER, E., ed. Weltwirtschaftliche Probleme der Gegenwart. Verhandlungen auf ' 
der Tagung des Vereins für Socialpolitik, Gesellschaft für Wirtschafts- und Socialwissen- 
schaften im Ostseebad Travemtinde, September 21-24, 1964. Berlin: Duncker & Hum- 
blot, 1965, Pp. vii, 690. DM. 78.60. 

Scrrovskv, T. Requirements of an international reserve system. Essays in internat, fin. 
no. 49. Princeton: Internat. Fin. Section, Dept. of Econ., Princeton Univ., 1965. Pp. 18. 

Saannon, I. International liquidity-—a study in the economic functions of gold. Chicago: 
Regnery, 1966. Pp. 143. $5. 

Originaly published in 1964 by F. W. Cheshire, Australia, 

Smogs, R. K. Prosperity through export. Chicago and Calcutta: Engineering Export 
Promotion Council, [1965]. Pp. xi, 285. Rs 25. 

Towrz, R. L., ed. Foreign agricultural trade—selected readings. Ames: Iowa State Univ. 
Press, 1966. Pp. xx, 500. $7.50. 

VAjDA, I. The role of foreign trade in a socialist economy—new essays in persuasion. 
Budapest: Corvina Press, 1965. Pp. 336. 

WILLIAMSON, J. H. The crawling peg. Essays in internat. fin. no. 50, Princeton: Internat. 
Fin. Section, Dept. of Econ., Princeton Univ., 1966. Pp. 25. Single copies free. 

WoNNACOrT, P. The Canadian dollar 1948-1962. Toronto: Univ. of Toronto Press, 1965. 
Pp. xviii, 339. $6.50. 

VzaogR, L. B. International monetary relations—theory, history, and policy. New York: 
Harper & Row, 1966. Pp. viii, 504. 

East-West commercial relations. Study conference, Brussels, May 14th and 15th, 1965. 
Pub. no. 40. Brussels: European League for Econ. Co-op., s.d. Pp. 70. 

Summary proceedings—1965 annual meetings of the Boards of Governors, Washington, 
D.C.—September 27-October 1, 1965. Washington: Inter. Bank for Reconstruction 
and Develop. 1965. Pp. 124. 

Copies in French and Spanish will be available soon. Requests should be sent to Sec- 

retary, International Bank for Reconstruction and Development, 1818 H. Street N.W., 

Washington, D.C. 20433. 


Business Finance; Investment and Security Markets; Insurance 


BAuxor, W. J. The stock market and economic efficiency. The Millar Lectures, no. 6, 
1965. New York: Fordham Univ. Press, 1965, Pp. xiii, 95. $3. 

Cacan, P. The effect of pension plans on aggregate saving: evidence from a sample survey. 
NBER occas, paper no. 95. New York: Nat. Bur. Econ. Research; Columbia Univ. 
Press, distrib., 1965. Pp. xii, 105. $3. 

Conen, J. B. AND RoBBrNS, S. M. The financial manager-—basic aspects of financial ad- 
ministration. New York: Harper & Row, 1966. Pp. xi, 1006. Text ed., $12.50. 


TITLES OF NEW BOOKS 659 


Drerz, P. O. Pension funds—measuring investment performance. New York: Grad. School 
of Bus., Columbia Univ., and Free Press of Glencoe, 1966. Pp. xvii, 166. $4. 

ErrwAN, W. J., Dice, C. A. AND. Erreman, D. K. The stock market. 4th ed. New York: 
McGraw-Hill, 1966. Pp. 570. $12. | 

FERRONATO, J. Why not get rich? New York: Vantage Press, 1966. Pp. 118. $3.50. 

Foster, O. D. Ticker technique—the fascinating art of tape reading. Rev. and ed. by 
R. H. Persons, Jr. with D. Worden and H. Liesner. Palisades Park, N.J.: Investor's 
Press, 1965. Pp. 127. 

FRIEDLAND, S. The economics of corporate finance. Englewood Cliffs, N.J.: Prentice-Hall, 
1966. Pp. xii, 418. $11.95. 

RosiCHEK, A. A. AND Myers, S. C. Optimal financing decisions, Englewood Cliffs, N.J.: 
Prentice-Hall, 1965. Pp. x, 166. 

Rosson, R. I. Financing the dynamic small firm—problems of promotion, survival, and 
growth. Belmont, Calif.: Wadsworth, 1966. Pp. ix, 118. 

Rosrnson, R. L AND Jouwson, R. W. Self-correcting problems in finance. Boston: Allyn 
and Bacon, 1965. Pp. 105. Paper, $2.95. 

Weaver, M. The technique of short selling: making money on declines in the stock 
market. Rev. ed. Palisades Park, N.J.: Investor’s Press, 1963, Pp. xi, 81. 

Wirsow, S. J. The speculator and the stock market—a study of speculation, margin ac- 
counts, volume of transactions, and movements of the averages, Palisades Park, N.J.: 
Investors Library, 1963. Pp. xi, 145. $5.95. 


Business Organization; Managerial Economics; Marketing; Accounting 

Anton, H. R. awn Fmman, P. A, eds. Contemporary issues in cost accounting. Boston: 
Houghton Mifflin, 1965. Pp. xii, 530. Paper, $5.50. 

Beprorp, N. M. Income determination theory: an accounting framework. Reading, Mass. : 
Addison-Wesley, 1965. Pp. xiv, 241. $8.50. 

Carey, J. L. anp DomertY, W. O. Ethical standards of the accounting profession. New 
York: Am. Inst. of Certified Pub. Accountants, 1966. Pp. xv, 330. $5; $4, members. 
Dyer, F. C. anb Dyer, J. M. Bureaucracy vs. creativity. Coral Gables: Univ, of Miami 

Press, 1965. Pp. 153. $5.75. 

Garner, P. AND Bere, K. B., eds. Readings in accounting theory. New York: Houghton 
Mifflin, 1966. Pp. xi, 520. Paper, $4.95. 

Gonop, P., Nanninca, H. G. C., AND VANNUTELLI, C. Problèmes et méthodes de mesure 
de la productivité dans les industries de la Communauté. Paris: Dalloz, 1965. Pp. 81. 
F 10. 

Heuss, E, Allgemeine Markttheorie. Tübingen: J.C.B. Mohr (Paul Siebeck), 1965. Pp. 
ix, 275. DM 35. 

Iymr, Y. Studies in mathematical and managerial economics. Vol. 3, Management goals 
and accounting for control Chicago: Rand McNally; Amsterdam: North-Holland Pub. 
Co., 1965. Pp. xvi, 191. 

Jounson, J. T. anb Bmasszaux, J. H. Readings in auditing. 2nd ed. Cincinnati: South- 
Western, 1965. Pp. x, 710. $8.50. 

KENDRICK, J. W. AND Creamer, D. Measuring company productivity—handbook with 
case studies. Stud. in bus. econ. no. 89. New York: Nat. Indus. Conf. Board, 1965. 
Pp. 120. $2.50; $1 students and teachers; $12.50, non-associntes. 

Levirt, T. Industrial purchasing behavior—a study of communications effects, Boston: 
Div. of Research, Grad. School of Bus. Admin, Harvard Univ., 1965. Pp. xv, 184. $4. 

Lorsca, J. W. Product innovation and organization. New York: MacMillan; London: 
Collier-Macmillan, 1965. Pp. xiii, 184. 


660 THE AMERICAN ECONOMIC REVIEW 


McFartanp, D. E. ed. Current issues and emerging concepts in management—readings 
from the Academy of Management, vol. 2. Boston: Houghton Mifflin, 1966. Pp. xi, 513. 
$6.50; paper, $4.50. 

Menrap, S. Der Kostenbegriff. Eine Untersuchung über den Gegenstand der Kostenrech- 
nung. Berlin: Duncker & Humblot, 1965. Pp. 184. DM 24. 

Morva, D. F., ed. Guide to the quantitative age—readings from Fortunes. New York: 
Holt, Rinehart and Winston, 1966. Pp. v, 233. Paper. 

PESSEMIER, E. A. New-product decisions—an analytical approach. New York: McGraw- 
Hill, 1966. Pp. x, 214. $5.95. 

PoLLARD, S. The genesis of modern management—a study of the Industrial Revolution in 
Great Britain. Cambridge: Harvard Univ. Press, 1965. Pp. 328. $7.95. 

Rasroar, T. N. Indian manufactured goods at home and abroad. Calcutta: Orient Long- 
mans, 1965. Pp. xxv, 500. Rs 25. 

Ross, H. The elusive art of accounting—a brash commentary on financial statements. 
New York: Ronald, 1966. Pp. ix, 205. $5. 

Saser, H. Die Grundlagen der Wirtschaftlichkeitsrechnungen. Berlin: Duncker & Humblot, 
1965, Pp. 231. DM 32.60. 

SEusrER, H. Der funktionelle Ablauf im landwirtschaftlichen Betrieb—umfang, vielfalt 
und steuerung. Hamburg: Parey, 1966. Pp. 160. 

Srur, R R anb Conor, E. W. Essentials of marketing. Englewood Cliffs, N.J.: Prentice- 
Hall, 1966, Pp. 186. 

TxoxPsON, J. D., ed. Approaches to organizational design. [Pittsburgh]: Univ. of Pitts- 
burgh Press, 1966. Pp. vl, 223. $3.95. 

VoKUBL, P. Die Anwendung der linearen Programmierung in Industriebetrieben. Berlin: 
de Gruyter, 1965. Pp. 176. DM 28. 

Developments in the structure of retail trade—likely effects of the abolition of resale 
price maintenance, Prepd. by Marketing Economics. London: Aims of Industry, [1965]. 
Pp. 18. 10s. 

L'Entreprise ses techniques et son gouvernement. 3, La formation des décisions et l'entre- 
prise. Econ. Appliquée, Jan.-June, 1965. Paris: Presses Univ, de France, 1965. Pp. 286. 

Solving international pricing problems. New Vork: Bus. Internat., 1965. Pp. 50. Paper, $50. 

Svenska handelshógskolan-—arsberàttelse 1964-1965. (Swedish School of Business annual 
report 1964-1965.) Helsinki: [Svenska Handelshógskolan], 1965. Pp. 68. 


Industrial Organization; Government and Business; Industry Studies 


BAckE-DreTrRICH, B. Der Binnenbandel mit Konsumgütern in der Sowjetunion, Berlin: 
Duncker & Humblot, 1965. Pp. 220. DM 37.60. 

Brane, J.C.D, anb Rusainc, R. W. Transportation and spatial immobility in India. 
Research paper 16. Chapel Hill: Grad. School of Bus, Admin., Univ. of North Caro- 
lina, 1965. Pp. x, 59. 

Borron, R. E., ed. Defense and disarmament—the economics of transition. Englewood 
Cliffs, N.J.: Prentice-Hall, 1966. Pp. viii, 180. $4.95; paper, $1.95. 

BurRsTEIN, M. L., AND OTHERS. The cost of trucking: econometric analysis. Dubuque, Iowa: 
Wm. C. Brown, 1965. Pp. xix, 137. $4.50. 

BusswAN, L. Der Einfluss der Konzentration auf Preise und Gewinne, Der Einfluss des 
Konzentrationsgrades einer Branche auf die Prelse und Gewinne im internationalen 
Vergleich. Cologne: Bund Verlag, 1965, Pp. 139. DM 27. 

CHARDONNET, J. Géographie industrielle. Vol. 2, L'Industrie. Paris: Ed. Sirey, 1965. Pp. 
460. F 52. 

Corsett, D. Politics and the airlines. Toronto: Univ. of Toronto Press, 1965. Pp, 350. 
$5.75. 


TITLES OF NEW BOOKS 661 


Fevp, S. D. Edinyi energeticheskii balans narodnogo choziaistva (problemy optimizacii). 
(Over-all balance of energy in national economy—problems of optimization. Moscow: 
Ekonomika, 1964. Pp. 311. 

FiscHriER, G. Energiewirtschaft in Israel. (With English summary.) Basel: Kyklos-Verlag; 
Tübingen: J.C.B. Mohr (Paul Siebeck), 1965. Pp. vi, 110. Dm 17.80. 

Fucus, V. R. The growing importance of the service industries. NBER occas. paper 96. 
New York: Nat. Bur, Econ. Research; Columbia Univ. Press, distrib., 1965. Pp. 30. 
GRUNEWALD, D. AND Bass, H. L. Public policy and the modern corporation—selected read- 

ings. New York: Appleton-Century-Crofts, 1966. Pp. ix, 380. Paper, $3.95. 

HAEFELE, E. T. AND STEINBERG, E. B. Government controls on transport—an African case, 
Washington: Brookings Inst, 1965. Pp. x, 102. 

Harpy, G. Monopoly and the individual, Carnegie, Australia: Reform Pub. Co., 1964. 
Pp. iv, 203. 25s.; paper, 9s. ód. 

Hawrey, E. W. The New Deal and the problem of monopoly-—a study in economic ambi- 
valence, Princeton: Princeton Univ. Press, 1966. Pp. xv, 525. $10. 

HUNTER, A. Competition and the law. Univ. of Glasgow soc. and econ. stud., n. s. no. 7. 
London: Allen & Unwin, 1966. Pp. 238. 45s. 

Krarr, S. Die ókonomische Bedeutung der Qualitat von Verkehrsleistungen. Berlin: 
Duncker & Humblot, 1965. Pp. 350. DM 44. 

MacAvoy, P. W. The economic effects of regulation—the trunk line railroad cartels and 
the Interstate Commerce Commission before 1900. Cambridge: M.I/T. Press, 1965. Pp. 
ix, 275. $10. 

Posrwixov, W. I. anb Razomov, L M. Atommaja energia v narodnom choziaistve 
(Ekonomika i primeneniia). (Atomic energy in national economy—economics and 
utilization.) Moscow: Economika, 1964, Pp. 175. 

RaPHAEL, J. S. Governmental regulation of business. New York: Free Press; London: 
Collier-Macmillan, 1966. Pp. x, 260. $6.95. 

Rojas, J. L. F. Tarifas, entradas y gastos de la Empresa de Ferrocarriles del Estado de 
Chile. Inst. Econ. pub. no. 76. Santiago: Inst. Econ., Univ. Chile, 1965. Pp. vii, 102. 
ScHNEIDER, E.-D. Absatzpolitik pharrmazeutischer Industrieunternehmungen. Grundfragen 
des Absatzes von Arzneispezialitaten auf den Inlandsmarkt. Berlin and New York: 

Springer, 1965. Pp. xvi, 169. DM 39. 

Srrrz, T. Preisführerschaft im Oligopol Cologne: Heymanns, 1965. DM 28. 

SHERMAN, A. Price control by any other name. Stud. no. 7. London: Aims of Industry, 
[1965]. Pp. 15. 2s. 6d. 

TEEgLINO-SMiTH, G., ed. Science, industry and the state. Office of Health Economics Sym- 
posium held at Royal Society of Health, Buckingham Palace Road, London. Oxford, 
Eng., and New York: Pergamon Press, 1965. Pp. xv, 100. $3.50. 

Bulletin 1966-67. Washington: Patent, Trademark, and Copyright Research Inst., George 
Washington Univ., s.d. Pp. 93. 

The Battle Act report, 1965. Mutual Defense Assistance Control Act of 1951. 18th report 
to Congress. Dept. of State pub. 8019. Washington: Supt. Docs, 1966, Pp. 124. 40c. 
The enterprise and factors affecting its operation, Geneva: Internat. Lab. Off., 1965. Pp. 

x, 193. $2.50. 


Identical bidding in public procurement. Fourth report of the Attorney General under 
Executive Order 10936. Washington: Supt. Docs, 1965. Pp. 237. 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


BosrRUP, E. The conditions of agricultural growth—the economics of agrarian change 
under population pressure. Chicago: Aldine, 1966. Pp. 124. $5. 


662 THE AMERICAN ECONOMIC REVIEW 


BRAMLEY, M. Farming and food supplies—the case for expansion of British agriculture. 
London: Allen & Unwin, 1965. Pp. 131. 20s. 

BunckHaxpr, K. U. anp Esconar, R. L. Agricultura y tributacion—dos ensayos. Inst. 
Econ. pub. no. 75. Santiago: Inst. Econ, Univ. Chile, 1965. Pp. xiv, 188. 

CHRISTY, F. T., Jz. AND Scorr, A. The common wealth in ocean fisheries—some problems 
of growth and economic allocation. Baltimore: Johns Hopkins Press, for Resources for 
the Future, 1965. Pp. xiii, 281. $6. 

COURTENAY, P. P. Plantation agriculture. New York: Praeger, 1965. Pp. viii, 208. $6. 

Frrepner, H. Die Bodenrechtsreform in Kenya-—Studie über die Änderung der Boden- 
rechtsverhaltnisse im Zuge der Agrarreform unter besonderer Berücksichtigung des 
Kikuyu-Stammesgebietes. Afrika-Stud. no. 7. New York and Berlin: Springer-Verlag, 
1965, Pp. xiv, 114, DM 18. 

Gricc, D. B. The agricultural revolution in South Lincolnshire, Cambridge: Cambridge 
Univ. Press, 1966. Pp. 218. 

Hammer, M. Probleme der sizilianischen Agrarstruktur. Basel: Kyklos-Verlag; Tübingen: 
J.C.B. Mohr (Paul Siebeck), 1965. Pp. vii, 63. DM 6. 

Jacou, H. Les transports ferroviaires dans l'Europe orientale et danubienne. Cahiers de 
LIS EA. no. 161, ser. G., no. 21. Paris: Inst, Sci. Econ. Appliquée, 1965, Pp. 174. 
Jam, S. C. Agricultural development of African nations. Vol. 1. Bombay: Vora, 1965. 

Pp. vii, 256. $6. 

Jtrcensen, H. Produktivititsorientierte Regionalpolitik als Wachstumsstrategie Ham- 
burgs. Gutachten erstattet der Behörde für Wirtschaft und Verkehr d. Freien und 
Hansestadt Hamburg. Gottingen: Vandenhoeck & Ruprecht, 1965. Pp. 220. DM 35. 

Komar, D. Land and caste in South India—agricultural labour in the Madras Presidency 
during the nineteenth century. New Vork: Cambridge Univ. Press, 1965. Pp. xii, 211. 
$8.50. 

Lrow, C. E. Leyes de reforma agraria en America Central Bogotá: Inst. Interamericano 
de Ciencias Agric. de la OEA, Centro Interamericano de Reforma Agraria, 1965. Pp. 65. 

LOEWENSTEIN, L. K. The location of residences and work places in urban areas. New 
York: Scarecrow Press, 1966. Pp. 331. $7.50. 

Lovejoy, W. F. anb Homan, P. T. Methods of estimating reserves of crude oil, natural 
gas, and natural gas liquids. Baltimore: Resources for the Future; Johns Hopkins Press, 
distrib., 1965. Pp. xvi, 163. Paper, $3. 

Marcouis, J. ed. The public economy of urban communities. Papers presented at the 
second Conference on Urban Public Expenditures, February, 1964. . . Washington: 
Resources for the Future; Johns Hopkins, distrib., 1965, Pp. xvii, 264. Paper, $5. 

McCarry, H. H. anD LriwpBERG, J. B. A preface to economic geography. Englewood 
Cliffs, N.J.: Prentice-Hall, 1966. Pp. x, 261. Paper, $3.95. 

Moomaw, I. W. The challenge of hunger—a program for more effective foreign aid. New 
York and London: Praeger, 1966, Pp. viii, 222. $5.95. 

Morcan, R. J. Governing soil conservation: thirty years of the new decentralization. 
Baltimore: Johns Hopkins Press, for Resources for the Future, [1966]. Pp. xiv, 399. $8. 

NANAVATI, M. B. AND ÁNJARIA, J. J. The Indian rural problem. 6th rev. ed. Bombay: 
Indian Soc. Agric. Econ., 1963. Pp. x, 595. $5. 

O'Connor, A. M. Railways and development in Uganda: a study in economic geography. 
East African stud., 15. Nairobi: Oxford Univ. Press, for East African Inst. of Soc. 
Research, 1965. Pp. 176. 

PATVARDHAN, V. S. British agricultural marketing—a study in government policy. New 
York: Asia Pub. House; Taplinger, distrib, 1966. Pp. xi, 158. $7.50, 

PrescorT, J. R. V. The geography of frontiers and boundaries Chicago: Aldine, 1965, Pp. 
190. $5. 


TITLES OF NEW BOOKS 663 


Prost, M. A. La Hiérarchie des villes en fonction de leurs activités de commerce et de 
service. Paris: Gauthier-Villar, 1965. Pp. 335. F 68. 

RICHARDSON, S. D. Forestry in Communist China. Baltimore: Johns Hopkins Press, 1966. 
Pp. xvi, 237. $6.95. 


Rox, FL Tea price stabilisation—the Indian case. Calcutta: World Press, 1965. Pp. viii, 
204. Rs 15. 


Super, S. G. The Kuwait urbanization—documentation, analysis, critique. Kuwait: Ku- 
wait Govt. Printing Press, 1964. Pp. lxxii, 643. $25. 

SEHOVER, J. L. Cornbelt rebellion—the Farmers’ Holiday Association. Urbana: Univ. of 
Ilinois Press, 1965. Pp. vi, 239. $5.95. 

SHUKLA, T. Capital formation in Indian agriculture. Bombay: Vora, 1965. Pp. xiv, 261. $6. 

SrAMER, H. AND WorLrrRAM. R. Die Nachfrage nach Agrarprodukten. Elastizitaten und 
Entwicklungstendenzen. Hamburg: Parey, 1965. Pp. 140. DM 22. 

TREcEAR, T. R. A geography of China. Chicago: Aldine, 1965. Pp. xvii, 342. $7.95. 

Toma, E. H. Twenty-six centuries of agrarian reform—a comparative analysis. Berkeley: 
Univ. of California Press, 1965. Pp. xi, 309. $6.95. 

VENEATARAMANAN, L. S. The theory of futures trading—hedging, speculation and storage 
in organised commodity markets. New York: Asia Pub. House; Taplinger, distrib., 
1965. Pp. xi, 115. $7. 


Weper, M. The city. Transl. and ed. by D. Martindale and G. Neuwirth. New York: Free 
Press; London: Collier-Macmillan, 1966. Pp. 242. Paper, $2.45. 


WirxiNSON, T. O. The urbanization of Japanese labor, 1868-1955. Amherst: Univ. of 
Massachusetts Press, 1965. Pp. xiii, 243. $6. 


Annual report for the year ending September 30, 1965. Washington: Resources for the 
Future, 1965. Pp. 116. 


Economic development of agriculture—the modernization of farming. Ames: Iowa State 
Univ. Press, 1965. Pp. viii, 314. $4.95. 


Market towns and spatial development in India. New Delhi: Nat. Council Applied Econ. 
Research, 1965. Pp. xi, 162. $5. 


1964 farm economy analysis report—from the results of 62 self-accounting farm records, 
in the Kinki District. Kyoto, Japan: Farm Accounting Inst., Faculty of Agric., Kyoto 
Univ., 1965. Pp. 49. 

1964 farm economy analysis report—from the results of 225 simplified farm records, in 
the Kinki District. Kyoto, Japan: Farm Accounting Inst., Faculty of Agric., Kyoto 
Univ., 1965. Pp. 29. 

Oxford economic atlas of the world. 3rd ed. New York: Oxford Univ. Press, 1965. Pp. viii, 
286. $15. 


Primer seminario nacional sobre reforma agraria para curas parrocos, Bogotá, Colombia 
19-24 Octubre 1964. Bogotá: Inst. Interamericano de Ciencias Agric. de la OEA, Centro 
Interamericano de Reforma Agraria, 1964. Pp. 75. 

World housing conditions and estimated housing requirements. U.N. Dept. of Econ. and 
Soc. Affairs, sales no. 65. IV. 8. New York: Sales Sec., U.N., 1965. Pp. 58. 


Labor Economics 
Berc, W. A. Modernization and African labor—a Tunisian case study. New York: 
Praeger, 1965. Pp. xv, 259. $12.50. 


Berc, H. Ökonomische Grundlagen der Bildungsplanung. Berlin: Duncker & Humblot, 
1965. Pp. 170. DM 24.80. 


BoagMAN, P. M. Facts and fancies about automation. New York: Nat. Assn. of Manu- 
facturers, s.d. 50c. 


664 THE AMERICAN ECONOMIC REVIEW 


Cuenec, C. Y. Scientific and engineering manpower in Communist China, 1949-1963, Nat. 
Sci. Foundation, 65-14. Washington: Supt. Docs, 1965. Pp. xx, 588. Paper, $2. 

CHRISTENSON, C. L. anb Myren, R. A. Wage policy under the Walsh-Healey Public 
Contracts Act—a critical review, Indiana Univ. soc. sci. ser. no. 24. Bloomington and 
London: Indiana Univ. Press, 1966. Pp. xiii, 239. 

Core, G. D. H. ann Fuson, A. W. British working class movements—select documents 
1789-1875. New York: St. Martin's Press; London: Macmillan, 1965, Pp. xxii, 629. 
Paper, $5. 

First published in 1951. 

DuwLoP, J. T., ed. The theory of wage determination— proceedings of a conference held 
by the International Economic Association. New York: St. Martin's Press; London: 
Macmillan, 1964, Pp. xv, 437. $8. 

First published in 1957. Reviewed in the March 1958 Review by G. H. Hildebrand. 

FrEewING, R. W. The labor arbitration process. Urbana: Univ. of Illinois Press, 1965. Pp. 
233. $5. 

Gaver, D. R. Women in the working force in India, London: Asia Pub. House; New 
York: Taplinger, distrib., 1965. Pp. 33. $1.75. 

Games, J. S. The decline of the IW.W. New York: Russell & Russell, 1966. [© 1932]. 
Pp. 268. 

Gorrz-Gimey, R. Le mouvement des grèves en France, Paris: Ed. Sirey, 1965, Pp. 220. 
F 30. 

Hays, P. R Labor arbitration—a dissenting view. New Haven: Yale Univ. Press, 1966. 
Pp. vii, 125. $4.50. 

Henperson, J. P. Labor market institutions and wages in the lodging industry. East 
Lansing: Div. of Research, Bur. of Bus. and Econ. Research, Grad. School of Bus. 
Admin., Michigan State Univ., 1965. Pp. xv, 227. $6.50. 

Koraya, J. Workers councils—the Yugoslav experience. New York: Praeger, 1965. Pp. 
xii, 84. $4.50. 

Lancer, H. C., Jr. The fight for work. New York: Pageant Press, 1965. Pp. xi, 121. $3. 

Lesrer, R. A. Manpower planning in a free society. Princeton: Princeton Univ, Press, 
1966, Pp. xiv, 227. $5. 

MansH, A. Industrial relations in engineering. New York: Pergamon Press, 1065. Pp. 
xxii, 362. Paper, $5. 

McKean, E. C. The taxable wage base in unemployment insurance financing. Kalamazoo: 
Upjohn Inst. for Employment Research, 1965, Pp. ix, 96. Single copies free. 

Morton, J. E. Analytical potential of the current population survey for manpower and 
employment research. Kalamazoo: Upjohn Inst. for Employment Research, 1965. Pp. 
71. Single copies free. 

Murray, M. G. Proposed federal unemployment insurance amendments. Kalamazoo: Up- 
john Inst. for Employment Research, 1966. Pp. v, 49. Single copies free. 

PerLrs Brown, E. H. The growth of British industrial relations—a study from the stand- | 
point of 1906-14. New York: St. Martin’s Press; London: Macmillan, 1965. Pp. xxxvii, 
414. Paper, $4. 

RawDLiE, C. W. anp Worrman, M. S., Jr. Collective bargaining— principles and practices. 
2nd ed. Boston: Houghton Mifflin, 1966. Pp. x, 564. $8.75. 

Ravsacx, J. G. A history of American labor—expanded and updated. New York: Free 
Press; London: Collier-Macmillan, 1966. Pp. x, 491, Paper, $3.50. 

RovrzE, G. Occupation and pay in Great Britain, 1906-60. Nat. Inst. Econ. and Soc. 
Research, econ. and soc. stud. no. 24. New York and Cambridge: Cambridge Univ. 
Press, 1965. Pp. xi, 182. $6.50. 

Suma, M. R. ed. The economics of manpower planning. Bombay: Asian Stud. Press, for 
Indian Inst. of Asian Stud., 1965. Pp. xv, 194. $4. 

Seven essays by M. Debeauvais, F. Paukert, J. Vaizey, R. G. Hollister, J. Timar, 

A. Hovne, and S. Okita, 


TITLES OF NEW BOOKS 665 


TouRAINE, A. wiTH DunmAND, C. Pecaut, D. AND Wiener, A. Workers’ attitudes to 
technical change—an integrated survey of research. Paris: OECD; New York: McGraw- 
Hil, distrib., 1965. Pp. 177. $6.50. 

VAN DER Horst, S. T. African workers in town—a study of labour in Cape Town. New 
York, Cape Town, and London: Oxford Univ. Press, 1964. Pp. ix, 140. $4.80. 

Witney, F. Labor policy and practices in Spain—a study of employer-employee relations 
under the Franco regime. New York: Praeger, 1965. Pp. xii, 103. $12.50. 

Impact of federal research and development policies on scientific and technical manpower. 
Hearings before the Senate Committee on Labor and Public Welfare, Subcommittee on 
Employment and Manpower, 89th Cong., 1st sess, June 2-10 and July 22, 1965. 
Washington: Supt. Docs, 1965. Pp. 954. 

Labour faces the new age—purposes, structure and work of the I.L.O.: a workers’ edu- 
cation manual. Washington and Geneva: Internat. Lab. Off., 1965. Pp. v, 227. 75c. 
Ocupacion y desocupacion— Gran Santiago, Septiembre de 1965. Inst. Econ. pub. no. 77. 

Santiago: Inst. Econ. Univ. Chile, 1965. Pp. ix, 35. 

Recursos humanos de la Administración Püblica Chilena. Informe complementario: clasifi- 
cación ocupacional. Pub. no. 24. Santiago: Inst. de Administración, 1965. Pp. ix, 79. 
The requirements of automated jobs. North American Joint Conference, Washington, 

D.C., 8th-10th December 1964. Paris: OECD, 1965. Pp. 451. $5.50. 

A twenty-year review. Kalamazoo: Upjohn Inst. for Employment Research, 1965. Pp. 

vii, 30, 


Population; Welfare Programs; Consumer Economics 


ALTMEYER, A. J. The formative years of social security. Madison and London: Univ. of 
Wisconsin Press, 1966. Pp. xi, 314. $6.50. 

ANKERL, G. L’epanouissement de l'homme dans les perspectives de la politique economique. 
Paris: Sirey; Cologne: Westdeutscher Verlag, 1965. Pp. xxvii, 238. 

CARLTON, F. T. Economic influences upon educational progress in the United States, 1820- 
1850. Classics in educ. no. 27. New York: Teachers College Press, Columbia Univ., 
1965. Pp. xvii, 165. $3.75; paper, $1.95. 

CLARKE, J. I. Population geography. Oxford and New York: Pergamon Press, 1965. Pp. 
x, 164. Paper, $4.50. 

FamvrTI-RuporPH, A. M. L'Immigration italienne dans le Sud-Est de la France. 2 vols. 
Gap: Ed. Ophrys, 1964. Pp. 402; 227. F 65. 

FocEL, W. Education and income of Mexican-Americans in the Southwest. Advance rept. 
1. Los Angeles: Mexican-American Stud. Project, Grad. School of Bus. Admin., Univ. 
of California, 1965. Pp. ix, 30. Paper, $1. 

FRIEDLANDER, S. L. Labor migration and economic growth—a case study of Puerto Rico. 
Cambridge: M.I.T. Press, 1965. Pp. ix, 181. $6. 

GREBLER, L. with contributions by Newman, P. M. ann Wyse, R. Mexican immigration 
to the United States. Mexican-American study project advance rept. 2. Los Angeles: 
Div. of Research, Grad. School of Bus. Admin., Univ. of California, 1965. Var. pp. 
Paper, $3. 

LEVITAN, S. A. Programs in aid of the poor. Kalamazoo: Upjohn Inst. for Employment 
Research, 1965. Pp. vii, 59. 25c. 

Mever-DoHm, P. Sozialókonomische Aspekte der Konsumfreiheit. Untersuchungen zur 
Stellung des Konsumenten in der Marktwirtschaftlichen Ordnung. Freiburg im Breisgau: 
Rombach, 1965. Pp. 419. DM 29. 

RorHERMUND, I. Die politische und wirtschaftliche Rolle der asiatischen Minderheit in 
Ostafrika (Kenya, Tanganyika/Sansibar, Uganda). Afrika-Stud. no. 6. New Vork and 
Berlin: Springer-Verlag, 1965. Pp. 75. DM. 11.20. 

RoucEx, J. S., ed. Programmed teaching: a symposium on automation in education. New 
York: Philos. Lib., 1965. Pp. vii, 194. $10. 


666 THE AMERICAN ECONOMIC REVIEW 


SrwoN, K. A. AND FurrAM, M. G. Projections of educational statistics to 1974-75 (1965 
edition). Dept. of Health, Educ., and Welfare, Off. of Educ., circ. 790, Washington: 
Supt. Docs, 1965. Pp. v, 68. 45c. 

STASSART, J. Les avantages et les inconvénients économiques d'une population stationnaire., 
Liège: Faculté de Droit; The Hague: Martinus Nijhoff, 1965. Pp. 256. Bfr. 250. 

TURNBULL, J. G. wirg Comen, M. S. AND PEePPLE, M. The changing faces of economic 
insecurity. Minneapolis: Univ. of Minnesota Press, 1966. Pp. ix, 157. $5. 

Weissrop, B. A., ed. The economics of poverty—an American paradox. Englewood Cliffs, 
N.J.: Prentice-Hall, 1965. Pp. x, 180. $4.95; paper, $1.95. 

Wricut, P. Earned degrees conferred 1962-1693—bachelors and higher degrees. Dept. of 
Health, Educ., and Welfare, circ. no. 777. Washington: Supt. Docs., 1965, Pp. viii, 280. 
$1.75. 

Changes in mortality trends: England and Wales 1931-1961. A study of trends in the 
death rates in England and Wales analyzed by sex, age, and cause of death as part of 
a survey of trends in the United States and other countries. Pub. Health Svce. pub. no. 
1000, ser. 3, no. 3. Washington: Supt. Docs., 1965. Pp. 49. 40c. 

Demanda de bienes durables, Gran Santiago—junio 1964. Inst. Econ. pub. no. 79. Santiago: 
Inst. Econ. Univ. Chile, 1965. Var. pp. ' 


Disability days, United States, July 1963-June 1964. Nat. Center for Health Stat, ser. 
10, no. 24. Washington: Supt. Docs., 1965, Pp. 53, Paper, 40c. 

Divorce statistics analysis— United States, 1962. Nat. Center for Health Stat., ser. 21, no. 
7. Washington: Supt. Docs, 1965. Pp. 56. Paper, 40c. 

Economic policies and practices Paper no. 7, European social security systems. A com- 
parative analysis of programs in England, Sweden and the Common Market countries, 
together with a description of the U.S. system. Materials prepared for the Joint Eco- 
nomic Committee, 89th Cong., Ist sess. Washington: Supt. Docs, 1965. Pp. 129. 

Health insurance and related provisions of Public Law 89-97, the Social Security amend- 
ments of 1965. Senate Special Committee on Aging, 89th Cong., 1st sess, Committee 
print. Washington: Supt. Docs, 1965. Pp. 68. 

Report of the Ásian Population Conference and selected papers, New Delhi, India, Decem- 
ber 10-20, 1963. New York: Sales Sec., U.N. 1964. Pp. 207. 

Report of the Commission on the Cost of Medical Care. Vol. 1. Chicago: American Medi- 
cal Assn., 1964. Pp. 182. Single copies free. 


Statistical summary of state school systems, 1963-64. Dept. of Health, Educ., and Welfare, 
Office of Educ., circ. no. 789. Washington: Supt. Docs, 1965. Pp. 25. 20c. 


Related Disciplines 


Apter, S. The uncertain giant: 1921-1941—American foreign policy between the wars. 
New York: Macmillan; London: Collier-Macmillan, 1966, Pp. xi, 340, $6.95. 

AUBERT, V. The hidden society. Totowa, N.J.: Bedminster Press, 1965. Pp. 351. $7.50. 

BrATON, L. Must the bomb spread? Baltimore Md. and Middlesex, Eng.: Penguin Books, 
1966. Pp. 147. Paper, 95c. 

Benton, W. wirH Srtvert, K. The voice of Latin America. Rev. ed. New York: Harper 
& Row, 1965. Pp. xx, 202, Paper, $1.60. 

Borner, V. D. Labor politics in a democratic republic—moderation, division, and dis- 
ruption in the Presidential Election of 1928. Washington: Spartan Books; London: 
Cleaver-Hume Press, 1964. Pp. xiii, 376. $6.95. 

Brann, W. Impressions of Haiti. Inst. of Soc. Stud., ser. minor vol, 8. The Hague: Mouton, 
1965. Pp. 77. Paper, f 8. 

Buck, P., ed. Social sciences at Harvard 1860-1920— from inculcation to the open mind. 
Cambridge: Harvard Univ. Press, 1965. Pp. xiv, 320. $6.95. 

Contributions by R. L. Church, D. B. Potts, C. F. Baird, S. M. Stern, and A. G. Powell. 


TITLES OF NEW BOOKS 667 


DavixsoN, D. Commercial information—a source handbook. New York: Pergamon Press, 
1965. Pp. vii, 164. $3.95. 

FaEMONT-SwITE, M. R. Foundations and government—state and federal jaw and super- 
vision. New York: Russel Sage Foundation, 1965. Pp. 564. $8.50. 

Hanser, C. J. Guide to decision: the Royal Commission. Totowa, N.J.: Bedminster Press, 
1965. Pp, xiii, 274. $6.50. 

Hersxowrrz, H. AND MARLIN, B. A guide to reading in American history: the unit ap- 
proach. New York: New Am. Library, Signet Book, 1966. Pp. 236. Paper, 60c. 

Hunt, E. F. Social science: an introduction to the study of society. 3rd ed. New York: 
Macmillan; London: Collier-Macmillan, 1966. Pp. xvii, 876. $8.96. 

Kerstiens, T. The new elite in Asia and Africa—a comparative study of Indonesia and 
Ghana. New York: Praeger, 1966. Pp. vi, 281. $12.50. 

Kürs, B. Theorie der Drohung. Cologne: Kohlhammer, 1965. Pp. 106. DM 12.60. 

LunaELL, S. The future of American politics. 3rd ed. rev. New York: Harper & Row, 1965. 
Pp. xiii, 270. Paper, $1.75. 

MATALON, B. L'Analyse hiérarchique. Paris: Gauthier-Villars, s.d. Pp. 150. F 25. 

MazrrsH, B., ed. The railroad and the space program—an exploration in historical 
analogy. Cambridge: M.LT. Press, 1965. Pp. xix, 223. $7.50. 

NxzDLER, M. C. Understanding foreign policy New York: Holt, Rinehart and Winston, 
1966. Pp. viii, 280. $4.95. 

Ranney, A. The governing of men. Rev. ed. New York: Holt, Rinehart and Winston, 
1966. Pp. x, 678. $8.95. 

Ross, A. The United Nations: peace and progress: Totowa, N.J.: Bedminster Press, 1966. 
Pp. xi, 443. $8. 
RurLAND, R. A. The ordeal of the Constitution—the Antifederalists and the ratification 
struggle of 1787-1788. Norman: Univ. of Oklahoma Press, 1966. Pp. xiii, 329. $6.95. 
Sampson, A. Anatomy of Britain today. New York: Harper & Row, 1965, Pp. xiv, 720, 
Paper, $2.95. l 

Simon, H. A. Administrative behavior—a study of decision-making process in administra- 
tive organization. 2nd ed. New York: Free Press; London: Collier-Macmillan, 1965. 
Pp. xlviii, 259. Paper, $2.45. 

Ston, R., ed. Perspectives in public relations. Norman: Univ. of Oklahoma Press, 1966. 
Pp. xi, 353, $6.95. 

SINGLETON, F. B. Background to Eastern Europe. New York: Pergamon Press, 1965. Pp. 
vii, 226. Paper, $3.75. 

Snow, P. G. Argentine radicalism—the history and doctrine of the Radical Civil Union. 
Iowa City: Univ. of Iowa Press, 1965. Pp. ix, 137. $3.75; paper, $2.75. 

TAVENEAUX, R. Jansénisme et politique. Paris: Lib. A. Colin, 1965. Pp. 258. Paper, F 11.50, 

VEgBLEN, T. with intro. by Dorrscan, T. Imperia] Germany and the Industrial Revolution. 
Ann Arbor: Univ. of Michigan Press, 1966. Pp. xxi, 341. Paper, $2.25. 

Wane, Y. C. Chinese intellectuals and the West, 1872-1949. Chapel Hill: Univ. of North 
Carolina Press, 1966. Pp. xiv, 557. $10. 

WHALEN, R. J. The founding father—the story of Joseph P. Kennedy. New York: New 
Am. Library, Signet Book, 1966. Pp. xii, 532. Paper, 95c. 

Printed catalog of current journals, January 1966. [Cambridge]: Baker Library, Grad. 
School of Bus. Admin, Harvard Univ., 1966. p. 64. $5. 

Social Science Research Council annual report 1964-1965. New York: [Soc. Sci. Research 
Coun., 1965]. Pp. 93. 

Subject list of current journals, January 1966. [Cambridge]: Baker Library, Grad. School 
of Bus. Admin, Harvard Univ., 1966. Pp. 72. $5. 


NOTES 


The Nominating Committee of the Association announces the following list of candi- 
dates for office: 


President Elect: 
Kenneth E. Boulding, University of Michigan 
Vice-Presidents: 
Wiliam J. Baumol, Princeton University 
Gerhard Colm, National Planning Association 


John T. Dunlop, Harvard University 
Robert Triffin, Yale University 


Executive Committee: 


Kenneth J. Arrow, Stanford University 

Richard A. Easterlin, University of Pennsylvania 

Franco Modigliani, Massachusetts Institute of Technology 
Joseph A. Pechman, The Brookings Institution 


Ralph L. Andreano, University of Wisconsin, was named as the Association’s repre- 
sentative to the ACLS. Albert Rees, University of Chicago, was named as a representative 
of the Association on the Board of Directors of the Social Science Research Council. 

The membership of the Nominating Committee was:. Marvin Frankel (University of 
Illinois); Kermit Gordon (The Brookings Institution); Bernard F. Haley (University 
of California, Santa Cruz), chairman; Juanita M. Kreps (Duke University); Stanley 
Lebergott (Wesleyan University); and David W. Slater (Queen’s University). 


VISITING SCIENTIST PROGRAM IN ECONOMICS 


The American Economic Association has received a grant of $5,750 from the National 
Sclence Foundation to establish a “Visiting Scientist Program in Economics.” The purpose 
of this program, which parallels those previously established in mathematics and the 
physical sciences, is to stimulate improved teaching and interest in modern economics 
at colleges and universities whose major focus is at the undergraduate level, 

'The NSF grant provides financing for visits to such campuses by distinguished econo- 
mists, who normally will spend a day or a day and a half on such a visit. The program 
for each visit is planned jointly between the visitor and the host institution; customarily 
it includes a talk to undergraduate major students, perhaps an informal seminar with 
faculty and students, discussion of current course and research interests of the host 
faculty, and other activities as may be desirable. While the ultimate concern is to en- 
courage greater interest in, and better teaching of, economics at the undergraduate level, 
visitors talks may be on research, current developments in economics, policy issues, or 
other topics that may seem appropriate to the needs of the particular institution. 

This program will be under the general direction of the Association's Committee on 
Economic Education. Professor Phillip Saunders, department of economics, Carnegie In- 
stitute of Technology, will be administrator of the program, under the policies established 
by the Committee. Professor Saunders will have an informal roster of economists around 
the country who may be available for such visits, depending on their own schedules and 
the degree of common interest between them and the inviting institutions, Institutions 
are free to suggest visitors they would especially like to have, so long as these are within 
a radius of 100-200 miles of the campus, in order to minimize traveling costs. The host 
institution is expected to provide lodging and meals for the visitor when he is on the 
campus; other costs will be covered by the NSF grant. 
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The program is a small, experimental one for 1966-67, so it will be possible to accept 
only & limited number of requests during the coming year. If the program proves to be 
valuable, the Committee on Economic Education hopes to expand it in the following years. 

Any institution which wants further information on this program, or which wishes to 
submit & request for a "visiting scientist" during 1966-67, is invited to write directly to 
Professor Saunders at Carnegie Institute of Technology, Pittsburgh, Pennsylvania 15213. 


NATIONAL INSTITUTE OF SOCIAL AND BEHAVIORAL SCIENCE 


The National Ínstitute of Social and Behavioral Science, in collaboration with the 
Section on Social and Economic Sciences of the American Association for the Advance- 
ment of Science, will hold its regular sessions for contributed papers at the annual meeting 
of the AAAS in Washington, D.C., December 26-31, 1966. 

Association members interested in presenting a paper at these sessions are invited to 
forward titles and abstracts of some 300 words not Jater than September 1st to Donald 
P. Ray, Director, National Institute of Social and Behavioral Science, 863 Benjamin 
Franklin Station, Washington, D.C. 20044. 

Papers should be based upon the current research of the author. Subjects may relate 
to any aspect of national or international economics; multidisciplinary studies are also 
of interest. Selected materials of the sessions of the National Institute will be published 
in its Symposia Studies Series. The annual meeting of the AAAS is the largest professional 
meeting held, embracing all fields of science. The American Economic Association regu- 
larly holds symposia sessions at AAAS meetings as an affiliate member of the Section on 
Social and Economic Sciences. The contributed papers program of the National Institute 
is supplementary to these sessions, 


AER MANUSCRIPTS 


The following manuscripts, exclusive of comments and replies and in addition to those 
listed in the June 1965 and December 1965 issues, have been accepted for publication in 
subsequent issues of the American Economic Review: 


Robert Baldwin, “The Role of Capital-Goods Trade in the Theory of International 
Trade” 

J. O. Blackburn, “Progressive Taxes, Growth, and Proportional Revenue” 

J. S. Coleman, “The Possibility of a Social Welfare Function” 

E. D. Domar, “On Collective Farms and Producer Co-operatives” 

R. A. Easterlin, “Economic-Demographic Interactions and Long Swings in Economic 
Growth" 

H. G. Grubel and A. D. Scott, ^The Role of Foreigners in the Economic Profession" 

Edwin Kuh, “The Measurement of Potential Output” 


R. J. Larner, “Ownership and Control in the 200 Largest Nonfinancial Corporations, 
1929 and 1963” 

M, F. Long, “Foreign Graduate Students in Economics” 

M, C. Lovell and William Brainard, “Some Simple Propositions Concerning Cost-Push 
Inflation” 

Thomas Mayer, “The Propensity to Consume Permanent Income” 


Nobuo Minabe, “The Heckscher-Ohlin Theorem, the Leontief Paradox, and a Neoclas- 
sical Model of Economic Growth” 


P. A. Neher, “An Implication of the Labor-Surplus Assumption” 
R. R. Nelson, “Full-Employment Policy and Economic Growth” 
Tibor Scitovsky, “A New Approach to International Liquidity" 
Jaroslay Vanek, “A Theory of Growth with Technological Change” 
F. H. Weymar, “The Supply of Storage Revisited” 
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O. E. Williamson, “Peak-Load Pricing and Optimal Capacity under Indivisibility 
Constraints” 


Announcements 


The Development Digest, a quarterly journal prepared for the Agency of International 
Development by the National Planning Association, is now available to the public. The 
journal consists primarily of summaries and reprints of and excerpts from articles, books, 
monographs, and other materials dealing with social and economic development. 

Those interested in subscribing should write to Superintendent of Documents, Govern- 
ment Printing Office, Washington, D.C. 20402. U.S. subscription is $2.50 per year; foreign 
subscription, $3.00 per year; and single copies are available at $.65 each. 


Commencing with this issue of the AER, the Periodicals listings will appear in The 
Journal of Economic Abstracts. This Journal will be distributed to all members of the 
American Economic Association. 


Deaths 


Thomas. C. Adams, November 7, 1965. 


William H. Brown, Jr., associate professor of economics, Swarthmore College, Janu- 
ary 16, 1966. 


Stephen Cook, Detroit, Michigan. 
John L. Dillinger, January 14, 1966. 


H. LaRue Frain, emeritus professor of economics, Wharton School, University of 
Pennsylvania, October 4, 1965. 


Harry G. Friedman, New York, November 21, 1965. 


Branko Majstorovich, government statistician and economist, llinois Bureau of Em- 
ployment Security, March 9, 1966. 


Constatine E. McGuire, Washington, D.C., October 22, 1968. 


Herbert von Beckerath, emeritus professor, Duke University, in Washington, D.C., March 
11, 1966. 


Albert Conser Whitaker, professor emeritus of economics, Stanford University, October 
14, 1965. 


Retirements 


James W. Angell, professor of economics, Columbia University, June 1966. 
Ralph Conwell, professor emeritus, University of Wyoming, July 1966, 


Walter L. Foster, assistant professor, department of economics, The City University of 
New York, August 1966. 


W. A. Guinn, professor of insurance, College of Business Administration, University 
of Arkansas. 


Louis M. Hacker, professor of economics, Columbia University, terminal leave, June 
1966. 


William M. Hench, professor of economics, The Pennsylvania State University. 
Eastin Nelson, professor, department of economics, University of Texas, January, 1966. 


Visiting Foreign Scholars 
Jagdish Bhagwati, Delhi School of Economics, Delhi University: visiting professor of 
economics, Columbia University, 1966-67. 


Kurt Martin, University of Manchester: visiting professor of economics, Princeton 
University, academic year 1966-67. 
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Promotions 


Gerald O, Bierwag: associate professor of economics, University of Oregon. 

David Burger: associate professor, department of political science and economics, State 
University College, Oswego, New York. 

John F. Chant: associate professor of economics, Queen's University, Ontario, September 
1966. 

Edward L, Claiborn: associate professor of economics, U.S. Air Force Academy, 

Paul A. David: associate professor of economics, Stanford University, fall 1966. 

Donald J. Dewey: professor of economics, Columbia University. 

Alexander Erlich: professor of economics, Columbia University. 

Irwin Feller: assistant professor of economics, The Pennsylvania State University. 

Virginia Galbraith: professor of economics, Mount Holyoke College, July 1966. 

Francis W. Gathof: associate professor of economics and business, Beloit College. 

Bruce Glassburner: professor, department of economics, University of California, Davis, 
July 1966. 

Myron A. Grove: associate professor of economics, University of Oregon. 

Raymond W. Hooker: associate professor of economics, University of Wyoming. 

John J. Klein: professor, department of economics, Fordham University. 

Howard D. Marshall: professor of economics, Vassar College, July 1966. 

Thomas R. Masterson: professor of business administration, School of Business Admin- 
istration, Emory University. 

Ronald L McKinnon: associate professor of economics, Stanford University, fall 1966. 

Constantine Michalopoulos: assistant professor of economics, Trinity College. 

Sarah S. Montgomery: associate professor of economics, Mount Holyoke College, July 
1966, 
Harold J. Noah: associate professor of economics of education, Teachers College, Co- 
lumbia, University. 

Edward B. Opperrnann: associate professor of economics, U.S. Air Force Academy. 

Attiat F. Ott: associate professor, department of economics, Southern Methodist Uni- 
versity. i 

Robert Piron: assistant professor of economics, Oberlin College. 

Jan S. Prybyla: professor of economics, The Pennsylvania State University. 

Stephen E. Schoderbek: associate professor of economics, U.S. Air Force Academy. 

William O. Shropshire: associate professor, department of economics, Emory University. 

Barry N. Siegel: professor of economics, University of Oregon. 

David C. Smith: professor of economics, Queen’s University, Ontario, September 1966. 

Robert G. Taylor: permanent professor, U.S. Air Force Academy. 

Jaroslav Vanek: professor of economics, Cornell University. 

Roger C. Van Tassel: professor, department of economics, Clark University. 


Administrative Appointments 


Mario S. Brodersohn: director, Instituto Torcuato Di Tella, Centro de Investigaciones 
Económicas, Buenos Aires. 

Lester V. Chandler: chairman, department of economics, Princeton University. 

Barend A. de Vries: deputy-director, economics department, World Bank Group, Inter- 
national Bank for Reconstruction and Development, 

Melvin L. Greenhut: professor and head, department of economics, Texas A. and M. 
University, 
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James H. Hugon: associate director, 1966-67, director, 1967-68, International Business 
Studies Program, Italian Studies Center, Oregon State System of Higher Education, Uni- 
versity of Pavia, Italy. 

Andrew M. Kamarck; director, economics department, World Bank Group, Inter- 
national Bank for Reconstruction and Development. 

Harold H. Kastner, Jr., Florida State Department of Education: dean, Polk Junior 
College, Winter Haven, Florida. 


Charles A. Lininger: head, Michigan Sample Survey Project for socio-economic data in. 
Peru, with USAID and the Government of Peru, until June 1968. 


Thomas D. Mara: director of management programs, Emory University, fall 1965. ' 


Albert G. Matamoros: chief economist, Armstrong Cork Company, Lancaster, Pennsyl- 
vania, 


Herman L. Myers, Department of State, Mexico: chief, Regional Integration and Trade 
Division, Department of State, Washington. 

Robert Ortner: vice president, Bank of New York. 

Leonard S. Silk: vice chairman, Board of Editors, Business Week. 

William P. Snavely: head, department of economics, University of Connecticut, 

Harold K. Strom: director, Transport and Logistics Research Center, University of 
Oregon, January 1966. 

Robert E. Strotz: dean, College of Arts and Sciences, Northwestern University, Sep- 
tember 1966. 


Guy W. Trump, Emory University: educational director, Ámerican Institute of CPAs, 
New York, September 1965. 

Roger C. Van Tassel: acting chairman, department of economics, Clark University. 

C. Edward Weber, University of Pittsburgh: professor and dean, School of Business 
Administration, University of Wisconsin, fall 1966. 

Murray L. Weidenbaum: chairman, department of economics, Washington University. 

W. Tate Whitman: acting chairman, department of economics, School of Business Ad- 
ministration, Emory University, fall 1965. 


Appointments 

A. L. Keith Acheson: assistant professor of economics, Queen's University, Ontario, 
September 1966. 

Roger E. Alcaly: instructor in economics, Columbia University, fall 1967. 

William M. Bailey: instructor, The American University, Washington. 

Leo I. Bakony, Southern Methodist University: Economic Council of Canada, Ottawa, 
Ontario. 

Pranab K. Bardhan: assistant professor of economics, Massachusetts Institute of 
Technology. 

David Barkin: assistant professor of economics and education, Washington University. 

Ernest J. Bartell: assistant professor, department of economics, University of Notre 
Dame. 

Ralph Beals: associate professor of economics, Amherst College. 

Theodore C. Bergstrom: assistant professor, department of economics, Washington 
University. 

Stanley W. Black, III, Council of Economic Advisers: assistant professor of economics 
&nd Bicentennial Preceptor, Princeton University. 

Anthony J. Blackburn, Massachusetts Institute of Technology: Mathematica staff. 

David F. Bradford: assistant professor of economics, Princeton University. 
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David A. Bowers, Southern Methodist University: assistant professor, Western Reserve 
University, September 1965. 


William Branson: assistant professor of economics, Princeton University. 


Keith Brown, Southern Methodist University: assistant professor of economics and 
industrial management, Purdue University, September 1966. 


Philip Cagan, National Bureau of Economic Research: professor, department of eco- 
nomics, Columbia University, fall 1967. 


William F. Campbell, University of Virginia: assistant professor of economics, Louisiana 
State University, September 1966. 


Robert Carlsson, Rutgers University: assistant professor of economics, College of Busi- 
ness Administration, University of South Carolina, September 1966, 


James A. Chalmers: assistant professor of economics, Amherst College. 
Kang Chao, University of California, Berkeley: assistant professor, department of eco- 
nomics, University of Wisconsin. 


Nai-Ruenn Chen, University of California, Berkeley: assistant professor of economics, 
Cornell University. 


Alpha C. Chiang, University of Connecticut: visiting professor of economics, Cornell 
University. 
S. Y. Cho: associate professor of economics, Butler University, September 1966. 


Robert M. Coen, Brookings Institution: assistant professor of economics, Stanford Uni- 
versity, fall 1965, 


Tohn Conlisk, Rice University: assistant professor, department of economics, University 
of Wisconsin, fall 1966. 
William J. Craddock : research associate, department of economics, Iowa State University. 


Robert W. Crandall: assistant professor of economics, Massachusetts Institute of 
Technology. 


James R. Crotty, Carnegie Institute of Technology: assistant professor, department of 
economics, State University of New York, Buffalo. 


William I. Davisson: associate professor, department of economics, University of 
Notre Dame. 


Floyd R. Dill: assistant professor of economics, Cornell University. 


Dennis J. Dugan: assistant professor, department of economics, University of Notre 
Dame. 


A. Thomas Eapen, Federal Reserve Bank of New York: assistant professor of economics, 
State University of New York, Binghamton and Harpur College. 


P. Gail Ellis: assistant professor: The American University, Washington. 
Robert Evans: associate professor, department of economics, Brandeis University. 
Heywood Fleisig, Vale University: assistant professor of economics, Cornell University. 


Duncan K. Foley: assistant professor of economics, Massachusetts Institute of 
Technology. 


Hugh W. Folk: associate professor, department of economics, and associate professor, 
Institute of Labor and Industrial Relations, University of Minois, fall 1966. 


James A. Gentry, Jr.: assistant professor of business administration, School of Business 
Administration, Emory University, fall 1965. 


Moheb A. Ghali, University of Washington: assistant professor of economics, Rice Uni- 
versity, September 1966. 


Alan L. Ginsburg: assistant professor, department of economics, The City University 
of New York. 


Howard M. Gitelman, Brandeis University: associate professor, department of eco- 
nomics, College of William and Mary, fall 1966. 


Robert Gronau: instructor in economics, Columbia University, fall 1967. 
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Earl J. Hamilton, University of Chicago: distinguished professor of economic history, 
department of economics, State University of New York, Binghamton and Harpur College. 

Edward H. Hanis: assistant professor of economics, Bowdoin College. 

J. William Hanlon: assistant professor of economics, DePauw University. 

John R. Harris: assistant professor of economics, Massachusetts Institute of Technology. 

Paul T. Hartman: assistant professor, department of economics, University of Illinois, 
fall 1966. 

Paul Hayashi, Southern Methodist University: assistant professor, Arlington State 
University, September 1965. 

John D. Heinberg: assistant professor of economics and public affairs, Princeton 
University. 

A. James Heins: associate professor, department = economics, University of Illinois, 
fall 1966. 

Carl F. Hertz: visiting lecturer, department di economics, Iowa State University, 
March-May, 1966. 

Walter P. Hettich: assistant professor of economics, Queen’s University, Ontario, Sep- 
tember 1966. 

Paul Heyne: associate professor, department of economics, Southern Methodist Uni- 
versity, July 1966. 

Bert G. Hickman, Brookings Institution: professor of economics, Stanford University, 
fall 1966. 

Toussaint Hocevar, Keuka College: assistant professor of economics, Florida State 
University. 

Dorothy J. Hodges: assistant professor, department of economics, University of 
Wisconsin, 

Richard T. Holmes, University of British Columbia: associate professor, department 
of economics and commerce, Simon Fraser University, July 1966. 

John W. Hooper, Yale University: professor of economics, University of California, 
San Diego, July 1966. 

Melvin E. Horton, University of Washington: instructor in economics, Occidental 
College. 

Joseph C. Horvath, Department of the Interior, Dave senior economist, Midwest 
Research Institute, Kansss City, Missouri. 

Sheng-tieh Hsiao: visiting assistant professor of economics, University of Colorado, aca- 
demic year 1966-67. 

David S. Huang: associate professor, department of economics, Southern Methodist 
University, August 1965, 
5 William R. Hughes, Wesleyan University: associate professor of economics, Boston 

ollege. 

Warren S. Hunsberger: professor of economics, The American University, Washington. 

Shane J. Hunt, Yale: associate professor of economics and international affairs and 
associate director, Graduate Program, Woodrow Wilson School, Princeton University. 

Philip Jagolinzer: assistant professor of accounting, University of Maine, Portland. 

Estelle D. James, University of California, Berkeley: assistant professor of economics, 
Stanford University, fall 1965. 

David R. Kamerschen, Washington University: associate professor of economics, Uni- 
versity of Missouri, September 1966. 

K. William Kapp, Brooklyn College, The City PRIV of New York: University of 
Basel, Switzerland. 


David E. Kaun, University of Pittsburgh: associate professor of economics, University 
of California, Santa Cruz. 
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Harry H. Kelegian: assistant professor of economics, Princeton University. 
Mahmood H. Khan, State Agricultural University, Wageningen, Netherlands: assistant 

professor, department of economics and commerce, Simon Fraser University, April 1966. 
Chulsoon Khang: assistant professor of economics, University of Oregon. 


S. D. Khosla: assistant professor of economics, Queen’s vane) Ontario, September 
1966. 


Sungwoo Kim: assistant professor, department of economics, State University of New 
York, Buffalo. 


Glenn Kirby, Jr, Southern Methodist University: instructor, University of Omaha, 
September 1966. 


Alvin K. Klevorick: assistant professor of economics, Princeton University. 

Ramon Knauerhase: assistant professor of economics, University of Connecticut. 

Serge-Christophe Kolm, Harvard University: associate professor of economics, Stan- 
ford University, fall 1966, 


Walter Krause, University of Iowa: team leader, Survey Mission, Inter-American De- 
velopment Bank. 


Robert O. Krueger, Illinois Teachers College: assistant professor of business administra- 
tion, University of Pittsburgh, fall 1966, 


Mordecai Kurz, Hebrew University: visiting associate professor of economics, Stanford 
University, fall 1966, 


Kelvin Lancaster, Johns Hopkins University: professor, department of economics, Co- 
lumbia University, fall 1967. 


William M. Landes, Columbia University: assistant professor of economics, Stanford 
University, fall 1965. 


Anthony M. Lanyi: assistant professor of economics, Princeton University. 
Laurence Lau: acting assistant professor of economics, Stanford University, fall 1966. 


Roger C. Lawrence, Federal Reserve Bank of New York: instructor in economics, 
Columbia University, fall 1967. 


angen H. Leahy: assistant professor, department of economics, University of Notre 
ame, 

Louis Lefeber: professor of economics, Brandeis University, fall 1966. 

John B. Legler: assistant professor, department of economics, Washington University. 

Walter J. Lesiuk: data processing representative, Douglas Aircraft Company, Cape 
Kennedy, Florida. 

James M. Litvack, Massachusetts Institute of Technology: assistant professor of eco- 
nomics, Princeton University. 


C. A. Knox Lovell: assistant professor of economics, State University of New York, 
Binghamton and Harpur College. 


David Major: assistant professor, department of economics, The City University of 
New York. 


Michael McCracken, Southern Methodist University: Economic Council of Canada, 
Ottawa, Ontario, September 1965. 


William F. McFarland: assistant professor, department of economics, Texas A, and 
M. University. 


George W. McKenzie: assistant professor, department of economics, Washington 
University. 


John N. McKinney, California State College, Los Angeles: assistant professor depart- 
ment of economics and commerce, Simon Fraser University, summer 1966. 


Donald McLeod: assistant professor of economics, Temple University, February 1966. 
Joseph Mire: professor of research in economics, The American University, Washington. 
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John J. Moroney, Florida State University: associate professor of economics, Michigan 
State University, September 1966, 

M. Eugene Moyer: assistant professor, department of economics, University of Illinois, 
fall 1966. 

Thomas Muench, Office of Defense Analysis: assistant professor of economics, University 
of Minnesota, September 1966. 

Richard F. Muth: professor, department of economics, Washington University. 

Peter K. Newman: professor of political economy, Johns Hopkins University, July 1966. 

Donald A. Nichols: assistant professor, department of economics, University of Wis- 
consin, fall 1966. 

David H. Nissen, University of California: assistant professor of economics, Rice 
University, September 1966. 

Hugh S. Norton, University of Tennessee: professor of economics, College of Business 
Administration, University of South Carolina, September 1966. 

Kenji Okuda, Government of Nepal: associate professor, department of economics and 
commerce, Simon Fraser University, fall 1966. 

J. O. Parr, IO, Vanderbilt University: operations research consultant, Ernst & Ernst, 
Cleveland. 

Eric Pedersen, University of Stockholm: assistant professor of economics, Florida State 
University. 

Richard L. Peterson, University of Michigan: assistant professor, department of eco- 
nomics, Southern Methodist University, September 1966. 

James L. Pierce, Yale University: banking section, Division of Research and Statistics, 
Board of Governors of the Federal Reserve System. 

Michael J. Piore: assistant professor of economics, Massachusetts Institute of Technology. 

Jack Pounders: assistant professor, University of Southern California, September 1965. 

John P. Powelson: professor of economics, University of Colorado, September 1966. 

David Ramsey: assistant professor of economics, University of Missouri, September 1966. 

James B. Ramsey, University of Wisconsin: assistant professor of economics, Michigan 
State University, September 1966. 
William S. Rawson, Duke University: assistant professor of economics, College of Busi- 
ness Administration, University of South Carolina, September 1966. 

David H. Richardson: assistant professor, department of economics, University of 
Kansas, fall 1966. 

Alejandro Rofman: professor of social accounting, School of Economics, University of 
the Litoral, Argentina. 

Robert Rogow, Michigan State University: assistant professor, department of eco- 
nomics and commerce, Simon Fraser University, summer 1966. 

Mark L. Rose: Mathematica staff. 

James N. Rosse, University of Minnesota: assistant professor of economics, Stanford 
University, fall 1965. 

Beverly K. Schaffer: assistant professor of economics, School of Business Administration, 
Emory University, fall 1966. 

Lawrence H. Seltzer: visiting distinguished professor of economics, Swarthmore College, 
first semester, 1966-67. 

Stephen L. Shapiro: instructor, department of economics, Old Dominion College, fall 
1966. 

Mordechai Shechter: research associate, department of economics, Iowa State University. 

Miguel Sidranski: assistant professor of economics, Massachusetts Institute of Technology. 

Som Liem: assistant professor of economics, Amherst College. 

Wiliam F. Staats, Rice University: Federal Reserve Bank of Philadelphia. 
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Richard E. Stanley, Jacksonville University: associate professor of marketing, College 
of Business Administration, University of South Carolina, July 1966. 
James L. Stern: professor, department of economics, University of Wisconsin, 


Joseph E. Stiglitz: assistant professor of economics, Massachusetts Institute of Tech- 
nology. 


Koji Taira, International Labor Organization, Geneva: associate professor of economics, 
Stanford University, winter 1965-66. 


Samuel H. Talley: assistant professor of business and economics, University of Maine. 


Morris Teubal: assistant professor of economics, University of Minnesota, September 
1966. 


Adrian W. Throop: assistant professor of economics, Amherst College. 


Harry M. Trebing: professor of economics and director, Institute of Public Utilities, 
Michigan State University, July 1966. 


George M. von Furstenberg, Brookings Institution: assistant professor of economics, 
Cornell University. 


Roger W. Walker: visiting lecturer, department of economics, Iowa State University, 
March-May, 1966. 


A. Peter Walshe: assistant professor, department of economics, University of Notre 
Dame, 


Stanley L. Warner, Jr.: assistant professor of economics, University of California, Santa 
Cruz. 


R. L. Weissman: visiting professor of economics, Niagara University, New York. 


Finis Welch, University of Chicago: associate professor, department of economics, 
Southern Methodist University, September 1966. 


Terry Wilford: A.LD. program economist, Latin America, November 1965. 

James Willis: assistant professor, Arlington State University, September 1965. 

Alan R. Winger: assistant professor, department of economics, College of Business 
and Economics, University of Kentucky. 

Melvyn L. Woodward, Kent State University: associate professor of management, 
College of Business Administration, University of South Carolina, September 1966. 

Patrick Yeung: instructor, department of economics, University of Illinois, fall 1966. 

Arnold Zellner, University of Wisconsin: professor, department of economics, University 
of Chicago. 

Robert Zevin, University of California, Berkeley: instructor in economics, Columbia 
University, fall 1967. 


Leaves for Spectal Appointments 


Patrick M. Boarman, Bucknell University: visiting professor, Graduate Institute of 
International Studies, Geneva, Switzerland, 1965-66. 

Alfred Carlip, State University of New York, Binghamton and Harpur College: Ful- 
bright lecturer, National Taiwan University, 1966-67. 

Carl F. Christ, Johns Hopkins University: Keynes visiting professor of economics, Uni- 
versity of Essex, 1966-67. 

Arthur T. Dietz, Emory University: Institut pour l'éude des Methodes de Direction 
de lenterprise (IMEDE), University of Lausanne, Switzerland, academic year 1965-66. 

Douglas F. Dowd, Cornell University: Fulbright professor of economics, Johns Hopkins 
University Center for International Studies, Bologna, Italy. 

Edgar O. Edwards, Rice University: program specialist, Ford Foundation, Ministry 
of Economic Planning and Development, Government of Kenya, academic years 1966-68. 

John Hein, Federal Reserve Bank of New York: staff, Economic Research Institute, 
Dublin, Ireland, May-October 1966. 
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Harley Hinrichs, University of Maryland: visiting assistant professor, department of ~ 
economics, University of Wisconsin, first semester 1966-67. 

Joseph S. La Cascia, University of Omaha: visiting Fulbright lecturer, University of 
the Northeast, Argentina, July-November, 1966. 

John La Tourette, State University of New York, Binghamton and Hami College: 
Brookings Research Professorship, 1966-67. 

Darrell R. Lewis, Luther College: visiting assistant professor of economics, Louisiana 
State University, academic year 1966-67. 

Ta-Chung Liu, Cornell University: Ziskind visiting professor of economics, Brandeis 
University. 

Michael McCarthy, Brookings Institution: visiting associate professor, department 
of economics, Southern Methodist University, spring 1966. 

Howard W. Nicholson, Clark University: program director for economics, National 
Science Foundation, Washington. 

Eli Schwartz, Lehigh University: visiting lecturer, London School of Economics, fall 
term, 1966. 

Wiliam O. Thweatt, Vanderbilt University: visiting professor of economics, Institute 
of Economic Research, Sáo Paulo University, Brazil, February 1966-August 1967. 


Melvin I. White, Brooklyn College: Assistant Deputy Treasurer of the United States, 

Washington. 
Resignations 

Takeshi Amemiya, Stanford University. 

Jon Cunnyngham, Columbia University. 

A. Deutsch, Queen’s University, Ontario. 

Jack E. Gelfand, Temple University, February 1966. 

Arnold Katz, Columbia University. 

Donald B. Keesing, Columbia University, June 1967. 

David Martin, State University of New York, Binghamton and Harpur College. 

Glen Wing, College of Business Administration, University of Arkansas. 

Harold Wolozin, American University, Washington. 


Miscellaneous 


Barbara R. Berman has married Fred F. Bergmann and will be known professionally 
as Barbara R. Bergmann. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. | 


The officers of the Association take no responsibility for making a selec- 
tion among the Te or following up the results. The Secretary's 
office will merely aftord a central point for clearing inquiries; and the Re- 
view will publish in this section a brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section 
is performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 
address or to use a key number. Deadlines for the four issues of the Review 
are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, 629 Noyes Street, Evanston, Illinois 60201. 


Vacancies 


Regional economist: Responsibilities include identification of potential regional re- 
search programs, formulation of research proposals for potential sponsors, direction 
of urban and regional research including those doing desk and field research. The 
Battelle-Columbus Economics Research Department needs a staff member who has 
the ability to assess assets and liabilities of local area economics—someone who has 
working knowledge of literature related to economics and regional analysis. We re- 
quire an M.S. in economics, economic geogtaphy, regional science or a related field. 
In addition, two years of applicable experience in these fields is required. Salary is 
commensurate with education and experience. Forward résumé to: L. G. Hill, Battelle 
Memorial Institute, 505 King Avenue, Columbus, Ohio. 43201 


Manpower economist: The Battelle Memorial Institute currently has a requirement 
for a Ph.D. in economic m labor economics, or regional economics to supervise 
projects dealing with projected labor force requirements in areas and nations (some 
international work involved). He will participate as research staff member of regional 
economic studies with contributions focusing on the demographic characteristics of 
regional populations including employment and education. He will also participate 
in projects dealing with the formulation of educational and training programs at 
local, state, and national levels. The ability to communicate with research team mem- 
bers drawn from the disciplines of sociology, politica] science, educational admin- 
istration, and various process technologies is essential. Added responsibilities include 
formulation of research proposals and study outline implementation of research design 
and preparation of oral and written reports. We require experience in iy ee eco- 
nomic studies, analysis of labor force structure, or general economic forecasting. 
Salary is commensurate with education and experience. Please forward résumé to: 
L. G. Hill, Battelle Memorial Institute, 505 King Avenue, Columbus, Ohio. 43201 


Economists: Six new permanent positions. Can be filled at any rank and in any 
of a number of fields of specialization. All positions require Ph.D. in economics. 
Senior positions require teaching experience and demonstrable research ability as 
evidenced by previous performance, Rapidly-growing state university with 15-man 
department expanding to 21 offers good opportunities to combine research work 
with reduced teaching load. Nine-month ipai range $8,750 to over $15,000. 
Summer employment, when available, pays an additional two months’ salary. Write 
to: Jack W. Skeels, Head, Department of Economics, Northern Illinois University, 
De Kalb, Illinois. 60115 

Economics amd business administration: Church-related (Lutheran) liberal arts 
college. Candidates must have a Ph.D. in the field of economics or business admin- 
istration; preparation should include economic theory, history of economic thought, 





finance, management and marketing. Business and teaching experience are highly 
desirable. and salary according to qualifications. Full-time faculty member for 
position beginning in February or September, 1966. P322 


Business administration: data processing, finance, marketing, productive manage- 
ment, personnel management: Stress laid on development of good programs through 
effective teaching and research related to the field taught on both the graduate 
and undergraduate levels. Teaching prized above publications at present in a 
growth situation on a new campus recently opened. Twenty-five miles from St. 
Louis, Missouri. Ph.D.’s or D.B.A.'s badly needed in all fields listed. Teaching 
experience desirable but not required. Business experience helpful but not essen- 
tial. Salary scales highly competitive. Rapid advancement to men of right caliber. 
Write or call collect: R. D. Scott, Chairman, Faculty of Business Administration, 
Business Division, Southern Illinois University, Edwardsville, Illinois, 62025. Phone: 
Edwardsville, Illinois, Area Code 618, 692-3412. 


Economics: Two new positions available beginning in September, 1966. Teaching as- 
signment to include principles and advanced courses to be selected. Ph.D. preferred. 
Rank and salary variable with degree and experience: instructor to associate professor, 
$6,500 to $10,500 for 9-month session plus additional one-fourth for summer term. 
Liberal arts background preferred. Send vita and references to: Yvonne Phillips, 
Head, Department of Social Sciences, Northwestern State College, Natchitoches, 
Louisiana. 

Economists: Antitrust Division, United States Department of Justice, has openings 
for economists in Washington, D.C. Candidates should have at least a master’s 
degree and possess a background of education or experience in industrial organiza- 
tion, trade regulation, industrial concentration, the structure of industry, and price 
behavior. Duties involve the application of economic analysis to the enforcement 
of the antitrust laws. All positions are within the competitive civil service; entrance 
salaries range from $7,479 to $12,510 per annum. Further information may be 
obtained by writing to: Mr. John W. Adler, Acting Assistant Attorney General 
for Administration, Department of Justice, Washington, D.C. 20530 


Engineering, economics, economic development, industrial development: Position 
available with consulting engineering firm having an established department of 
Engineering Reports. This department has a history of successful analysis snd 
creative thinking in project evaluation for industry and government. Applicant 
would occupy a junior to middle-rank position in a definitely technology-oriented 
frame of reference. Applicant would be expected to contribute the viewpoint of 
economic training to round out the scope of a firm’s activity in engineering eco- 
nomics. An interest in and a flair for clear, succinct writing is essential. Under- 
graduate degree in science, mathematics, or engineering plus a master's degree in 
economics is desired. Salary in $10,000 range. Write to: Lee Carter, Manager, 
Engineering Reports, R. W. Booker & Associates, Inc., 215 North 11th Street, St. 
Louis, Missouri. 63101 i 


Economics: Small, church-related (Presbyterian) college of liberal arts and sciences 
for men adding professor to economics department. Ph.D. required. Emphasis on 
teaching. Rank and salary dependent on qualifications and experience. Address ap- 
plications to: Edmund Whittaker, Department of Economics, Hampden-Sydney 
College, Hampden-Sydney, Virginia, 23943 


Accounting, finance, management, marketing: Openings for the 1966-67 school 
year. Ph.D. degree or close to completion required. Salary and rank open. The 
College of Business at Northern Illinois University is one of the largest in the 
state with over 2,500 students and offers B.S, M.B.A., and M.S. degrees. A Ph.D. 
rogram has been submitted for adoption in September, 1966. The business col. 
ege is housed in a new three-story building and plans are “in the hopper” for a 
graduate college of business building. Total enrollment for the University presently 
is 15,000 students with projected enrollments of 26,000 and 35,400 for 1970 and 
1975, respectively. Send inquiries and résumés to: Dr. R. L. Thistlethwaite, Dean, 
College of Business, Northern Illinois University, De Kalb, Illinois. 60115 


Consumer economist; Teaching and research in economic problems of families and 
households. Assistant professor; salary dependent on candidate's qualifications. Ap- 
pointment for 9 months. Ph.D. required. Write to: 'Thomas M. Brooks, Head, De- 
partment of Family Economics and Management, University of Connecticut, U-58, 
Storrs, Connecticut. 06268 


Ecoxomists: The Tennessee Valley Authority now has available a number of positions 
in Knoxville and Chattanooga, Tennessee, and Muscle Shoals, Alabama, for economists 
interested in program evaluation, regional analysis, and area development. Salaries to 
$12,500, depending on qualifications. Persons with training in agricultural, resource, 
or transportation economics or economists with backgrounds or interests in regional 
and area development p should apply to: Chief, Employment Branch, Ten- 
nessee Valley Authority, Knoxville, Tennessee. 37902 


Economics: Head of economic research. Annual salary $8,988-$11,448. Master's 
degree in city, urban, or regional planning, or economics, sociology, urban or eco- 
nomic geography, and Ph.D. in one or a combination of above diui or ex- 
perienced candidates with master’s degree and 5 years of professional experience, of 
which 2 years must be supervisory level experience in a planning agency. Incumbent 
will be in charge of all economic and sociological research for Community Renewal 
Program, Metropolitan Area Transportation Planning, and Advance Comprehensive 
Planning poean Write to: Arthur R. Merkle, Director of City Planning, City 
Planning Department, 15th Floor, City Hall, Kansas City, Missouri. 64106 


Economists: Opportunities for economic research in the field of civil air trans- 
portation relating to regulatory activities. Positions are in the federal Civil Service 
at grades GS-13 ($12,150) and GS-14 ieee) and are located in Washing- 
ton, D.C. Basic requirements: minimum of 21 semester hours in economics plus 3 
hours in statistics, accounting, or calculus; 3 years of professional experience in 
transportation economics, including one year comparable in responsibility and dift- 
culty to grade GS-12 or GS-13; and civil service status or qualification under cur- 
rent economist examination 382B. Résumés or Civil Service Commission Form 57 
(application for federal employment) should be sent to: Director of Personnel, 
United States Civil Aeronautics Board, 1825 Connecticut Avenue, N.W., Wash- 
ington, D.C., 20428. 


Development economist: Stanford Research Institute has several openings for 
economists to conduct studies on rural, regional, and national growth problems in 
developing countries. These foreign programs are aimed at improving industrial, 
natural, and human resource iulio To accomplish this requires knowledge 
in such areas as agriculture, small business, industrial, transportation, land use, and 
resource economics. Because these positions require a high degree of independence, 
applicants should have a minimum of 3 to 5 years of appropriate experience 
coupled with an advanced degree; fluency in Spanish or French is also desirable. 
Salaries commensurate to qualifications with continued employment at Menlo Park, 
California, available after initial assignment. Please submit résumé to: Curtis A. 
Mio Personnel Coordinator, Stanford Research Institute, Menlo Park, Califor- 
nia, 94025. ' 


Economist: Salary commensurate with experience and ability. Planning consulting 
firm in the East with offices in New York, Pennsylvania, and New pT Has 
active and expanding economic research division. Excellent opportunity for qualified 
man for advancement and broad experience. Apply, sending résumé and references 
to: Herbert H. Smith, President, Herbert H. Smith Associates, P.O. Box 206, West 
Trenton, New Jersey, 08628. 


Economist: Position is available at once. Under the AID Project in Liberia, an 
opening exists at the University of Liberia to teach courses in the field of econom- 
ics and to assist in the planning and development of the work in the area of eco- 
nomics and business administration. The assigment is for a period of not less than 
two years. A Ph.D. degree in economics plus some teaching and business ex- 
perience is required. Án American citizenship is essential. The salary is open. Please 
call or forward résumé to either of the following: Professor A. W. Gibson, Cam- 
us Coordinator, AID Project in Liberia, Cornell University, 213 Hollister Hall, 
thaca, New York, telephone 607-275-3462; Professor J. M. Thorson, Southern 
Illinois University, Business Division, Edwardsville, Illinois, 62025, telephone 618- 
692-2640. 


Department chairman: Position available in September, 1966, as department chair- 
man. The Ph.D. and teaching experience required and some administrative experience 
preferred. Specific courses are negotiable. The college is a liberal arts, church-related 
institution located in central Ohio. Rank and salary dependent upon qualifications. 
Apply to: Dean James V. Miller, Otterbein College, Westerville, Ohio, 43081. 


Economics: New position open in September, 1966. The Ph.D. and college teaching 

experience are preferred; M.A. or M.B.A. required. Areas should include labor 

economics, money and banking, and macroeconomics. Rank and salary dependent 

Es Pro ed Apply to: n James V. Miller, Otterbein College, Westerville, 
0, 43081. 


Economic analyst: Opportunity for research in problems related to economic loca- 
tion factors, specific industry studies, and state and local public finance as a per 
of a state-wide planning program. Master's degree in economics or related field is 
preferred, with total education and work experience totaling at least 7 years re- 
quired. Annual salary is $7,600 in state unclassified service. Write to: Carl E. 
Veazie, Connecticut Development Commission, State Office Building, Hartford, Con- 
necticut, 06115. 


Economics: Saginaw Valley College seeks a Ph.D. to institute a highly quantitative 
program in economics and business. Familiarity or interest in the use of computers 
1s desirable. Send vita to: Dr. Samuel Levine, Saginaw Valley College, University 
Center, Michigan, 48710. 


Economics and business: Rapidly expanding new university, favorably located in Van- 
couver metropolitan area, aiming at excellence in undergraduate teaching and strong 
graduate program, invites applications at all rank levels. Doctorate or near-doctorate 
required. Favorable advancement opportunities. Specialists required in many areas, 
including economic theory, operations research, mathematical economics, econometrics, 
statistics, educational economics, public finance, economic history, regional economics, 
monetary economics, business finance, management, marketing, and commercial law. 
Write to: Dr. Parzival Copes, Head, Department of Economics and Commerce, Simon 
Fraser University, Burnaby 2, British Columbia, Canada. 


Economist: Progressive, fast growing private university in south Texas has teaching 
appointments available in September, 1966, for Ph.D.’s in the field of economic 

eory (especially macroeconomics) and labor economics for undergraduate and 
graduate courses and seminars. Please submit complete résumé. . P328 


Quantitative economists: New responsibilities at ORI have created unusually attrac- 
tive career opportunities for quantitative economists with training in statistics and 
economics. The work is long range and hes three objectives: development of effec- 
tiveness criteria for program eva]uation, analysis of program goals and purposes, and 
development and comparison of alternative proprams. For personal discussion of 
these opportunities please send your résumé to: Lynford O. Russell, Personnel Di- 
rector, Operations Research Incorporated, 1400 Spring Street, Silver Spring, Mary- 
land, 20910. An equal opportunity employer, M&F. 


Tax economists: Office of Tax Analysis, U.S. Treasury Department, has opening for 
several economists in Washington, D.C. Candidates should have a doctorate or mas- 
ter’s degree in economics with some background in public finance and orientation 
toward quantitative economics. Duties involve studies of the effects of proposed re- 
visions of tax law relating to both domestic and foreign activity. Positions are 
within the competitive Civil Service at Grades 9 through 14, depending on qualifica- 
tions; salaries from $7,479 through $14,680 per annum. Write to: Director, Office 
of E mL U.S. Treasury Department, Room 4217 Main Treasury, Washing- 
ton, 


Regional economist: The Department of Commerce has begun a new program of 
economic development for large multistate regions in the Untted States. The Depart- 
ment is looking for persons experienced in economic development or regional eco- 
nomics to staff up a new Office of Regional Economic Development or multistate 
regional commissions. Please send résumé to: Kenneth A. McLean, Office of Regional 
Economic Development, U.S. Department of Commerce, Washington, D.C. 20230. 


Transportation research, mathematical economics, operations research, agricultural 
economics, health economics: The expanding contract research program of the Re- 
search Triangle Institute provides opportunities for experienced researchers at vari- 
ous professional levels. Special training in mathematics, statistics, qualitative eco- 
nomics, and knowledge of electronic computers is desirable. An especially attractive 
opportunity exists for a senior transportation economist or analyst. Preference will 
be given to U.S. citizens experienced in constraints of contract research deadlines, 
proposals and budgetary requirements. Ability to write, as well as flexibility to work 
individually or as team member or team leader and adaptability to new areas of 


research are essential. Salary dependent on qualification and experience. The Re- 
search Triangle Institute is a relatively young nonprofit, nonendowed, university- 
affliated (Duke University at Durham, University of North Carolina at Chapel 
Hill, and North Carolina State University at Raleigh) institute. Write to: Dr. Edgar 
A. Parsons, Director, Operations Research and Economics Division, Research Tri- 
angle Institute, P.O. Box 490, Durham, North Carolina, 27702. 


Economics: Position teaching economic principles, micro theory, and public finance 
or statistics in men's liberal arts college beginning in fall, 1967. Ph.D. candidate 
with masters required. Please send résumé to: Rev. Joseph B. Dorsey, Dean, St. 
John Fisher College, Rochester, New York, 14618. 


Economics, statistics, management, accounting: Three positions open at assistant pro- 
fessor through professor ranks. Ph.D. or other terminal degree preferred. Salary 
range $9,000 to $15,000; living conditions superior. Economist capable of teaching 
Statistics, quantitative economics, write to D. R. Forbush, Chairman of Economics: 
master s-C.P.A. or Ph.D. to teach accounting, write to R. D. Bradish, Chairman of 
Accounting; management faculty member with strong quantitative background and 
one or more of these areas—production management, statistics, operations research, 
marketing— write J. R. Frazer, Chairman of Industrial Management, Clarkson Col- 
lege, Potsdam, New York, 13676. 


Economics and finance: An expanded program in real estate and urban development 
at large eastern university has an opening for a specialist in real estate finance and 
valuation. Opportunity to participate in graduate as well as undergraduate teaching 
in urban land economics, housing, and urban renewal. Research opportunities avail- 
able. Rank and salary open. Candidate must have doctorate or receive same no later 
than June, 1967. P329 


Economists and econometrician: New York's largest commercial bank with an ex- 
ponding Economic Research Department is seeking individuals with Ph.D. for the 
ollowing positions: Financial economist—to do research and writing on U.S. finan- 
cial markets. International economist—for research and writing on foreign economies 
with specific emphasis on Europe. Econometrician—must have background in EDP 
and mathematical statistics for advanced research leading to forecasting and analysis 
of macroeconomic variables with emphasis on the financial sector. Please send 
résumé to: Thomas E. O'Reilly, Chase Manhattan Bank, 1 Chase Manhattan Plaza, 
New York, New York, 10015. 


Economists Available for Positions 
(Italics indicate fields of specialization) 


Economic problems of underdeveloped areas, international public and business f- 
nance, investment, accounting: Man, 42, Indian (Goan), married; B.S. (Econ.), 
European university; Ph.D. dissertation in underdeveloped country economics in 
progress: preparing for final professional accountancy examination. Western educa- 
tion and background. Twenty of extensive experience in senior financial posi- 
tion in national transport undertaking in East Africa, 8 years of which as officer 
in charge; presently employed as auditor in U.S. government agency; business ex- 
perience includes administrative as finance and accounts department head of mod- 
erate-sized undertaking. Recent publication of paper on underdeveloped country eco- 
nomics, Extensive travel in Europe, Asia, and Africa, Excellent references. Seeks 
research, operational or administrative position with research organization, finan- 
cial institution, or business undertaking in U.S., Canada, or Britain. E1411 
Public finance, urban economics, microeconomic and macroeconomic theory: Man, 
30, married; Ph.D. expected in summer, 1966. Ford Foundation fellowship; several 
years of full-time teaching experience at major eastern university. Desires college- 
rey as teaching position with opportunity for research. Available in ce 
1966. 1420 


Price theory, money, international economics, economic development: Man, 26; 
M.A., University of Mysore, India, A.M., University of Chicago. Some research ex- 
perience. Seeks teaching and/or research position in the U.S. or Canada. E1424 


Labor, consumer economics, public finance, principles: Man, 43, married; Ph.D. Ten 
years of college teaching ience. Seeks position with college which places em- 
phasis on excellence of teaching. Prefers western area of country and associate pro- 
fessor rank. E1426 


Mico and macro economic theory, fe b and development, history of economic 
OKER, international economics, p finance, statistics: Man, 45, married; M.A., 
professor; modest publications; 12 years of university and ‘college 


cg university teaching and/or research. Prefers East, Northeast, Mid- 
vailable in in fall 1 1966.  . E1432 


€ fiscal uie economic thon bt, economic jap theory of economic de- 
ia and f agricultural prices and policy: Man, 29, Indian national, married; ydg 
in economics from an Indian university, PhD. from an American universi 
completion, dissertation in progress. Currently research assistant; recipient ILE. 
fellowship. About 5 years of research experience in two major research organize- 
oe ee ee ournals. Seeks 
ine cat aru, and/or research position at a U.S. or Canadian university. 
location open. Available in September, 1966. £1447 


Business administration, management: Man; Ph.D., Big Ten. Experienced in aca- 
demic administration and procedures as division CE chairman. 
fied in professional and regional accreditations; M.B.A. programs; 

ground in industry. l E1451 


Labor economics, industrial and labor dere personnel administration: Woman; 
M.B.A. Publications. Desires research writing position, preferably in maak ia 


Public finance and fiscal policy, national income accoxnting, international nie 
economics of social welfare, economic development, regional economics: 


married; M.A. M.A., additional work towards Ph.D. Fellowships; languages; 8 years at 
peas research experience; publications. Seeks iere position. unc b: 
ocate. 1 


Labor relations, international parie government and business, money and I 

img, public finance, antitrust policy: Man, 29; B.A. (Michigan, honors), LL.B 

(Columbia), N.Y.U. Business and legal training. Will relocate to any area. Salary 
open. 1470 


Development economics, international economics, statistics, agricultural economics, 
irri theory: Man, 48, married; M.S., Iowa State, MA, Ph.D. expected in 
1966, University. Fourteen years of experience as section and acting 
branch chief, FAO of United Nations, Rome, Italy; 6 years of research experience 

with U.S. government. Numerous publications. Fluent Spanish, Italian, French, 
German. Wishes to relocate in. the United States. Desires teaching and/or research 
position with university, college or international business.  : E1472 


` Management consulting, international and business economics, value engineering 
siiis) product aad 5 styling: Man, just over 40, single; M.Sc. (mechanical- 

automotive engineering), M.A. (economics, management), candidate for Ph.D. 

(economics), on about completed; examinations. in international law. U.S.. 
E E ibus Management consulting in U.S. and Europe; 
top management training and teaching. Fluent German. oplicent for Harvard 
University top management program. Seeks management position (or special train- 
ing program) in U.S. corporation or in management consulting, U.S. or overseas 
location; not necessarily but usine Meow automotive industry-related; level assistant 
to executive director. Other o dered. Available in summer, 1966. — E1482 


International economics, monetary economics: 45; M.B.A., Ph.D. Professor at 
large eastern university; author with expertise and knowledge of languages. Seeks 
interesting teaching position close to research libraries or international- 

assignment. Available during 1966-67. ' E1483 


Finance, management, mathematics, quantitative methods, personnel: Man, mu 


busi ; 
: chasing agent, and consultant; current rofessor and chairman of department of 
business. Desires teaching and/or wlaisietradve position at undergraduate or 
pcm level; also interested in management training and seielonmets HA 
industry. 1490 


International economics, quantitative mathods, economic development, economic 
theory: Man, 31; Ph.D. Four years of research experience; 2 years of graduate 
teaching experience at university or research institute. Available in fall, uc 

i 1492 


Consumer economics, marketing research, business statistics, macro- and micro- 
economics, quantitative analysis, economic development, regional plenning: Man, 
44, married; Ph.D. Broad research, business, and some teaching experience. Seeks 
teaching or research position in college or university. Available in H S 

i 1493 


Business and mathematical statistics, macro and micro economic theory, money and 
banking, econometrics, mathematics for economists: Man, 45, foreign-born, educated 
in the U.S.; M.A., Ph.D. Four years of teaching experience. Presently teaching in 
a liberal arts college. Desires a teaching position with a progressive institution. 
Available in September, 1966. E1494 


Accounting, finance, economic principles, labor, industrial organization: Man, under 
40. Teaching and business experience. Now has tenured post but will relocate for 
better teaching and research environment. Available for fall, 1966. E1496 


Principles, micro and macro theory, statistics, money and banking, finance, labor 
economics: oo 36, married; completed requirements for Ph.D., dissertation in 
process, expected in June, 1966, Long experience in teaching; 4 years of research 
and analysis. Desires teaching position and/or research in or close to New York 
metropolitan area. Available in summer, 1966. E1504 


Principles of economics, comparative economic systems, money and banking, in- 
surance, insurance investments; Man, 33, married; B.S., business administration, 
MA. economics, course work complete (May) for Ph.D., economics, minor in 
philosophy and political science. Several years of experience on Wall Street. E1505 


Principles, corporate finance, money and banking, business cycles, price theory: Man, 
24, single; A.B., M.S. Three years of teaching experience. Seeks teaching pan 
1506 


International economics, international monetary relations, comparative economic 
owth, comparative economic systems, theories of economic policy, government and 
siness: Man, 43, married; M.S., Columbia University, Ph.D., University of Geneva. 

Ten years of university teaching experience; economics consultant to major corpora- 

tions; many honors and a ; 4 books, many articles. Currently distinguished 

visiting professor, major university. Desires teaching position with research oppor- 
tunities. Available in September, 1966. E1507 


Micro and macro theory, bistory of economic tbougbt, comparative systems, business 
cycles, national income theory, money and banking, corporate finance, investments, 
statistics: Man, 38; BA, M.A., Ph.D. dissertation in final draft stage. Seven years 
of undergraduate and graduate teaching experience. Available immediately. E1508 


Economic development, water and power resource economics, regional economics, 
business economics, marketing: Man, 42, married; M.S., most work completed for 
Ph.D., U.C.L.A. Eleven years with large electric utility as economist and manager 
of market research. Since 1963 in Asian subcontinent as economist and consultant 
to water and power development agency. Desires foreign assignment. Available in 
August, 1966. E1509 


International economics, comparative economic systems, principles, bistory, money and 
banking, international business management, marketing: Man, 37, married; M.A. 
(business administration), Ph.D. (economics). Presently senior economist with major 


corporation; management, and teaching experience; multilinguist; widely 
traveled. Desires teaching, research, or management position in U.S. or abroad. Avail- 
able on short notice. E1510 


Macroeconomics, microeconomics, economics of underdeveloped regions: Man, 30, 
Pakistani; B.Sc. (Economics) Honours from London School of Economics, with 
specialization in analytical and descriptive economics, M.Sc. (Economics) from Uni- 
versity College London in advanced economic theory with special paper in theories 
of inflation. Seeks suitable post, preferably teaching, in U.S. or Canada. Some teach- 
ing experience. Available at short notice. F. Husain, 2 Meard Street, London, W. 1, 
England. 


Resource economics, transportation, international economics, economic theory, public 
finance, money and credit, food and agriculture: Man, 62, married; Ph.D. Retiring 
during next year after 30 years as research and staff economist in federal govern- 
ment; 10 years of university teaching; last 16 years as staff economist in the Execu- 
tive Office of the President. Seeks position in university or college teaching (non- 
tenure) or in research; prefers East or South. Available in fell, 1966. E1511 


International trade, money and banking, macroeconomics, European economic history, 
customs unions, bistory of thought, government and business: Man, 46; Ph.D. Six 
years of teaching experience; 10 years of business experience; some publication. 
Seeks teaching/administrative position near metropolitan center'on either East or 
West Coast. E1512 


. Agricultural economics: Man, 26, single; M.A., working towards Ph.D. in agricul- 
tural economics. Two years of graduate and undergraduate teaching experience; more 
than 2 years, of research experience; severa] research papers published. Seeks college 
teaching or position at research organization. Available immediately. E1513 


International trade, international economics, money and banking, Earopean Common 
- Market, economics of:-developing countries, problems of economic aid: Man, 31, 
. Indian national, single; B.Com., M.A., LL.B., M:8.Sc., Ph.D. Short experiences in 
_ university teaching, industrial administration, and as lawyer in taxation in India. At 
. present doing research in Germany; fluent in English and German; mother tongue. 
. Hindi. ‘Seeks teaching and/or research position in the United States or Canada or in 

any of the special agencies of the United Nations. ; E1514 


` Urban economics, city planning, capital improvements programming: Man, 45; B.A. 
. B.B.A., M.C.P. Eight years in both accountancy and city planning. Experienced in 


government finance, cost-benefit studies (transportation, housing, renewal, other 
city planning problems), capital budgets. Desires responsible research/administrative 
position: Available immediately. E1515 


Quantitative methods, econometrics, matbematical economics, macroeconomics and 
economic fluctuations, money and banking: Man, 34, married; Ph.D. in economics. 
: Teaching and research ience. Interested in teaching position; prefers mainly 

graduate, with a full-time oid not exceeding the equivalent of two courses; or full- 
time research position in a research institution or research department of a private or 
public institution. Available immediately. E1516 


International economics, economic integration, economici di underdeveloped areas, 
Latin-American economics, money and banking, macro- ana microeconomic theory: 
' Man, 35, married; Ph.D., Catholic University of America. Several years of teaching 
experience; fluent Spanish; 5 years with United Nations. Desires college or univer- 
sity teaching position, sae ea or administrative position with financial institution 
or business undertaking. Available in September, 1966, or January, 1967. E1517 


Theory of statistics, statistical quality control, business statistics, economic principles, 
' economic theory: Man; M.A., Georgetown University, 1958. Presently loyed as 
. actuary by the U.S. Air Force; formerly assistant professor of economics aa statistics 
. with 715 years of teaching experience on the university level. Desires teaching posi- 
' tion with a preference for California. E1518 


" Public finance, fiscal policy and theory, pious: and economics of development 

(India), financial problems of underdeveloped countries, elementary statistics, mo- 
' bilization of governmental resources of development: Man, 35, married; M.A., 
. Ph.D. Eight years of research experience in university; 7 years of research experi- 
' ence in government. Fluent in English. Desires teaching-research position. Intends 
' settling in U.S. or Canada. Presently employed as research officer under a state 
. government in Indie. Available in September, 1966. E1519 


Economic theory, business economics, development, monetary economics: Man, 36; 
M.A., LL.B. Six years of teaching; 9 years of business experience; 3 years of execu- 
tive training program; specialized in establishing new departments in liberal arts 
: colleges; Ford Foundation Fellow; possible additional responsibilities to direct or 
establish overseas junior year program. Desires position in fall, 1966. E1520 


Economic principles, labor economics, public control, money and banking: Man, 49, 
married; Ph.D. Seventeen years of teaching experience at college level; minor pub- 
lications. At present assistant professor at a state university. Seeks position with 
college which places emphasis on teaching. E1521 


Comparative economic systems, planning, Soviet and European economics, develop- 
ment, economic integration, principles: Man, 37, married; Dr.rer.pol., one year at 
Harvard University. Associate professor; 10 years of research and 5 years of teach- 
ing experience. Seeks teaching and/or research position for the academic year 
1966-67. E1522 


Principles, economic theory, international economics, money and banking, economic 
development, linear programming, elementary statistics: Man, 29, married; B.S. 
(mathematics), M.A., working toward Ph.D. Four years of teaching rience; 
fluent French. Desires university teaching position in U.S. or Canada. Available 
in September, 1966. E1523 


Growth and development, history of thought, systems, macroeconomics: Man, 40, 
married; B.B.A. M.S., dissertation in progress and Ph.D. expected in January, 
1967. Ten years of teaching experience in one- to five-men departments; taught 
eee of courses; recent publication and translation. Available in re 
1966. 1524 


Micro theory, principles, public finance and fiscal policy, capital allocation theory 
energy and natural resources: Man, 34, married; Ph.D. Teaching, research, an 
administrative experience. Presently with major corporation. Desires quality teach- 
ing post in liberal arts environment with adequate research time. Wishes to develop 
relationship between traditional theory of the firm and recent decision-making and 
capital allocation theories. E1525 


Labor economics, economic theory, economic development: Man, 39, married; dis- 
sertation in progress, expected completion in January. One publication, major jour- 
nal. Three years of college economics teaching experience; several years of busi- 
ness experience, Desires teaching and/or research position with a university. Avail- 
able in September, 1966, or January, 1967. E1526 


Economic theory, economic development, international economics, comparative eco- 
nomic systems, business economics: Man, 34, married; Ph.D. expe in summer, 
1966. Two years of university teaching; several years of government experience. 
Seeks teaching, research, or administration position. Would consider temporary 
appointment. Available in September, 1966. E1527 


Engineer-economist: Economics M.A. courses completed summer, 1966. Background 
includes 17 years of diversified engineering experience. Seeks responsible oppor- 
tunity. Nathan Ginsburg, 41-90 Frame Place, Flushing, New York, 11355. 


Money end banking, macro and micro theory, financial institutions, economic de- 
velopment, Southeast Asta: Man, 38, married; Ph.D. large eastern university. Strong 

ckground in research with quantitative approach; experienced working with foun- 
dations, directing research, and teaching. Many publications, including book by 
major publisher and articles in top journals. Desires teaching position with oppor- 
tunity for research. Some preference for East or West Coast. E1528 


Economic development, economic history, industrial organization and public policy, 
labor economics, principles: Woman, 47, single; M.A., Toronto. Currently assistant 
professor of economics in Canada. Professional and administrative experience in 
government, business, industry, prior to teaching. Available in September, 1966. 
E1529 


Labor economics, social. insurance, labor law, collective bargaining, industrial rela- 
Hons: Man, 38, married; Ph.D. Over 40 publications. Considerable part-time and 
. full-time teaching experience; 6 years of full-time research experience. Present 
academic rank is full professor. Seeks research and/or teaching position. Available 
in July, 1966. E1530. 


Economic development, international finance, U.S. foreign investment problems: 
Man, 64, married; Ph.D. Twenty-five years of progressively responsible fence 
specializing in financial aspects of economic development in Europe, Latin erica, 
Middle East; Africa, and in headquarters U.S. and multilateral development and 
financial institutions, Familiarity in dealing with foreign investments problems of 
and resources available to international business and 15 years of full- and part-time . 
university teaching. Desires consulting, research, or teaching connection or com- 
bination, with consulting group, private business, or university in U.S. or abroad. 
Available in September, 1966. E1531 


Administration, purchasing, advertising, merchandising: Man, 36, married; M.A., 
Boston University. Ten years of experience purchasing and promoting use of lum- 
ber, plywood and building materials, wholesale and retail. Presently merchandise 
manager of large eastern lumber wholesaler. Will consider university employment 
on inistrative level. 2 E1532 


Principles, consumer economics, economic thought, economic history of US. and 
Europe, economic geography, comparative economic systems, current economic po. 
lems, U.S.S.R. and underdeveloped areas, international economics, money and 

ing, marketing, business law, political science, bistory, geograbby: Man, married; 
two Ph.D.’s, J.U.Dr. Publications. Student centered, inspiring. Will relocate where 
wife, M.A., certified, experienced in college level, could teach French and German. 
Excellent references. E1533 


Microeconomics, mathematical choice theory, international economics, welfare. eco- 
somics: Man, 40; B.A., M.A., Ph.D. Fifteen years of teaching experience, under- 
graduate and graduate. Articles, one book published and another in press. At pres- 
ent associate professor at university in New York area. Seeks better teaching. and 
research conditions, Available in September, 1966. E1534 
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Touch-Tone push buttons are swift servants of the modern hand. With them you place calls 


faster and someday will “Input” instructions Into bank and store computers to render and pay 
bills, transfer money, charge purchases, verify credit and thus gain greater command of per- 
sonal time and energy. Still other ways they can free you of dally drudgery are being explored. 


Tomorrow's Telephone Service- 


A Forecast 


Bell System planning now extends to the year 2000. 
We see possibilities that go beyond. Already, Touch-Tone? service 
has become a magic key to many doors. 


New advances in telephone service 
promise to make your daily life easier, 
and give you still more command of 
your personal time and energy. 


One advance is today's Touch-Tone 
service—the push-button means of 
placing calls that is now being intro- 
duced in many areas. 


These buttons will not only let you 
call your bank, for example, but may 
someday put you “on line" into your 
bank's computer in order to pay bills, 
verify deposits, and use revolving 
credit. There are many such "input" 
uses for these ten little buttons. 

Another big step forward is the Elec- 
tronic Switching System, which in the 
years ahead will be handling almost all 
phone calls. The first ESS office went 
into operation last year and more are 
being added. 

Spurred by what we have learned 


WBervios mark of the Bell System 


from Electronic Switching, we are now 
adapting existing equipment to test 
new optional services that...switch 
your calls to your host's home for the 
evening . . . add a third phone to a con- 
versation ... hold one call on your 
home phone while you answer another, 
then go back to the first. 


Picturephone* service that lets you 
see while you talk will add visual en- 
joyment to your calls. 


There is no end to telephone prog- 
ress. AS new service needs arise, new 
Bell System thinking will meet them. 


For the Bell System is simply people 
at work for other people, to make com- 
munications serve better in many more 
personal ways. 


& 


Bell System 


American Telephone & Telegraph 
and Associated Companies 


Outstanding Textbooks From Macmillan 


The Theory of Price, Third Edition 
by George J. Stigler, University of Chicago 


‘,.. The scarcity of adequate textbooks in the field of advanced economic an 
has been materially reduced with the appearance of this praiseworthy book . 
—TIhe Annals of the American Academy of Political and Social Science, ona 
previous edition. The distingulshing feature of this widely adopted book is Its con- 
centration upon the traditional central core of economic theory, the theory of 
value. Using a minimum of mathematics, Professor Stigler has rewritten, revitalized 
and expanded much of the material in this edition. Hypotheses on demand, cost, 
and pricing under such conditions as fixed supplies and monopoly, are logically 
deduced from the theory of price. This edition features a fuller examination of 
the pricing of productive services, an Introduction to the elements of Capital Theory, 
and a section on methodology offering the student a vlew of economic science 
as a science. 1966, 368 pages, $6.95 


Economics: Principles of Income, Prices, 


and Growth 


by R. Murray Havens, University of Alabama, John S. Henderson, Georgia State 
College, and Dale L. Cramer, University of Alabama 


This book places primary emphasis on basic economic principles and analytic 
tools while keeping discussion of institutional material to a minimum. It stresses 
economic growth as a vital problem in today's business and weaves this treatment 
into the theoretical considerations. The book points up the unusually close connec- 
tion between natlonal Income and monetary theory and presents a treatment of 
marginal productivity wage that permits a correlation with collective bargaining. 
Forelgn trade as an important part of the functioning of the economy is also em- 
phasized. 1966, 704 pages, $8.95 


The International Economy, Third Edition 
by P. T. Elisworth, University of Wisconsin 


This comprehensive textbook provides the student with a firm background In the 
principles underlying the international economy. Dr. Ellsworth draws repeated 
attention to continuity in the evolution of International trade theory and traces the 
changing historical, social, and economic situations In which this theory must 
function. There is emphasis on the continual conflict between the forces of national- 
ism and the needs of an Interdependent world. 1964, 560 pages, $8.50 


Macroeconomie Theory 
by Gardner Ackley, Chairman, Councli of Economic Advisors to the President 


This is a detailed and rigorous analysis of the development of Keynesian and post- 
Keynesian macroeconomics, emphasizing their continuity with classical theorles. 
Although the author's approach Is primarily theoretical, he stresses repeatedly the 
relevance of theory to policy or to the diagnosis of current economic conditions, 
The hallmark of Professor Ackley's treatment is Its clarity—he develops his ex- 
planations so logically and thoroughly that the most complex ideas are easlly 
grasped. 1961, 397 pages, $9.00 
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Outstanding Textbooks From Macmillan 
The Keynesian Revolution 


by Lawrence R. Klein, University of Pennsylvania 


A timely and up-to-date treatise of modern economics, this new edition reconsiders 
the Keynesian analysis and theoretical! system. The "Revolution" discussed here 
is one in thought, not in the economic policies of governments. The first six chap- 
ters deal with the development of the theory and analysis of the Implications of 
the theory. The final chapter evaluates the Influence of the theories of Lord Keynes 
upon the forces of economic and social reform. The author has kept intact the 
original book, except for some up-dating of footnotes, and the addition of two new 
chapters. In one of the new chapters Klein reconsiders the Keynesian analysis and 
theoretical system, and in the other he discusses and outlines an empirical model 
to show how far we have gone In the measurement of the Keynesian system. 


1966, approx. 256 pages, prob. $2.95 


Business Finance: Theory and Management 


by Stephen H. Archer and Charles A. D'Ambrosio, both of the University of Wash- 
ington 


The purpose of this text is threefold: to give the student In an introductory busl- 
ness finance course an understanding of the role of finance In the firm, an analysis 
of the theory underlying financial decision-making, and training In the methods of 
optimizing financial contributions to the goals of the firm. 


1966, 592 pages, $8.50 


The Capital Budgeting Decision: Economic 
Analysis and Finaneing of Investment 


Decisions 
by Harold Bierman, Jr., and Seymour Smidt, both of Cornell University 


Clearly written, and non-mathematical, this book deals with the evaluation of in- 
vestment proposals from both the theoretical and practical polnts of view. It pro- 
vides a complete coverage of economic analysis and financing of investment 
decisions. The most important changes in the Second Edition center around the 
author's approach to the cholce of the rate of discount and the general method 
of incorporating uncertainty in the investment decision process. 


1966, 320 pages, $6.95 


Money and Banking: Analysis and Policy 


by Charles R. Whittesley, Arthur M. Freedman, and Edward S. Herman, all of the 
University of Pennsylvania 


This basic text provides a comprehensive treatment of money and banking, with 

emphasis on monetary and fiscal analysis and applications to public policy. It has 
been called “. . . a successful attempt to ‘concentrate upon what appear to be the 
more enduring aspects of the subject’ while at the same time maintaining contact 
with the real world by placing these aspects in historical perspective. . . "== 
The Journal of Finance 1963, 640 pages, $8.50 


Write to the Faculty Service Desk for Examination Copies 
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A REAPPRAISAL OF MARXIAN ECONOMICS 
By MURRAY WOLFSON 


An economist, well grounded in philosophy, reexamines Marx 

and Marxist revisionists in terms of modern economic theory. 
The author shows how Marxist doctrines bear upon the prob- 
lems of value, wage, bargain, and crisis and how Marxist con- 
ceptions can be placed into terms of modern orthodox eco- 
nomics. | Just Published $6.75 


FISCAL HARMONIZATION IN COMMON MARKETS 


Vol. 1: Theory; Vol. II: Practice 
Edited by CARL S. SHOUP 


When abolition of customs duties removes barriers to trade and 
when mobility of labor and capital is encouraged, the differ- 
ences in internal tax systems take on a new importance. This 
study provides the first systematic treatment of tax harmoniza- 
tion in a common market or free trade area—what is meant 
by it, how important it is, and how it may be achieved. 
Coming September Each Volume $15.00 


THE POLITICAL ECONOMY OF LATIN AMERICA 
By WENDELL C. GORDON 


_ “Brings us up to date on an important area."—New Leader. 
. Critical yet constructive, this book deals with the whole range 
of Latin America's interrelated political and economic problems 
and shows how certain myths regarding economic development 
have been the traditional bases for poor decision-making and 
how the role of capital has oftentimes been overrated. - 

1965 $8.75 
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| 
MANAGEMENT OF PROSPERITY 
By ARTHUR F. BURNS 


In light of the conflict between the Federal Reserve Board and 
the Johnson Administration, this book by the former Chairman 
of the Council of Economic Advisers is most important. Burns 
asks for a reconsideration of the minimum wage policies and 
for a reconsideration of the minimum wage policies and for 
more vigorous research on labor di problems. 

. Just Published 33. 50 


MEASURING TRANSACTIONS BETWEEN WORLD AREAS 
By HERBERT B. WOOLLEY 


This book presents the first detailed record of transactions 
between major world areas and provides essential background 
on the problems encountered in moving from each country’s 
global balance-of-payments estimates to a system of regionally 
integrated accounts. 1966 — — $7.50 


CONSUMER CREDIT FINANCE CHARGES 


Rate Information and Quotation 


By WALLACE P. MORS 


Reviews what information about finance charges is supplied to 
borrowers and analyzes the usefulness of the information in 
making credit decisions. The study unravels the complexities 
in finance charges—particularly the application of legal and 
legislative factors to a wide variety of credit transactions. 
1965 ` $5.00 


REAL ESTATE TAXES AND URBAN HOUSING 

‘By JAMES HEILBRUN è 
This book provides the first systematic analysis of the impact 
of real estate taxes on the quality of urban rental housing. Since 
World War H housing policy in the United States has increas- 
ingly emphasized the preservation and rehabilitation of existing 
buildings. Because local real estate taxes absorb almost 20% of 
gross housing rent, it has often been claimed that these taxes 
ageravate the slum problem. Just Published $8.50 


COLUMBIA UNIVERSITY PRESS 
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ESSAYS IN MATHEMATICAL ECONOMICS, 
In Honor of Oskar Morgenstern 





Edited by MARTIN SHUBIK. These essays stress the richness of the applications 
of mathematical and statistical methods to a broad range of economic problems, 
and are a tribute to the depth and breadth of Oskar Morgenstern’s contributions 
to the field of economics, There are also esr and useful articles on the theory 
of games, international trade, economic theory in general, and the new area of 
economic interest which can be broadly described as management science and 


operations research. 
150 pages, 512.50 











AGRICULTURAL PRODUCTION AND THE 
ECONOMIC DEVELOPMENT OF JAPAN, 1873-1922 






By JAMES NAKAMURA. Professor Nakamura shows that Japanese farmers often 
underreported crop yields and other agricultural accounts in order to avold pay- 
ing taxes. His findings confirm those of other modern scholars indicating that 
Japan's general development during the Meiji Restoratlon was higher in Western 
terms than previously recognized. The study is published for the East Asta In- 
stitute, Columbia University. 

256 pages, $7.50 








Princeton University Press 





Second Annual 


Soeialist Seholars Conference 
New York City, September 9-11, 1966 


Last year more than 1,000 scholars and students gathered at Columbia Univer- 
sity to hear themes of contemporary relevance analyzed from a socialist perspec- 
tive. This year’s expanded program will include the following topics and dis- 
cussants: 
ON SOCIALIST MAN: Isaac Deutscher (London), Herbert Marcuse (U. of 
Cal), Robert Paul Wolff (Columbia U.), Donald McKelvey (Inst. of Policy 
Studies), Shane Mage (B’klyn. Polytech.) . 
POLITICAL IDEOLOGY OF AMERICAN CORPORATE LIBERALISM: 
Ronald Radosh (City University, N.Y.), Martin J. Sklar (New School), Gabriel 
Kolko (U. of Penna.), Robert Engler (Sarah Lawrence), Philip Foner (New 
York), James Weinstein (Studies on the Left). 
LIBERMANISM AND THE SOCIALIST ECONOMIES: Alan Solganick 
(U. of Maryland), Victor Perlo (New York), Harry Braverman (New York), 
Lynn Turgeon (Hofstra), Alexander Erlich (Columbia U.). 
CONTEMPORARY IMPERIALISM: Harry Magdoff (New York), Michael 
Lebowitz (Simon Fraser U.), James Becker (N.Y.U.). 
CRITIQUE OF BARAN & SWEEZY'S MONOPOLY CAPITAL: John Owen 
(Johns Hopkins), Russ Nixon (N.Y.U.), Paul M. Sweezy (Monthly Review). 
Dinner Speaker: Conor Cruise O'Brien (N.Y.U.) 


Write For Complete Information and Applications: 


SOCIALIST SCHOLARS CONFERENCE 
Box 462, Brooklyn, N.Y. 11201 
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A Latin American Common Market? 


By SIDNEY DELL, United Nations Conference on Trade and Development. Examining 
the quest for economic integration in Latin America, this study reviews the steps already 
taken by the Latin American Free Trade Association and the Central American Common 
Market, and discusses the outlook for these groupings. While essentially concerned with 
Latin America, the book throws light on the general problems of underdeveloped coun- 
tries in forming larger and more viable economic units. R.JJ.4. 2 maps, 12 tables, 38.80 


Three Worlds of Development 
The Theory and Practice of International Stratification 


By IRVING LOUIS HOROWTTZ, Washington University, St. Louis. This is the only 
comprehensive analysis of the developing world in all its aspects—social, political, eco- 
nomic, military, and psychological The book is unique in that it focuses on “overde- 
veloped” societies as well as “underdeveloped” ones, on problems of stagnation as well as 
problems of growth, and on both national and classical international styles of colonialism. 


$8.50. Paper, $2.95 


The World Economy at the Crossroads 


A Survey of Current Problems of Money, Trade, 
and Economic Development 


By HARRY G. JOHNSON, University of Chicago. The world economy that postwar plan- 
ners sought to reconstruct has reached a turning point. Against the background of Bretton 
Woods and the postwar evolution of the international economic system, the author pre- 
sents "an excellent short survey . . . of the basic current problems of international eco- 
nomic policy facing the advanced countries: monetary organization, trade barriers and 
discrimination, and trade and financial relations with the less developed countries.”— 
Foreign Affairs $3.50. Paper, $.95 


Modern Capitalism 
The Changing Balance of Public and Private Power 


By ANDREW SHONFIELD, Director of Studies, Royal Institute of International Affairs. 
“A remarkable book examining in depth the postwar economic policies and practices of 
Britain, France, Germany and the United States. ... Out of contraste and similarities he 
draws explanations of the characteristics of the postwar period and sets forth suggestive 
ideas about the relation of government and business in a modern democracy.”—¥Foreign 
Affairs, “The most authoritative treatment on the subject yet written.”—Grorce LICHT- 
HEM, N.Y. Review of Books $10.50. Paper, $4.50 


Oxford University Press / New York 
Please mention Tur AuxzicAN Economic Review When Writing to Advertssers 
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A New Series of REPRINTS 


HISTORY OF 
AMERICAN 
ECONOMY 


General Editor: WILLIAM N. PARKER, 
Professor of Economics Yale University 


Aaron Morton Sakolski 


The Great American Land Bubble; 


the ann Story of Land-Grabbing, Specula- 
tions, an d Boom fr from Col to the 
Preeent Time . New York and Cannon 1932 
(Reprint Summer 1966) 


front., illus., plates, ports., maps, facsims. 


Frank William Taussig 
The Tariff History 
of the United States 


Eighth Edition. Including a Consideration of 
the Tariff of 1930. New Yo 1931 (Reprint 
October 1966) PN ( 


Cloth 

















Matthew Brown Hammond 


The Cotton Industry; 
in American Econ 


T. 
October 1966) 
map., fold. tab. diagr. Cloth .......... 312.50 


Rolla Milton Tryon 


Household Manufactures 
in = dign inii 


John Leander Bishop 
A History of American. 


Manufactures from 1608-1860... 


Comprising Annals of the Industry of 
United States in Machinery, Mac uus UM 
Useful with a Notice of the Important 
Inventions, Tariffs, and the Results ee 
Deconnial’ Census 


Teiphia, 1860 (Rep 
ed. rev. and enl. Philadelphia, 1 APT 
Summer 1966) 
3 vols., fronts., ports. Cloth .......... $50.00 
Detailed leaflet available upon request. 
Please Inquire. 


Johnson Reprint Corporation 11 rh avenue, New York, nv. 10003 


— 
MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION 


Members of the Association may purchase the three-volume set of The Correspondence 
of Léon Walras and Related Papers, William Jaffe, Editor (list price $40.00), at the 
special price of $26.00. 

The three volumes comprise, in the text and in the notes, a selection of eighteen hun- 
drad seventy-one letters and more than fifty hitherto unpublished papers. Over 90 
percent of the letters have never appeared In print before. While the editorial notes 
are In English, the letters and papers are presented as written. Most of the letters are 
in French; the rest are in English, German, and Italian. 


While the main purpose of this edition Is to acquaint the reader with Léon Walras as a 
working economlst, another purpose, hardly less Important than the first, Is served by 
the presentation of both sides of the correspondence, since. the eminence of Walras' 
principal correspondents lends special Interest to thelr epistolary observations. Their 
judgments of Walras' work and ideas and thelr incidental comments on the world of 
their day throw new light on their own writings and offer new insights into thelr per- 
sonalities. An epoch of over half a century is thus brought to life in the exchange of 
confidences bearing on the intellectual, political, and academic events of the time. 


Orders for the three-volume set of The Correspondence of Léon Walras and Related 
Papers should be sent directly to: 


NORTH-HOLLAND PUBLISHING COMPANY 
P.O. Box 103, Amsterdam, The Netherlands 


To recelve the special discount, orders must be accompanied by a check for $26.00 


and a statement that the sender Is a member of the American Economic Association. 
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Announcing the firstvolumes | 
inanewandtimelyseries 





Policies Toward 


China: Views from 


Six Continents 
Edited by 
A.M.Halpern. 


“rich and varied back- 
ground material for the 
cruclal decisions that 
await us in the Far East" 
—Saturday Review. 
Examines the common 
patterns as well as the 
unique features In the 
attitudes and behavior 
of non-Communist 
countries (excluding the 
United States) toward 
the two Chinas and 
assesses their implica- 
tlons for U.S. policy. 
$9.95 hardcover 

$3.95 paperback 


on Communist China 


The American 
People and China 
By A.T. Steele. 


*a level-headed, Ilterate, 
and quletly explosive 


study... the most solid 
contribution in the 1960's 
—New York Times Book 
Review, On the basis 
of polla and extensive 
Interviews, Mr. Steele 
concludes that Amer- 
icans as a whole are 
poorly informed about 
China and poorly 
equipped to deal with 
the Issues which the 
eure problem poses. 


Published for the Council on Foreign Relations 
McGRAW-HILL BOOK COMPANY 330 West 42nd St., New York 10036 


Communist 
China'sEconomic 
Growth and 
Foreign Trade: 
Implications for 
U. S. Pollcy 

By Alexander 


Eckstein. | 

An analysis of China’s 
drive to bacome a 
leading industrial nation 
and the role foreign 
trade has played In these 
efforts. Dr. Eckstein 
focuses on the Great 
Leap Forward—ite Initial 
successes and disas- 
trous consequences~ 
and China's capacity. 
for supporting a major 
power position. 

Just Published 

$8.50 
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From ST. MARTIN’S 


Locational Analysis in Human Geography 
By Peter Haggett 


This book provides a thorough examination of the trends in geography 
toward greater use of theoretical models and quantitative techniques of 
analysis. Part One, Models in Locational Structure, discusses the geographi- 
cally significant aspects of the main theoretical models; and Part Two, 
Methods in Locational Analysis, reviews the tools available for attacking 


the problem of locational structure. 


1965. 350 pp. $8.00 


Economic Geography of Canada 
With an introduction to a 68-region system 


By Pierre Camu, E. P. Weeks, and Z. W. Sametz 


1964. 409 pp. $8.95 


Send for our 1966 Economics catalog. 





College Department 


ST. MARTIN'S PRESS 


175 Fifth Avenue, New York, N.Y. 10010 





FSi Foreign Studies Institute FS: 


NEW, IMPORTANT Books by Philip Charles Newman 


CARTEL AND COMBINE 


Essays on Monopoly Problems 
CONTENTS 

. The Economic Structure of the Peace 

. The Role of Economic and Marketing Data in 
Antitrust Administration 

. Foreign Commerce and the AntiTrust Laws. 

: fouls and Combinations In International Avia- 

on 

, Key German Cartels Under the Nazi Regime 

. Authoritarianism and Market Controls 

. The Predecessors of the European iron and Coal 
Community 

. Banking Concentration and Small Business 

. The Unilever Combine 

; LIED Alloy Castings—The Anatomy of a Price 

. Labor '" Monopoly''—A False Issue 

393 pages $10.00 


PUBLIC CONTROL OF BUSINESS 


An International Approach 


This volume will serve admirably as a supplementary 
text for courses in government and business, inter- 
national economics, and competition and monopoly, 
Its 400,000 words contain: 
* the anti-moncpoly laws of all important 
countries 
* complete texts of important cartel and com- 
modity agreements 
* texts of consent decrees and other negotiated 
settlements — 
* orders of military occupation authorities 
® leading international proposals to deal with 
monopoly problems 


“Aau Du Ne 


Zoco 


J 


* almost 100 documents—some in English for 
the first time 


. extraneous material has been skillfully deleted 


and each main topic and many selections are pre- 


ceded by incisive introductions which place the ma- 
terial in Hs proper context. 


50! pages, scores of charts $10.00 


Now available: 
CUBA BEFORE CASTRO 


An Economic Evaluation 
123 pages $3.30 


NEW YORK’S ECONOMIC DESTINY 
$2.00 


In Press ... August Publication 
FOREIGN AID AND ECONOMIC 


GROWTH 
$8.95 prepublication price 


69 pages 


Write for descriptiva brochures, or 
order directly from: 


Foreign Studles Institute 


Post Offlce Box 275, Ridgewood, New Jersey 
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New and recent textbooks 
for College Courses 








READINGS 
IN INTERNATIONAL 
ECONOMIC RELATIONS 


Edited by Finn B. Jensen, Lehigh University; and Ingo Walter, 
University of Missouri at St. Louis; with 44 contributors 


Newl Designed primarily for introductory courses in international economics, 
this book presents the significant aspects of international economic relations in 
clear, non-technical terms. The readings emphasize problems which have gained 
rapidly in importance since World War II and which promise to characterize the 
international economy in years to come. Each chapter is introduced by a short 
editorial section, and the material is arranged so that chapters or individual 
readings may be omitted. Chapters are self-contained, allowing the instructor to 
alter the order of readings. Includes a comprehensive guide to further reading. 


1966. 528 pp. $6.50 


REAL ESTATE 


Arthur M. Welmer, Indiana University; and 
Homer Hoyt, Homer Hoyt Assoclates 


Just Published! This book provides a thorough coverage of real estate operations 
from the decision-making standpoint. Special emphasis is placed on those factors 
which set real estate decisions apart from decisions in other business areas, as 
weil as in personal and governmental areas—particularly those factors related to 
income production at fixed sites. Although special emphasis is given to broad 
principles and concepts, a substantial amount of material on current practices is 
presented, primarily in the form of numerous study projects. A special chapter 
on international real estate trends is included. Instructor's Supplement available. 
3th Ed., 1966. 756 pp., illus. $8.50 


ECONOMIC GEOGRAPHY 


Lawrence A. Hoffman, The Ohio State University 


ized around a functional appraisal of location, natural resources, and re- 
gional characteristics, this textbook is designed for courses in economic geogra- 
phy or descriptive regional economics. It involves the assessment of aspects of 
economic history, regional economics and piu ob and other social sciences 
as they relate to the over-all world economic development. Location trends are 
discussed in terms of historical background, technological tendencies, and insti- 
tutional relationships. Numerous full-page graphs and photos are included. 
1965. 585 pp., illus. $8.00 





The Ronald Press Company 
——— sese I5 East 261b Street / New York, N.Y. 
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[ASP Translation J ournals 


from original. Soviet and Eastern European sources 


IASP economics journals are the principal source in Engli 
` of scholarly articles translated in full from leading Soviet and 
_ Eastern European periodicals in the field. 


PROBLEMS OF ECONOMICS 

Selected articles from Soviet sources 

Editors: PROFESSOR MURRAY YANOWTTCH, FRED ABLIN 
In future issues: Principles and Criteria of Optimal Planning, V. Dadaian; 
Small and Medium-Sized Cities and the Location of Industry in the USSR, 
S. Mikhallov and N. Solov'ev; Problems of Utilization of Labor Resources 
in the Countryside, M. Vasilenko and S. Kolesnev; Profitability of Soclalist 
Enterprises, E. G. Liberman; Problems of Planned Price Formation, arti- 

. cles by V. Diachenko, R. Belousov, L. Kantorovich and others. 
Monthly. $50.00 


MATHEMATICAL STUDIES IN 

ECONOMICS AND STATISTICS 

in the USSR and Eastern Europe 

Editor: PROFESSOR PAUL MEDOW 
Selections from Volume I: Concerning a Class of Games on the Unit 

with an Unlimited Gain Function, E. B. Ianovskaia; The Basic 

Contours of the Model of Planned Price "Formation, V. S. Nemchinov; 
A Dynamic Model of Optimum Planning, L. V. Kantorovich; A Model of 
Economic Growth, Oskar Lange. Quarterly. $35.00 


EASTERN EUROPEAN ECONOMICS 

General Editor: PROFESSOR JERZY F. KARCZ 
Volume IV, No. 1: Czechoslovakia’s New System of Economic Planning 
and Management, Ota Sik; Fluctuations and Trend in the Rate of Eco- 
nomic Growth in Same Socialist Countries, Josef Goldmann; The Devel- 
opment of the Structure of the Czechoslovak Economy, Karel Kouba; 
(partial list). Quarterly. $35.00 


THE AMERICAN REVIEW 
OF SOVIET AND EASTERN EUROPEAN 
FOREIGN TRADE 


Editors: PROFESSOR MURRAY YANOWITCH, FRED ABLIN 

Volume II, Nos. 2/3: Problems of Realizing the New Economic System of 
Planning and Managing the Economy in the Area of Foreign Trade, in 
hard Grote; The New Economic System of Planning and Managin 

Economy and Foreign Trade Profitability, E. Faude and W. Maier; eS World 
Trade: East and West; (partial list). Bi-monthly. $35.00 


All back issues available. Special rates: individuals, classroom use. 


FORTHCOMING QUARTERLY TRANSLATION JOURNALS 
CHINESE ECONOMIC STUDIES WESTERN EUROPEAN ECONOMICS 
SOVIET STUDIES IN WORLD ECONOMICS AND POLITICS 


e . Annual subscription: $35.00 each 
for additional information, write to 


INTERNATIONAL ARTS AND SCIENCES PRESS 
108 Grand Street, R-5, White Plains, New York 10601 
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Books from IASP 


Translations from Soviet and Eastern Europe 
PLANNING, PROFIT uu 


AND INCENTIVES IN THE USSR 
Edited with an Introduction by MYRON E. SHARPE 


Volume I—THE LIBERMAN DISCUSSION: A NEW PHASE IN SOVIET ECO- 
NOMIC THOUGHT, Articles by Professor E. G. Liberman 
and other Soviet economists discussing the role of management 
initiative, profit and material incentives in a socialist economy. 

Volume II—REFORM OF SOVIET ECONOMIC MANAGEMENT. Decisions, laws 
and articles from the Soviet press on the new planning and 
management system. 

These two volumes contain a comprehensive collection of translated arti- 
cles from Soviet sources analyzing shortcomings in Soviet economic a 
‘ning and management and presenting the proposals which lay at the basis 
of the current reforms. Price per volume: $10.00 


PLANNING 


THE LABOR FORCE IN HUNGARY 

by DR. JANOS TIMAR, Chief of the Manpower Planning Department, 

National Planning Office, Bodapost 
This study offers a com nsive evaluation of current and long-range . 
labor force problems in Hungary. À twenty-year pin hiis plan is pre- 
sented and is related to of long-term economic planning. Methods 
and assumptions used by Hungarian economists in investigating problems 
of employment in the course of elaborating the long-term economic plan . 
are clarified. A study of data from twenty-four countries is made, dnd 
the level of development and employment of the labor force. The boo 
contains numerous tables and charts. Price: $10.00 


PROBLEMS OF 


SOCIALIST COMMODITY RELATIONS 
by OTA SIK, Director of the Economic institute of Crechoslovakia 
This book is of outstanding significance in the development of economic 
in Eastern Europe. The author ts a detailed theoretical inter- 
pretation of the nature and pecullarities of commodity production under 
socialism. He argues the ipte) of a single central decision- 
making body and stresses the need for a wide variety of managerial centers 
possessing relative independence in the affairs of management within a 
general unified planning system. The book setties accounts with dogmatic 
theories of socialist commodity relations and underlines their adverse in- 
fluence on economic growth in centrally planned economies. Published in 
cooperation with the Publishing House of the Czechoslovak Academy of 
Sciences, Fall publication. Price: $12.00 


YUGOSLAV ECONOMISTS 


ON PROBLEMS OF A SOCIALIST ECONOMY 

Editor: DR. RADMILA STOJANOVIC, Belgrade University 
This is a collection of original articles offering a comprehensive review of 
Yugoslav economic theory and practice. An authoritative presentation by 
Yugoslavia’s leading economists. Price: $10.00 


please place orders with ds 
INTERNATIONAL ARTS AND SCIENCES PRESS 
108 Grand Street, R-5, White Plains, New York 10601 
Please mention Tux Auxnican Ecowoxic Ruview When Writing to Advertisers 





Trade, Fi inance, and 
Development in Pakistan 


J. Russell Andrus and Azizali F. Mohammed. The authors have con- 
centrated on a detailed study of the financial and commercial aspects 
most closely involved in development: foreign trade and payments, 


banking and public finance, and plans for continued economic US 


Forward Exchange, Speculation, and 
the International Flow of Capital 


Herbert G. Grubel. This analysis of forward exchange markets im- 
proves on existing theoretical work by synthesizing, reformulating, 
and extending various elements of traditional theory into a logically 
complete model. $6.00 


` Order from your bookstore, please 
STANFORD UNIVERSITY PRESS 


BACK NUMBERS WANTED 


The Association will pay seventy-five cents a copy for the fol- 
lowing issues (sent prepaid and in good. condition) of the 
American Economic Review: March, 1960; December, 1961; 


March, May, 1962; March, 1965. 


Send to 
The Secretary 


AMERICAN ECONOMIC ASSOCIATION 
Northwestern University, 629 Noyes St., Evanston, Illinois 60201 
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New from Chicago... 





THE CORPORATE MERGER 
Edited by WILLIAM ALBERTS and JOEL SEGALL 


Despite a rising tide of business mergers and acquisi- 
tions in recent years, understanding the reasons behind the 
merger phenomenon na lagged. In tbis Hie noted scholars 
and businessmen explore three areas of corporate merger: 
the relation of growth to profit, the execution of specific 
mergers, and managerial iere after the merger. These 
articles define issues, apply relevant economic theory, and 
dd important experience, from the managerial view- 
poin 

This pioneering work will interest professors of business 
meri rA. as well as businessmen, investors, bankers, 

api ur uds in marketing and production. Based on a semi- 

by the University of Chicago Graduate School of 

Business, and co-sponsored by the MeKinsey Foundation, 

each paper is followed by an edited transcript of the discus- 
Sion it generated. 

Contents: Growth as a Tey of the Firm: The Relation- 
ships between Profitability and Size—Diversification, 
Mergers, and Profits—Business Cycle Factors in the Choice 
between Internal and External Growth— Corporate Mer re- 
ers and the Antitrust Laws: Clayton Act, Section 7. T 
Evaluation of Proposed Mergers: Expansion by Merger— 
The Determination of Share Exchange Ratios In Mergers 
—Merger Analysis as a Capital Budgeting Problem. Man- 
agerial Problems after Merger: Some Principles of Acquisi- 
tion-—Organizational Aspects of Corporate Growth—The 
Control of Divisionalized Acquisitions—A Partial Sum- 
ming Up: The Profitability of Growth by Merger. 

$20 pages, $6.00 


THE NATION’S ECONOMIC OBJECTIVES 
Ediied by EDGAR O. EDWARDS 


*...8 source of pride and pleasure to economists. We 
can be proud of the demonstration that some economists 
have something important to say to the public and can say 
it in an understandable and interesting way."— HERBERT 
STEIN, American Economic Revtew. 

167 pages Cloth, $4.95 Paper, $1.76 


ESSAYS IN THE HISTORY OF ECONOMICS 


By SEORGS J. STIGLER 


. of value to both scholars and sophomores. It treats 
T history of economic thought as something to think 
about, not as a field for leisurely cataloguing or a source of 
decorative allusions."— THOMAS SOWELL, American Eco- 


nomic Review. $91 pages Cloth, $6. 96 Paper, $2.95 
UNIVERSITY OF CHICAGO PRESS 
Chicago/London 


5750 Ellis Avenue, Chicago, Illinois 60637 
In Canada, University of Toronto Pross 
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New from Prentice-Hall . 
HOW. BUSINESS ECONOMISTS FORECAST 


Edited by WILLIAM F. BUTLER, The Chase Manhattan ‘Bonk, 
and ROBERT A. KAVESH, New York University 


Here is an actual record of how 29 of the nation’s leading business economists fore- 
cast. How they combine, how they improvise, how they select, and how they adapt 
Information to formulate guidelines for managerial decision-making. 


In 26 essays these expert forecasters reveal their secrets and, detail: their Individual 
methods of fusing the sciences and arts of their field in preparing studies of product 
prospects, sales, profit margins, diversification potentlals, etc. 


Five major sections cover the approaches used in forecasting: models and econometric 
approaches, Indicators, and use of surveys. This is followed by a detailing of the 
procedures involved in forecasting the gross natlonal product and various components 
of the total U.S. economy. Next, the analytical framework is scaled down to the level 


of firm and Industry. Step-by-step techniques are provided for preparation of sales ^ ` 


forecasts for given. organizations. Part Four covers forecasting In the financial area, 
revealing methods [n forecasting the stock market, corporate profits, interest rates, 
and monetary policy. The final section of this book describes the uses of the forecast, 
its Interpretation and evaluation. March 1966, 540 pp., $15.95 


(Prices shown are for student uso.) 


For an approval copy, write: Box 903 
PRENTICE-HALL, ENGLEWOOD CLIFFS, N.J. 07632 


Federal Economic Policy 


1945-1965 


Survey of developments in economic policy since World War Il, 
with charts of key economic indicators 


Chronology of Congressional action and debate on economic is- 
sues, 1945-1965 S ' 


The Bodgot: Analyzing Federal Finances 
The U. $. Public Debt and Hs Management 


A look at the President's 1967 Budget and Economic Report, with 
texts of the President's messages to Congress 


96 pages 814“ x11” March 1966—to be updated yearly 
$2.50 (paper) 


- 


EDUCATION DEPARTMENT 


CONGRESSIONAL QUARTERLY SERVICE 


1735 K Street, N.W., Washington, D.C. 20006 
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. PRICE THEORY. AND ITS USES 

o Donald Stevenson Watson 

This highly successful text covers all standard topics of intermediate 
price theory. Skillfully written at a middle level of difficulty, it main- 
tains a suitable quality of rigor without introducing unnecessary re- 
finements, Special features include many examples of the uses of price 
theory and a simple treatment of the modern theory of measurable 
utility. | 

4351 pages. — 1963 | $6.75 


. PRICE THEORY IN ACTION 
a . . A Book of Readings 
Donald Stevenson Watson 

An ideal supplement for courses in intermediate price theory, and 
business and managerial economics. The selections present empirical 
illustrations of theoretical concepts and applications of those concepts 
. to actual economic problems, with emphasis on the illustrations and 
. applications rather than on the development of contributions to theory 
| per se. 

355. pages, paperbound 1965 $4.50 


ECONOMIC POLICY 


Business and Government 
Donald Stevenson Watson 


This comprehensive, objective survey enables the student to investigate 
all areas of contemporary economic policy and to observe the relation- 
ships among them. It considers the whole setting and function of gov- . 
ernment in the economy, and explores the ethical, political, and eco- 
nomic value judgments that are the basis of economic philosophies. 


829 pages 1960 $8.75 


E 
~~ 
`w 


f tec 
aly 


Houghton Mifflin Company * 


MR $, 
: = 
-—À ne 


= DOSTON- NEW YORK: ALANLA GENIVA LEDS ARLAS © PALOUALEO 
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Strategy: the science and art 
of mnterrelating political, 
economic, psychological and 
military forces of a nation to 
afford maximum support for 


uts adopted policies 


The Institute for Defense Analyses contributes to our nation’s 
deliberations on strategy by advising on the weapons systems, 
processes, and economics of defense. In this activity, IDA’s guiding 
belief is that meaningful advice can best be developed by bringing 
together highly qualified experts from a variety of fields, and providing 
stimulating guidance and a creative environment. IDA conducts 
studies for elements of the Department of Defense such as the 

Joint Chiefs of Staff and the Director of Defense Research and 
Engineering, as well as other executive agencies of the Government. 
To enhance our response to their requests, we wish now to add as 
professional staff members a few outstanding people at the level of 
Ph.D., with backgrounds in economics, operations research 

and systems analysis. 

Write to T. J. Shirhall, Institute for Defense Analyses, 

400 Army-Navy Drive, Arlington, Virginia (near the Pentagon). 
An equal opportunity employer sponsored by 





twelve of the nation's leading universities. 
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three essential Brookings books 





Joseph A. Pechman Federal Tax Policy 


David J. & Attiat F. Ott 


James A. Maxwell 


at any bookstore or from 


Cloth $5.00 Paper $2.45 


Federal Budget Policy 


Cloth $5.00 Paper $1.95 


Financing State and 


Local Governments 
Cloth $5.00 Paper $2.45 


The 1964 tax cut substantially increased consumer and 
business expenditures, drastically reduced unemploy- 
ment, and stimulated unprecedented interest in govern- 
ment fiscal policy. The economic potency of tax and 
expenditure policies has been firmly established, but 
their use remains highly controversial. These three 
books enable students and taxpayers to better under- 
stand and contribute to public discussion of pub- 
lic finance. Together, they present a comprehensive re- 
view of how federal, state, and local governments raise 
and spend funds for the many purposes that so strongly 
affect America’s economy and society. They are espe- 
cially suitable for first- and second-year college courses 
in economics, political science, and government finance. 


THE BROOKINGS INSTITUTION 


1775 Massachusetts Avenue, N.W. 
Washington, D.C. 20036 
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For Courses in Macroecononiics, 


Employment Theory, and Economic Growth 


Readable Teachable ^ Original 


A paella Theory of 
EMPLOYMENT GROWTH AND 
INCOME DISTRIBUTION 

. by SIDNEY WEINTRAUB 
Professor of Economics, University of Pennsylvania 


A unified theory of employment and employment growth. The 
book extends the author’s earlier work on the price level and in- 
come distribution to growth phenomena. The argument on the 
relation of money wages to profits should prove to be particularly 
useful and important. 


“The book has very many important new insights into growth 

. theory, profit changes and the causes and consequences of relative 

changes in the capital stock. Glorious and Gloomy Ages, and two 

handed policies, one an invisible hand, one a ‘Visible Hand should 
prove fruitful in our thinking on public issues.” 


Professor Eugene Smolensky, University of Chicago. 
“This is indeed theory as theory should be.” 
Professor John Kenneth Galbraith, Harvard University. 


147pp. Illus. Cloth Code #1673 $6.08 Net 


Other books by the same author: 


Wage Theory and Wage Policy/An Approach to the Theory of 
Income Distribution/Intermediate Price Theory/Classical Key- 
nesianism, Monetary Theory and the Price Level/A General 
Theory of the Price Level. 


CHILTON BOOKS—EDUCATIONAL DIVISION 
401 Wainut Street, Philadelphia, Pa. 19106 


Write for our catalog of books on Economics. — 
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ELEMENTARY THEORY OF ECONOMIC BEHAVIOR 
By Josef Hadar, Case Institute of Technology 


This introductory textbook is deaigned to present the basic subject matter of intermedi- 
ate microeconomics, and to introduce the student to the principles of economic theoriz- 
ing. While the material in this text is introductory in nature, its exposition is designed 
to meet the requisites of sound methodology. To this end, special attention has been 
given to the handling of technical and the development of logical ts, The 
book contains two pene pe parts—the deals with the behavior of the the sec- 
ond with the behavior of the consumer. However, each part is sufficiently self-contained 
to make a reversal in order of presentation feasible. In Press. 


LINEAR EQUATIONS AND MATRICES: __ 
By John B. Johnston, G. Baley Price, and Fred S. Van Vleck 
University of Kansas MEC 


This introductory text is intended to provide one of the necessary foundations in 
mathematics for students in the management, social, and EU SiE sciences —and espe- 
cially for students who expect to undertake graduate work in these fields. Coverage in- 
cludes the solution of systems of m linear ations in n unknowns, flow charts for de- 

ing the algorithm for solving systems of linear equations, matrix algebra, inverses 
of matrices, the solution of matrix equations, and applications of these subjects in the 
management and social sciences. Three years of high school mathematics will provide 
the necessary background. 308 pp, 78 illus. $8.50 


LINEAR PROGRAMMING 
By George Hadley 


Provides a rigorous and detailed development of the theory, computational techniques, and 
applications of linear programming. Besides the stan topics, it provides detailed de- 
opments of the primal-dual algorithm, network flows and the network flow method of : 
solving transportation problems, generalized transportation problems, post optimality prob- 

lems, and the relationship between linear programming and game theory. 
520 pp, 74 illus. $10.75 


NONLINEAR AND DYNAMIC PROGRAMMING 
By George Hadley 


Provides a rather detailed development of the theory and computational techniques of 
nonlinear and dynamic programming. ut, the emphasis is placed on the develop- 
ment of computationally feasible methods of solving nonlinear programming problems and 
on the associated difficulties. À large number of probis of varying degrees of complexity 
are provided at the end of each chapter. 496 pp, 77 illus. $11.50 


INTRODUCTORY PROBABILITY AND STATISTICAL 
APPLICATIONS 


By Paul L. Meyer, Washington State University 


Assuming a calculus prerequisite, this one-semester text presents the basic ideas of prob- 
ability and statistics emphasizing random variables. Employing an axiomatic approach, the 
emphasis is on practical applications, thus making the book of prime interest to engineers, 
physiciste, those interested in the quantitative social sciences, and, in fact, anyone needing 
the subject as a tool. 339 pp, 180 illus. $8.75 
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RESEARCH AND ANALYSIS 
OPPORTUNITIES 


e ECONOMICS 
e STATISTICS 
e SOCIOLOGY 


WE H AVE career opportunities for persons who can conduct research, 
| analysis and surveys in all branches of economics, statis- 
tics and sociology; conduct liaison with representatives 
of other governments and industry, and prepare informa- 
tive reports and correspondence. 


WE OFFER interesting and challenging work concerned with pro- 
grams or studies on specific industries, sectors or areas of 
the economy and with economic and social problems and 

activities in Canada, These include: 


| government 
of 
| canada 


Forestry Fisheries 
Agriculture Labour and Manpower 
Energy Transportation 
Government and Business Health and Welfare 
Finance 
Judicial Education 
Industrial Real Output Input-output analysis 
Productivity Population and Demography 
Ínternational Trade National Accounts and 
Balance of Payments 
Merchandising and Mathematical Statistics 
Services 
Econometrics Sampling and Survey 
Research 
Price Analysis Regional Statistics and 
alysis 


Economic Growth and aay pers Programs in the Nat- 
ural Resources and Industrial Sectors. 


WE WANT University graduates, including those graduating in 1966, 
in economics, statistics, commerce, sociology or other ap- 

propriate fields of study. For some positions, we require a 

greater quality and quantity of experience than for others. 


SALARIES eee NES with qualifications 


| The applications of persons who are not appointed immediately may be placed 
in a "candidate inventory" and reviewed as further vacancies occur. From time 
to time positions may be advertised in newspapers and by other means, 


For some positions a knowledge of either English or French may suffice, but for 
other positions, a knowledge of both languages may be required. 


Interested persons are invited to correspond with, or apply to, the CIVIL SER- 
VICE COMMISSION OF CANADA, OTTAWA 4, ONTARIO. Please quote Pro- 
gram 66-430 on all correspondence. 
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ECONOMICS: AN INTRODUCTION 10 ANALYSIS 
AND POLICY, 5TH EDITION, 1966 


by George Leland Bach, Carnegie Institute of Technology 


Emphasizing the essential core of economic theory, and repeated, direct use 
of that theory in analyzing real-world situations and policy problems, the new 
edition includes the following innovations: 

The book is extensively rewritten. The text is shorter and more compact. 

The macro-economic analysis and policy sections are completely rewritten. 


A new chapter on "General Equilibrium and Economic Welfare.” 


Optional new mathematical ooe d Sd to key macro and micro theoretical 
chapters, placed at the end of the boo 


A completely new section on the theory and policy problems of gold and the 
balance of payments and liquidity problems. 


An expanded and more rigorous treatment of the "Public Sector." 


A new arrangement that falls more readily into a normal two-semester divi- 
sion, or that can readily be used for a one-semester course. 


February 1966, 728 pp., $8.95 


ECONOMIC ANALYSIS AND POLICY: Background Readings for Current Is- 
sues, 2nd Edition, 1966 Edited by Myron L. Joseph, Norton C. Seeber and 
G. L. Bach, all of the Carnegie Institute of Technology. Completely revised, 
this new edition of the readings volume now includes five new major sections 
replanned to provide greater depth on issues covered. February 1966, 576 pp., 
paper, $3.95 


WORKBOOK IN ECONOMICS, 3rd Edition, 1966 by Myron L. Joseph and 
Norton C. Seeber. Entirely revised and updated to fit the new edition of Bach's 
ECONOMICS, 5th Edition, now including a new self-test section and exten- 
sively reviewed and reworked objective questions. February 1966, 244 pp., 


paper, $2.95 

MICROECONOMICS: A Programmed Book by Keith Lumsden, Stanford Uni- 
versity, Richard Attiyeh, Yale University, and G. L. Bach, Carnegie Institute 
of Technology. This self-teaching ‘programmed learning’ unit parallels the 
core materials on price theory in Bach's ECONOMICS. Based on highly 
successful experiments, it will help students to develop a firm grasp of the 
fundamentals, working at their own pace, as a supplement to the basic text. 
Parallel units in macro economics and other sections will soon be available. 
February 1966, 179 pp., $2.25 


A new TEACHER'S MANUAL to accompany Bach's ECONOMICS, 5th Edi- 
tion. (Free upon adoption.) 


(PRICES SHOWN ARE FOR STUDENT USE.) 


For an approval copy, write: Box 903 


PRENTICE-HALL, Englewood Cliffs, N.J., 07632 
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LOSES SE OSE ore oto eie 


H STUDES IN ECONOMICS 


The Preferred Series 
‘for Economics and Business. Courses 


General Editor: DAVID E. NOVACK, Vassar College 
New titles 


MONETARY POLICY—The Argument from Keynes’ 
Treatise to Friedman 
"William Hamovltch, Queens College 


‘AMERICA’S ROLE IN THE WORLD ECONOMY—. 
_ The Challenge to Orthodoxy 
Douglas F. Dowd, Corneli University 


ANTITRUST POLICY——Economics and Law 
S. E. Berki, Cornel! University 


Widely adopted 


KEYNES AND THE CLASSICS 
Robert Lekachman, State University of New York at Stony Brook 


_ THE FEDERAL DEFICIT—Fiscal Imprudence or Policy Weapon? 
Willlam Hamovitch, Queens College 


ECONOMIC DEVELOPMENT—Evolution or Revolution? 
1 Laura Randall, Queens College 


WAGE DETERMINATION— Market or Power Forces? 
Richard Perlman, University of Wisconsin, Milwaukee 


INFLATION—-Demand-Pull or Cost-Push 
Richard Perlman, University of Wisconsin, Milwaukee 


THE CONTROVERSY OVER THE QUANTITY THEORY OF MONEY l5] 
Edwin Dean, Columbia University 
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W FEATHERBEDDING AND TECHNOLOGICAL CHANGE (i 
£ À Paul A. Weinstein, University of Maryland ' iS 
Each Volume Paperbound Each about 150 pages Each $1.50 / 


Other Volumes in Preparation 


D. C. HEATH Home Office: Boston, Mass. 02116 V, 
4: 


aver E . 
D ay e D 
LI ^ nar" HM uA 7 A * 
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> 


Sales Offices: 


AND COMPANY Englewood, N.J. 07631 Chicago, iil. 60616 } 
San Francisco, Calif. 94105 Atlanta, Ga. 30324 [ÑA 
mE COLLEGE DEPARTMENT Dallas, Tex. 75247 London w.c.1 Toronto 25 $ 
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New 





Democracy and Economic Change in India 


GEORGE ROSEN. Mr. Rosen presents a framework for analyzing the rela- 
tionship of political change and economic development in a country under- 
going both processes. He goes on to apply this to the.case of India, and con- 
cludes by indicating some of the implications of this analysis for United 
States policy toward India. Among other things, Mr. Rosen turns to the 
economic development achieved by the first two Five Year Plans, distin- 
guishes between the gainers and the losers from this development, and re- 
lates this evolution to changes in political power and to change in the posi- 
tion of various caste and class groups. In the light of these shifts, Mr. Rosen 
examines current Indian economic problems and indicates possible and prob- 
able solutions. 6.75 


Ideology and Organization in Commumst China 


H. F. SCHURMANN. This book, after a discussion of ideology in its first part, 
attempts to answer the question how Chinese Communist organization func- 
tions and why it is so successful. Dr. Schurmann demonstrates how the 
Chinese Communists attempted during the First Five-Year Plan (1953-57) 
to emulate the Soviet organizational experience and during the so-called 
Great Leap Forward (1958-60) to use their own organizational methods to 
achieve economic progress. The presentation of the contrast between these 
two models of organization sheds light on significant differences between 
the Soviet Union and Communist China. A publication of the Center for 
Chinese Studies. $12.50 


Coming in September 
The Argentine Economy 


ALDO FERRER. Translated by Marjorie M. Urquidi. Argentina presents a 
paradox. Although it has all the conditions necessary for rapid development, 
its economic output since 1948 has barely kept pace with its population in- 
crease. In this book a leading Argentine economist traces the historical 
reasons for this stagnation, from the colonial period to the present day, al- 
ways relating Argentina to the world economy. He then points out the alter- 
natives which Argentina faces in this crisis in her development. $6.00 


from California 


Van 
A UNIVERSITY OF CALIFORNIA PRESS 
v2 Berkeley 94720 


Please mention ' THE Ammrican Economic Review When Writing to Advertisers 


JXV 








THE IDENTIFICATION PROBLEM 
IN ECONOMETRICS 


By FRANKLIN M. FISHER, 
Massachusetts Institute of Technology 


The only extended and unified 
treatment of identification theory, 
this book is also the only one to fully 
integrate that theory into a compre- 
hensive discussion of the characteris- 
tics of simultaneous equation systems. 
A full heuristic and intuitive discus- 
sion is provided without sacrifice of 
rigor. 199 pp., $8.95. 


MONEY, PRICES, AND POLICY, 
2nd Edition 


By WALTER W. HAINES, 
New York University 


This fine, readable book has been 
extensively revised and expanded. It 
covers monetary history, institutions, 
and theory, monetary and fiscal 
policy, and briefly, international 
monetary relations. Excellent for a 
full year or one-semester course. 

800 pp., $9.75. 


PRIVATE AND PUBLIC PLANNING 


By NEIL W. CHAMBERLAIN, 
Yale University 


This is the first book to present an 
overall, nonideological examination 
.of present and future planning in the 
industrialized countries of the West. 
The book shows the similarities be- 
tween public and private planning 
and demonstrates their interdepend- 
ence. 256 pp., $7.95. 


TIMELY BOOKS ON 
MODERN ECONOMICS 


THE STOCK MARKET, 4th Edition 
By WILFORD J. EITEMAN, University of 
Michigan; CHARLES A. DICE, Ohio State 
University; and DAVID K. EITEMAN, 
University of California at Los Angeles 
Completely revised and updated, 
this successful book is more valuable 
than ever as a thorough overview of 
every aspect of the history, structure, 
and operation of today’s securities 
exchange. 570 pp., $12.00. 


(Text edition also available) 


FEDERAL INCOME TAXATION. 


VOL. |: Fundamental Questions, 
Prohlems, and Cases. 
VOL. Il: Solutions 


By CHARLES J. GAA, 
Michigan State University 


VOL. I—This comprehensive prob- 
lem casebook offers a general intro- 
duction to the structure of the Fed- 
eral income tax and shows how its 
general "principles" apply to a wide 
variety of investment, business, em-. 
ployment, and personal situations. 

1,415 questions, problems, and 
cases—long, short, easy and difficult 
— cover a wide range of situations 
to provide maximum usefulness 
throughout. 'These are grouped in 35 
major parts and subdivided into 116 
subjects for quick and easy location 
in the book. 491 pp., $9.75. 


VOL. II— Complete solutions to 
all the items presented in VOL. I. 
742 pp. $9.75, 
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THE PLURALISTIC ECONOMY 


By ELI GINZBERG, 

DALE L. HIESTAND, 

and BEATRICE G. REUBENS, 
all of Columbia University 


This book examines the transfor- 
mations in the American economy 
since 1929. It shows that these 
changes are still going on, particu- 
larly as regards the coexistence and 
interaction of profit and non-profit 
(including government) sectors of 
the economy. 222 pp., $5.95. 


OPERATIONS RESEARCH AND 
QUANTITATIVE ECONOMICS: 
An Elementary tntroduction 


By HENRI THEIL, Netherlands School of 

Economics, Rotterdam; 

JOHN C. G. BOOT, State University of 

New York at Buffalo; 

and TEUN KLOEK, 

The Netherlands Schoo! of Economics 
This basic econometrics and opera- 

tions research text integrates these 

disciplines to emphasize basic ideas 

and results, 258 pp., $8.95. 


VIEWS OF AMERICAN ECONOMIC 
GROWTH 
By THOMAS C. COCHRAN, University of 
Pennsylvania; and THOMAS B. BREWER, 
North Texas State University 

Vol. I— The Agricultural Era: The 
readings in this first volume carry the 
reader from "Aspects of Colonial 
Development" to “The West, 1800- 
1865." Available June 

Vol. II — The Industrial Era: This 
volume progresses from "Political 
and Social Factors in Industrial De- 
velopment" to "America in World 
Economic Development." 

Available June 






STATISTICAL ANALYSIS, 2nd Edition 


By EDWARD C. BRYANT, 
University of Wyoming 

The revised edition of this success- 
ful text thoroughly examines statis- 
tical methods and stresses managerial 
decision-making. Its “inferential” ap- 
proach concentrates on the validity 
of judgements based on sample data 
and presents statistics as a useful 
managerial tool. 321 pp., $7.95. 


MACRO ECONOMICS: 

The Management, Analysis, and 
Control of Aggregate Economic 
Activity, 2nd Edition 

By THOMAS A. DERNBURG, Oberlin 
College; 

and DUNCAN M. McDOUGALL, 
Purdue University 


Thoroughly revised, and enlarged, 
this edition covers the major areas of 
modern aggregate economic analysis, 
providing a basic foundation for sys- 
tematic advanced study. 

301 pp., $7.50. 


INCOME: Analysis and Policy 


By MYRON H. ROSS, 
Western Michigan University 


National income theory and policy 
are carefully analyzed and integrated 
in this up-to-date text. The book re- 
lates to current national and interna- 
tional problems and gives due con- 
sideration to the political aspects of 
the subject. 439 pp., $7.50. 


Examination copies available on request 











^ "MeGRAW-HILL 
.. BOOK COMPANY 


.330 West 42 Street 
^^ New York, N. Y. 10038 
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RESALE PRICE MAINTENANCE 


edited by B. S. Yamey, University of London 


A systematic discussion of the theory and practice of retall price maintenance, 
including detalled analyses of the debates and experiences in this fleld in the 
United States, Canada, Swaden, Denmark, Ireland, the United Kingdom and the 
European Economic Community. The editor's introduction defines the major eco- 
nomic Issues Involved In resale price maintenance and the Individual studies 
present a compendium of arguments that have been employed in the debate on 
- resale price maintenance. The book carefully examines all major and most 
minor Issues in the debate, covers a wide range of trades and produch that 
have been affected by resale price malntenance and provides fruitful analyses 
of empirical studles In favor of and against resale price maintenance programs. 


304 pages, $7.50 


For the most authoritative discussion of the theory of 
pricing, providing the background necessary for the 
most comprehensive understanding of Resale Price 
Maintenance—order 


PRICE THEORY 


by Milton Friedman, University of Chicago, and President-elect of the American 
Economic Association 
A rigorous Introductory book designed to foster the examination of concrete 
problems, and to present systematic coverage of the classical theory of prices. 
"I belleve that the state of economic thought would be advanced by a wide 
reading of these notes, both by graduate students and thelr professors," — 
American Economic Review. 256 pages, 125 charts, $6.00 


To keep abreast of current thought and research on 
these and all other topics in economics, you need—~ 


INTERNATIONAL BIBLIOGRAPHY 
OF ECONOMICS — 


edited by the UNESCO Committee for Social Sciences Documentation 

An annual list of all important contributions, from all countries, In all languages, 
and whatever the form In which they appear. “The UNESCO International Bib- 
liography of Economles is by all odds the most comprehenslve source of refer- 
ences to current research. "Milton Friedman, University of Chicago. Order your 
personal copy of this Indispensable reference or be sure that it Is avallable in 
your library. 460 pages, $10.00 


Order directly from Aldine; text examination coples on request. 


ALDINE PUBLISHING COMPANY 
320 W. Adams + Chicago, Ill. 60606 
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THE JOURNAL OF INDUSTRIAL ECONOMICS 


Board of Editors: P. W. S. Andrews (General Editor), Nuffield College, University of 
Oxford; Professor M. A. Adelman, Massachusetts Institute of Technology; Professor Joel 
Dean, Columbia University; M, J. Farrell, Gonville and Caius College, Cambridge; Pro- 
fessor P. Sargant Florence, C.B.E., University of Birmingham; Professor R. B. Hefle- 
bower, Northwestern University; Professor E. S. Mason, Harvard University; Professor 
T. Wilson, O.B.E., University of Glasgow. 


Volume XIV, No. 2, April, 1966 


The Management of Research and Development ...... ccce S. G. Sturmey 


The Law and the Economics of Market Collusion in Europe, Great Britain, and the 
United States: an American Point of View Richard C. Bernhard 


The Cost of Motor Vehicle Hire Purchase ...... iua RM PEE VS LPS EIS A. D. Bain 
The Competitive Structure of the Aluminum Castings Industry Alan Bennett 


New Perspectives on Cost Theory and Empirical Findings ........ Bela Gold 
MSS from the United States should be sent to Professor Adelman at the Massachusetts 
Institute of Technology; and from other countries to the General Editor, Nuffield College, 
Oxford, England. The Journal is published three times a year. The annual subscription 


is $4.20 (30 shillings) post free; aingle copies $2.10 (fifteen shillings) post free; remit- 
tances should be sent to the publisher by personal check. 


Published by 
BASIL BLACKWELL è OXFORD, ENGLAND 


ECONOMICA 


Published Quarterly 


Vol. XXXIII May 1966 


CONTENTS 
Immigration, Excess Aggregate Demand and the Balance of Payments 
iW Vasa ds ea e RR recu RO E are r... B. J, Mishan and L. Needleman 


Changes in the Money Supply in the United Kingdom, 1954 to 1964. 
MAE Kx ddbaesuir dub wan Sees ea Geofrey L. Bell and Lawrence S. Berman 


An Economic Interpretation of the Private Demand for Education 

Profitable Speculation 

Wage and Price Level Deieeninalion: An Empirical Model for Canada . John Vasderkamp 
The Theory of Black Market Prices ................ eau es vs Emre Gónensay 
Exclusive Dealing in Petrol: A Reply ....... VoU Nace erat a^ bese an E adn a. T. Barna 


Book Reviews 
Books Received 


MEMBERS OF THE AMERICAN ECONOMIC ASSOCIATION may 
subscribe at the specially reduced rates of 35s. ($5.50) per annum. Subscrip- 
tions should be sent to the ipsa and Treasurer, American Economic Asso- 


ccompanied a cheque drawn in favour of 
ECONOMICA. Londen Sch "School of dta and Political Science. 
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L'INDUSTRIA 
Review of Political Economy 
Editor: Ferdinando di Fenixio 


Summaries of Issue n. 1/1966 


The Ethics of Capitalism and the Ethics of Socialism ......... eee eren 

Physical and Economic World in Luigi Amorso’s Thought ................ V. Dominedo 
Formation and Expansion of an Economic System 

The Philosophical Foundations of Walter Eucken’s Thought ............. N. De Vecchi 


Some Aspects of the British National Plan as far as the Iron and Steel Industry is 
Concerned i icdatos VERDE ULL S RE EE -— Uy a Sa E eau Pars Mia DAI B. Calabi 


Seven Recessions in Twenty Years for the Italian Economy—AÀ New Money for In- 
ternational Payments?—-The Program of the Third Moro Government ........f.d.f. 


Each number contains Summaries in English of the original articles— Annual subacription 
rate for Abroad: Lit. 6.000—. Anyone interested may send for a sample copy. 


Editorial and Administrative Offices: Via Farneti, 8—~Milano (Italy) 


ECONOMIA INTERNAZIONALE 


Quarterly Review 


Vol XIX, No. 1 CONTENTS February, 1966 


P. K. BARDHAN, Teoria del commercio internarionale in una economia di sviluppo.— 
B. MIGONI, Note sulla teoria dell'impresa nell'analisi economica.—S. SCHIAVO-CAMPO, 
Compensatory Financing of Export Fluctuations: A Proposal.—V. S. VARTIKAR, Capital 
Formation in a Subsistence Economy.—F. R. BETHLEN and P. L. FARRIS, Brazil's 
Growing Wheat Import Gap.—À. MALIK, Inflation in a Developing Economy: The Case 
of Turkey, 1950-61, —E. M. OJALA, L'agricoltura mondiale nel 1975. Considerazioni gen- 
erali delle tendenze. 


Bollettino Bibliografico ed Emerografico: Book Reviews-—Titles of articles in recent 
periodicalaáC-Summary of articles issued in recent periodicals. 


{ 
Annual subscription to “Economia Internazionale" Jt. Lire 6.000. Applications for sub- 
scription and- correspondence should be addressed to the Direzione Istituto di Economia 
Internazionale, vie Garibaldi 4, Genova (Italy). 
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THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal Economic Society 


No. 302 June 1966 Vol. LXXVI 
I. Articles 
Planners Preferences, Priorities and Reforms ,............eeeee eer nan A. Nove 
Control of the Money Supply ...... — E ae OR — M PN 4. B. Cramp 
A Proposal for the Reform of Exchange Rates ........ceeeeeoe eese htt J. Black 
Optimal International Reserves .......ceeeeeeeeeeeeeee eth nha H. R. Heller 
Consumer Asset Formation and Economic Growth—The United States Case ........ 
age verde Ea M dos aue ra d ua Va dora ewes H, G. Vatter and R. L. Thompson 
The Redistributional Effect of Television Advertising ........ F, A, Lees and C. Y. Yang 
Indifference Curves in Asset Analysis .. 2c... ccc ee cece eee G. O. Bierwag and M.A. Grove 
On the Theory of Induced Invention ............. eese ES OP inr wa ed E S. Ahmad 
Long Term Economic Criteria for Foreign Loang .......... cee eee nee ne teens A. Qayum 


11. Reviews 
II. Notes and Memoranda 
IV. Recent Periodicals and New Books 


MACMILLAN & CO., LTD., LONDON, W.C.2. 
Applications for Fellowship: 


ROYAL ECONOMIC SOCIETY, 21 Bentinck Street, London, W.T. 
Annual Subscription £.10.0 (or $7.60) Life Composition £34.10.0 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors: 


W. J. BusscHAU C. S. RICHARDS H. M. ROBERTSON 
(Managing Editor) 


VoL 34 Number 1 March 1966 


ARTICLES: 
Planning and the Two E.D.P. Reports ............... C. S. Richards and F. S. Simpson 
Die Plek Van Die Landbou in Die Suid-Áfrikaanse Volkshuishouding 
faces Vd equ ace V adv a ace abs Rakin ee sce Qu Car up UR S. S. Brand en F. R. Tomlinson 
Some Observations on the Economic Implications of Territorial Segregation in South 
AITICR eec tO Saisie stare rp de Oa Pale nnn REN EN da aides ae d awe R. D. Stacey 
A Theory of Spatial Realities ....... E EAA A E SEA Z. S. Gursynski 
NOTES AND MEMORANDA: 
MONEY ON THE WING: 
A COMME iua SUPRA OLX PEE UR MAINS ee eh RA EE DE dq eR ES ME VI Re 2 J. W. Rowe 
A TOY: eaae a AREA VR WO Eee Vc ve PER d S is ales dee D. W. Goedhuys 
BOOK REVIEWS 


Single Copy R1.25 (12s. 6d.) Annual Subscription R4.20 ( £2.2s, Od.) 


Order through booksellers or the Journal Secretary. Contributions (in duplicate) and corre- 
spondence to the Joint Editors, P.O. Box 5316, Johannesburg. 
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JOURNAL OF FARM ECONOMICS 
Published by Tbe American Farm Economic Association 


. Editor: Earl R. Swanson 
Department of Agricultural Economics - 
University of Illinois, Urbana, Illinois 


Vol 48, No. 2 


Food Requirements Dominate Britain's Trade Policy 

Price Discrimination Ín the World Trade of Agricultural Commodities 

Optimal Beef and Pork Marketings George W. Ladd and. Harvey Kuang 
A Look at Flexibilities; and Elasticities James P. Houck 


ARUM, each Prices and DINER Permit Values to Ranch Productivi 
William E. Martin nd Gene L. Jefferies 


Farm Tend Prices ond Farm Technological n 
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FOREIGN ASSISTANCE AND ECONOMIC DEVELOPMENT 
By Horis B. CHENERY AND ALAN M. STROUT* 


Most underdeveloped countries depend heavily on external resources 
to increase their per capita income. A crude measure of this dependence 
is the net flow of some $9 billion per year from advanced to less devel- 
oped countries, which is equal to a quarter of their gross investment and 
nearly a third of their imports.) Equally important is the provision of 
skiled manpower and transfer of technical skills through foreign 
assistance. 

The institutional framework for this resource transfer has changed 
profoundly over the past ten years. Programs of foreign assistance have 
replaced colonial relations, and donors and recipients now agree that 
economic and social development is their primary objective. Private 
investment, which now comprises only a quarter of the total resource 
flow, is increasingly screened for its contribution to the recipient coun- 
try’s development. Thus the inflow of external resources— which can 
loosely be called “foreign assistance’’*—has become virtually a separate 
factor of production, whose productivity and allocation provide one of 
the central problems for a modern theory of development. 

The possibilities of securing rapid and sustained development by 
effective use of foreign assistance have been strikingly demonstrated in 
the past decade by such countries as Greece, Israel, Taiwan, and the 
Philippines. In each case, a substantial increase in investment financed 

* The research on which this article is based was carried out by the Office of Program 
Coordination of the U.S. Agency for International Development. The analysis and judgments 
expressed are the sole responsibility of the authors. The authors are, respectively, professor 
of economics at Harvard University, and acting chief, Policy Planning Division, AID. They 
are indebted to Jaroslav Vanek, Joel Bergsman, Lorene Yap, Paula Tosini, and Carmel Ul- 
man of AID in carrying out the analysis, and to Irma Adelman, Samuel Bowles, Francis Bator, 
David Cole, Robert Dorfman, and Stephen Lewis for helpful comments. An early version of 


the paper was presented by Chenery to the Boston meeting of the Econometric Society in 
December 1963. A more complete statistical analysis is given in [8]. 

1 The OECD countries’ component of this flow in 1963 and 1964 averages $8.3 billion, of 
which 70 per cent was from public sources [16]. 

* The Development Assistance Committee of the OECD defines “assistance” to include 
public grants and loans of more than five years’ duration; it also uses a broader definition which 
includes private investment. The latter is more convenient for our purposes, although obvi- 
ously only part of the total is “assistance” in the sense of an unrequited transfer of resources. 
The significance of the term as used here is that it represents a governmental decision by 
lenders and borrowers to secure a given transfer of resources. 
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largely by foreign loans and grants has led to rapid growth of GNP 
followed by a steady decline in the dependence on external financing. 
Not only was growth accelerated by foreign assistance, but the ability of 
each economy to sustain further: development from its own resources 
was very substantially increased.’ 

The present study first outlines a theoretical framework designed to 
analyze the process of development with external assistance in quantita- 
tive terms. This framework is then used to evaluate the current per- 
formance of the developing countries and to assess their future needs for 
assistance under various assumptions. The evaluation suggests a range 
of practical possibilities for accelerating growth through external aid as 
well as some of the conditions which may frustrate this objective. The 
comparative analysis also suggests some international standards of 
performance which might facilitate the planning and execution of pro- 
grams of foreign assistance. 


I. Aid and the Transition to Sustained Growth 


Modern theories of economic development* investigate the process by 
which a poor, stagnant economy can be transformed into one whose 
normal condition is sustained growth. There is general agreement on the 
principal changes that characterize this transformation: an increase in 
human skills, a rise in the level of investment and saving, the adoption of 
more productive technology, a substantial change in the composition of 
output and employment, the development of new institutions, etc. 
There has been relatively little analysis, however, of the possibility of 
accelerating these changes through the use of significant amounts of ex- 
ternal resources over a limited period of time. 

A country setting out to transform its economy without external 
assistance must provide for all of the requirements of accelerated growth 
from its own resources or from imports paid by exports. Success thus 
requires a simultaneous increase in skills, domestic saving, and export 
earnings as well as an allocation of these increased resources in such & 
way as to satisfy the changing demands resulting from rising levels of 
income. The attempt to increase output can be frustrated by failure in 
any one of these attempts, even when the others have been quite suc- 
cessful. When growth is limited in this way by a few bottlenecks, there is 
likely to be underutilization of other factors such as labor, natural re- 
sources, and specific types of productive capacity. 

By relieving these constraints, foreign assistance can make possible 
fuller use of domestic resources and hence accelerate growth. Some of the 


? This conclusion is documented in more detailed studies of Israel [6], Greece [1], and 
Taiwan [12]. 


* For example, Lewis [13], Rostow [20], Gerachenkron [10], and Ranis and Fei [17]. 
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potential bottlenecks—of skills, savings, -or mn exchange—can be 
temporarily relaxed by adding ‘external resources for which current 
payment is not required. More efficient use can then be made of other 
resources, so that the growth of total output may be substantially higher 
than would be permitted by the tene of i increase of the most restrictive 
domestic factor. 

While this alternative sequence recognizes the existence of a given set 
of requisites for continued growth, it makes the timing of their appear- 
ance much more flexible. The full set of requirements need only become 
available from domestic sources as the-inflow of foreign resources is 
reduced. To achieve this result, the additional resources produced 
through more rapid growth must be used to make good the deficiencies 
which are teniporarily being supplied from oütside assistance. 

Two basic questions may be raised as to the feasibility of such a se- 
quence. The first is the extent to- which foreign resources can actually 
substitute for missing Jocal factors and permit an increase in total out- 
put. The secorid is whether countries which have achieved some initial 
success through external assistance will take the further steps needed to 
reduce their dependence on i i in the. füture. These issues will be dis- 
cussed in Section II. 


A. Raw Rosurcisond the Limits to Growth 

The impact of external resources on the growth of an economy can be 
judged by their contribution to the mobilization and allocation of all 
productive resources. Three types of resources should be distinguished: 
(1) the supply of skills and organizational ability; (2) the supply of 
domestic saving; and (3) the supply of iniported commodities and ser- 
vices. At any moment in time these factor supplies represent separate 
limits to economic growth. While investment can be devoted to increas- 
ing the supplies of skills or of imported commodities (through import 
substitution or raising exports), changes in these factor supplies can only 
be brought about.gradually. They are also substitutes in the production 
process to only a limited degree in the short run. 

Aggregate growth models usually focus on the saving limit, which in a 
closed economy also sets the investment limit. When external financing 
is available, however, we need to examine other limits to the ability to 
increase investment. These may result either from limited supplies of 
skilled labor, entrepreneurs and other inputs complementary to the 
investment process or from the limited market expected for the output. 
The evidence cited below shows that underdeveloped, countries have 


5 In criticizing the notion of a fixed get of “prerequisites” to industrialization, Gerschenkron 
[10] suggests other possibilities of substitution for the missing requirements which stimulate 
their seca ueveltpmene 
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demonstrated an ability to raise the level of investment much more 
rapidly than the level of saving. Sustained rates of increase in invest- 
ment of 12-15 per cent per year are common, while typical figures for 
saving growth are 6-8 per cent.* 

A third factor which may limit the possibilities for accelerated growth 
is a country's inability to change its productive structure to meet the 
changing patterns of internal and external demand. Although this prob- 
lem is not likely to be.serious in a slowly developing economy, rapid 
growth requires a large increase in the supplies of machinery and equip- 
ment, raw materials, and other manufactured goods that are typically 
imported in a poor country. The more rapid the rate of growth, the 
larger the reallocation of labor and capital away from traditional pat- 
terns that will be needed to prevent bottlenecks developing. If this re- 
allocation is not sufficiently rapid, shortages of imported goods will 
provide a limit to further growth quite apart from the investment limi- 
tation. This import limit reflects the inability of the economy to provide 
the composition of output—from domestic sources plus imports—that is 
required by its level of income, rate.of investment, and pattern of con- 
sumer demand. In cases of acute shortages of imported goods, the econ- 
omy will be unable to transform potential saving into investment be- 
cause of insufficient supplies of investment goods. - | 

The foregoing description of underdeveloped countries as character- 
ized by persistent resource bottlenecks may be summed up as a hypoth- 
esis of limited structural flexibility. In the short run—for periods of five 
to ten years—we will describe such an economy by a set of linear rela- 
tionships in the Harrod-Domar tradition which determine the pattern of 
growth under given assumptions as to government policy. This basic 
model will be used to evaluate current performance as well as to make 
5-10-year projections. For longer periods, we will use a model based on 
the neoclassical view that domestic resources can be substituted for 
imports to the extent required by changing demands, although with 
diminishing productivity. This second model has the effect of reducing 
the aid requirements for any given pattern of growth. Since most under- 
developed countries fall somewhere between the two extreme cases, the 
use of both models for projections indicates the probable limits to the 
range of aid requirements. 

1. The Basic Model.’ To simplify our analysis, we shall develop a 
basic model of the role of aid in the transition in two steps. We consider 


* These and other characteristics of a sample of 31 underdeveloped countries are summarized 
in Table 1. 

1 This model is taken from Chenery and Bruno [6], which utilizes a detailed analysis of the 
economic structure of Israel. The derivation of the three aggregate limits from an interindustry 
programming model is given there. 
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first the case in which only the first two resource limits—on skills and 
saving—-are relevant; this situation will be described as investment lim- 
tied growth, It includes the Harrod-Domar model as the limiting case of 
no external assistance. We then take up the possibilities for achieving 
self-sustaining growth when the balance of payments limit is effective. 
This situation will be identified as trade limited growth. The complete 
model includes all three potential limits. 

The principal endogenous variables and parameters to be used in the 
basic model are the following: 


Endogenous Variables (subscript indicates year) 


V. Gross National Product 

I, Gross investment 

S; Gross domestic savings 

S, Potential gross domestic savings 
M, Imports of goods and services 
M, Required imports of goods and services 
E, Exports of goods and services 

F, Net inflow of foreign capital 

C, Consumption 


Parameters 


? ‘Target rate of growth of GNP 
r, Rate of growth of GNP in year? 
a’ Marginal savings rate (AS/AV) 
a, Average savings rate in year (S/V) 
B Maximum rate of growth of investment 
k Incremental gross capital-output ratio (Z/AV) 
u’ Marginal import rate (AM/AV) 
p. Average import rate in year i (M,/V;) 
$, Ratio of foreign capital inflow to GNP in year t (F/V à 
e Rate of growth of exports 


Since the basic model is designed to explain the functions of aid and to 
evaluate current performance of developing countries, it is useful to 
have in mind the typical values of the principal parameters. Table 1 
gives the upper quartile, median, and lower quartile values of each pa- 
rameter for a sample of 31 countries during the period 1957-62. The 
sample covers most of the underdeveloped world, and the median values 
are quite close to the aggregate U.N. estimates for all underdeveloped 
countries.? 'The median capital-output ratio (3.5) and saving rate (.12) 


8 'The U.N. estimates investment at 16 per cent of GNP in 1960 and a growth of GNP of 
4.4 per cent for the previous decade [23, pp. 19, 37]. 
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suggest that without external assistance the typical growth rate of 
underdeveloped countries would be about 3.4 per cent or less than 1 per 
cent per capita. 

2. Invesimeni- Limited Growth. Our hypothesis of an economy with 
limited flexibility suggests the use of a programming model? in which 
growth proceeds at the highest rate permitted by the most limiting 
factor. We assume to start with that the balance of payments does not 
become the limiting factor. A process by which self-sustaining growth!? 
can be attained by using aid to fill the temporary gap between invest- 
ment ability and saving ability can be derived from the following de- 
scription of the economic structure: 


Definitions: | 

(1) Ve= Sit €, 

(2) Sı = li F ty 

Capacity Limit 

(3) Vi<Vot S m Wie Bee 
k Tmi e~ Vi 

Ability to Invest | 

(4) | I, € 0 4 Bc, 

Saving Limit 

(5) S, € S259 + (Vi — Vo), 

Target Growth Rate 

(6) | V, € (1 HAVi 


The capacity limit (3) is based on the Harrod-Domar assumption that 
a specified amount of investment is needed to increase output. The 
assumption of a linear capital-output function is a matter of conveni- 
ence. A similar formulation can be derived from more general production 
functions of the Cobb-Douglas type if there are not significant changes 
in the relative costs of labor and capital. Since in most cases the period of 
transition 1s one in which the total supply of labor is not a Significant 
limitation, it is plausible to approximate the aggregate production func- 
tion in this way." 

* A more complete statement of this model in linear programming form, given in Chenery 
and MacEwan [7], considers the pane of the present analysis for the optimal planning 
of development. 

10 This concept will be defined as d at a given rate with capital inflow limited to & 
specified ratio to GNP which can be sustained without concessional financing. 


The introduction of a nonlinear relation between capital and output would not materially 
affect the conclusions of our analysis. Intercountry regression analyses suggest that there is a 
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The limit on the ability to invest (4) is introduced to reflect the widely 
held view that absorptive capacity for additional investment in any 
period is limited by the supply of complementary inputs, which can only 
be increased as a result of the development process. We refer to the 
parameter f as the “‘skill limit,” reflecting the skill formation required of 
managers, skilled labor, and civil servants in order to increase produc- 
tive investment.” The highest observed value for the skill limit over any 
recent five-year period is about 20 per cent per year, but few countries 
have sustained a growth of investment of over 10 per cent for as long as 
ten years. 

The saving limit (5) is designed to include not only the marginal pro- 
pensity to save but the government’s ability to increase total saving by 
changes in the tax structure and by other policies. For this reason, we 
make the saving limit a function of total GNP (and hence of time) rather 
than of per capita income.” 

The target growth rate (6) reflects the almost universal practice in 
developing countries of summing up the principal goal of development in 
a given rate of increase in GNP. In the present context, it also reflects 
the fact that foreign assistance is limited and is unlikely to be available 
to finance growth rates much above 6-7 per cent even if they were at- 
tainable. Since the average terms on external loans are based largely on 
the country’s future economic prospects, this puts a limit on the total 
amount which it can afford to borrow. For all these reasons, either a 
target growth rate or some other reflection of the fact that investment 
cannot indefinitely exceed saving must be included in the model.“ 

To complete the system, we need some minimal assumptions as to the 
objectives of the recipient country and the conditions under which aid is 
provided. We assume that aid is sufficiently limited—or expensive—to 
make the recipient unwilling or unable to increase aid merely to increase 
consumption without also securing some rise in GNP. Second, we as- 
sume that the country tries to maximize consumption until the target 


reduction in the capital-output ratio at higher growth rates but little relation to per capita 
income. Efforts to estimate more general production functions from time series in underde- 
veloped countries have been quite inconclusive because of the limited data available. 


18 In the original model for Israel [6], the skill limit was associated with labor only, but in 
the more typical underdeveloped country the managerial aspect is at least as important. 


8 Fei and Paauw [9] have recently utilized a similar model to analyze aid requirements for 
the case in which investment resources provide the limit to growth (our Phase IT). They have 
adapted the Rosenstein-Rodan model [18] by assuming that per capita saving is a constant 
fraction of the increment in per capita income. There has been no empirical test of the relative 
merits of this alternative specification of the savings function compared to ours, but they 
er a results when the rates of growth of per capita income and population do not vary 
greatly. 

^ Alternative formulations are discussed in Section LC, 
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growth rate is attained. These assumptions lead to a determinate pat- 
tern of growth whose welfare implications will be examined below. 

The model of investment-limited growth contains six restrictions and 
five variables. Under the assumptions made, there is no incentive to 
build excess capacity or to increase aid by reducing saving. Inequalities 
(3) and (5) therefore become equalities. The increase in GNP will be 
limited first by the ability to invest and then by the target growth rate 
if the investment rate reaches the level (kF) required to sustain it. We 
shall denote the first period as Phase I, which is described by equations 
(1) to (5). In Phase II, inequality (6) becomes effective and replaces 
inequality (4) as a restriction on the system. 

The growth path and aid requirements over time can be described by 
solving for V, and F; in each phase and determining the point at which ` 
the economy passes from Phase I to Phase II. 

Phase I is characterized by a constant growth in investment at the 
annual rate of B and by an accelerating growth rate of GNP. From equa- 
tions (3) and (4) it can be determined that the increment in investment 
in each period is a constant ratio (8) to the increment in GNP. Solving 
the system for the level of capital inflow, gives: 


(7) F, = Fo + (Bk — a’)(Vi — Vo), 


where Fo 1,—.S,. This equation shows that the increment in external 
capital (F,— Fy) finances the difference between the increment in invest- 
ment and the increment in saving. Without increased capital inflow a 
country having the median values of k and a’ (Table 1) would have a 
growth of investment of about 5 per cent per year. To achieve a growth 
of investment of 10 per cent would require that nearly half of the in- 
creased investment during Phase I be financed by external capital.’ 

This formulation can be interpreted in terms of Harrod's original 
suggestion of different growth rates corresponding to the growth of the 
labor force (the “natural” rate) and the potential saving limit (the “‘war- 
ranted" rate). We have replaced the natural rate with a skill-determined 
rate based on the ability to invest. External assistance fills the gap be- 
tween investment and saving, permitting the higher rate to be reached. 

Phase I ends in year m when investment reaches a level adequate to 
sustain the target rate of growth: 

35 As shown in [7], this result can be derived in more formal terms by maximizing a welfare 
function having the characteristics indicated subject to the given restrictions. Each phase is 
then defined by the restrictions which are binding, which have positive shadow prices. This 
linear programming formulation is quite useful if we replace the assumption of a target growth 


rate by a more complicated set of limits, but it is unnecessary with the simplified assumptions 
made here. 


15 With k=3.5 and o! ».19, growth of investment at 10 per cent would require AJ=.35 AV 


of which .19 AV (54 per cent) would be financed by Increased savings and .16 AV (46 per cent) 
by increased capital inflow. 
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(8) In = BV. 


Substituting this value for investment in the equations for Phase I gives 
the value of GNP. in the terminal year: 


(8 — ro) 
(B — r«) 


If, for example, investment grows at 10 per cent per year, the hypothet- 
ical median country could increase its investment rate from 12 per cent 
of GNP with no aid to the 21 per cent needed to support a 6 per cent 
growth target in a period of eleven years." ` 

Phase II in our model corresponds to the process of aid and growth 
discussed by Rosenstein-Rodan [18] [19]. GNP and investment rise at a 
constant rate with external assistance determined by the difference 
between k? and æ: Solving the system for the rate of growth yields a 
modified form of the Harrod-Domar equation: 


(9) Vn = Vs 





l +¢ 
(11) ped 
where 
( ?) a +a and ¢ - 
a, = (as — o!) — + o = e 
t 0 V. i V, 


In order for the rate of capital inflow to decline, the marginal saving rate 
a’ must exceed the investment rate $? required by the growth target. If 
this condition is satisfied, the system can be solved for the level of GNP 
in year » when the saving rate has risen sufficiently to eliminate the 
capital inflow: 
(25 — Om). 

(12) ata te 
Since a’ reflects the total effect of government policies on saving, there is 
no reason to assume that it will remain constant throughout the period of 
the transition.® 

3. Trade Limited Growth. The process of growth with a varying inflow 


17 The time to complete Phase I can be determined by solving for m in the following equa- 
tions: 





In F (B == To) 
19 —— 7A 1 "€ =. — E 
( ) , To e +B) j To (8 E 
where ro*2Jo/b Vo and F-—ra. 


18 The effects on the transition of plausible variations in the saving rate are illustrated ib the 
Pakistan example in the next section. 


CHENERY.AND STROUT: FOREIGN ASSISTANCE 689 


of capital requires a continual adjustment in imports and exports to 
make the trade gap equal the desired gap between investment and 
saving. We have assumed so far that this adjustment process—whether 
achieved through the market mechanism or through government con- 
trols—does not affect the growth path or the aid requirements. For 
many of the countries in Phase II, however, this assumption may not be 
valid. 

Although in Phase I the rising capital inflow needed reduces the pres- 
sure on the balance of payments, the tapering off of the capital inflow in 
Phase II requires exports to rise more rapidly than imports. The empiri- 
cal analysis of Section II suggests that many countries have been unable 
to bring about this required adjustment in their productive structure. 
While this situation may have been caused by overvalued exchange 
rates or other inefficient policies, the resulting trade gap is often “‘struc- 
tural” in the sense that it can only be reduced over time without reduc- 
ing the rate of growin by a redirection of investment and other re- 
sources}? 

The trade limit can be incorporated into the preceding analysis in a 
form quite analogous to the saving-investment limit. We postulate a 
minimum import level (M,) required to sustain a given level of GNP at 
time /, which is similar'to the capacity requirement of equation (3). This 
import requirement results from the relatively inelastic demand for a 
large proportion of the manufactured goods currently imported— 
particularly intermediate goods and investment goods—arising from the 
lack of domestic supply and their necessity in production. Actual im- 
ports may, of course, ae this minimum. This requirement may be 
stated as: 


(13) 05 M pe Hy + u (V, — V 


where the minimum marginal import ratio p’ may be derived as the 
average of the incremental ratios for different components of demand.?? 
While the marginal import ratio is probably more subject to policy con- 
trol than the capital-output or saving ratios, it represents an important 
structural limitation over planning periods as long as 10-15 years. _ 
The existing economic structure at any moment in time also limits the 
feasible growth of export earnings. Since export earnings for many pri- 
mary products are largely determined by demand conditions, a rapid 
increase in exports typically requires the development of new export 
products, which is limited by productive capacity as well as organiza- 


19 The nature of the trade limit is discussed further in [5] [6] [15]. 


20 These estimates have been made for countries such as Israel, Italy, Pakistan, India, and 
Argentina by use of input-output models in which import substitution is incorporated on a 
sector basis. The procedure is described in [5] and [6]. 
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tional and institutional factors. The order of magnitude of this limit is 
indicated in Table 1 by the recent growth rate of exports, whose median 
value is 5.1 per cent and upper quartile value is 8.0 per cent. The effects 
of government policies to increase exports are summarized by the pa- 
rameter e in the following expression for the export limit # 


(14) E = Ey(1 + 9*. 


The combined trade limit is expressed by the requirement that the capi- 
tal inflow be at least large enough to cover the minimum gap (F7) be- 
tween import requirements and export earnings: 


(15) F, > F= M,— E. 


When the capital inflow determined by the saving-investment gap in 
equation (2) is greater than the minimum trade gap, the two gaps can be 
equated by having imports in excess of the specified minimum or ex- 
ports less than the assumed maximum of equation (14). When the mini- 
mum trade gap is the larger, however, it controls the rate of growth of 
GNP and the inflow of capital. In this case, either saving will fall below 
the saving potential specifed by equation (5) or less productive invest- 
ment will take place. In either case the saving limit ceases to be binding. 

Theoretically the trade limit may replace the saving limit as a deter- 
minant of the capital inflow in either Phase I or Phase II. Empirically, 
this is less likely to happen in Phase I, since the rising capital inflow does 
not usually require exports to increase as fast as imports.” Once a target 
growth in GNP is attained, however, exports must rise more rapidly 
than imports if aid is to be reduced. If the trade limit becomes effective 
at all, it is therefore more likely to be during Phase II. We shall denote 
the new set of restrictions which would be binding in this event as 
Phase III.” : 

In Phase III inequalities (3), (6), and (15) become equalities, while 
limits (4) and (5) are redundant. For a given target rate of growth, GNP 
is determined by equation (6) as in Phase II. The capital inflow is deter- 
mined by (15) and exceeds that required by the saving gap.™ In order for 

5 Tt is probable that e depends on the growth of GNP to some extent, but we have taken 
account only of the relationship (14) in applying the model. 

™ The relative growth rates required depend on the initial ratio of exports to imports. 

* The three phases described here can follow each other in any order if we allow the struc- 
tural parameters to change at random over time. With fixed parameters, the commonest se- 
quence (as shown in Section II) is from Phase I to either Phase IT or Phase III. We have not 
tried to trace such a sequence of phases historically except in the Adelman-Chenery model of 
Greek development [1] and the Chenery-Bruno analysis of Israel [6]. 

^ When the trade gap determines the capital inflow in Phase I, we will denote the cor- 
responding set of restrictions as Phase IB. This combination does not seem to be of great 
significance empirically. The more common case in which the ability to invest and the saving 
limit are controlling will be renamed Phase IA. 
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the capital inflow to be reduced, either export growth must exceed the 
target rate for GNP or the marginal import ratio must be substantially 
less than the initial average. From equations (13) and (14) we derive the 
following condition for the elimination of the trade gap with constant 
structural parameters within a given period (qg—j): 


E / J 
(16) — ager aper (1 -E) | 
Mj bi uj J. 


Since the parameters e and u' are more amenable to policy control in 
the long run than are k and a’, Phase III conditions are less likely to 
persist throughout the transition than are those of Phase II unless the 
efforts of the underdeveloped countries to increase their exports are 
frustrated. For the projections to 1975 that are made in Section II, how- 
ever, Phase III is of great importance. 

4. Total Requirements for External Capital. The total capital required 
under our assumptions to complete the transition to self-sustaining 
growth can be determined as the sum of the capital requirements for 
each phase that the economy goes through. In Phases IA and II, ex- 
ternal capital is determined by the cumulative difference between in- 
vestment and savings. In Phases IB? and III, it is the cumulative differ- 
ence between import requirements and exports. 

The equations for capital inflow in each phase are given in a symme- 
trical form in Table 2. All variables are expressed as a. ratio to the initial 
level of GNP (V). Summing these equations over time and assuming 
constant parameter values gives the total capital inflow during any 
period that the economy remains in that phase. These formulas for 
cumulative capital inflow are used in subsequent comparisons of growth 
paths and capital requirements. 


B. The Transition in Pakistan 


We can best illustrate the operation of our basic model by applying it 
to a specific case. Pakistan will be chosen for this purpose because it has 
actually started from a very low level of income and accelerated its rate 
of growth through the use of external resources. Unlike the more ad- 
vanced countries cited earlier, however, Pakistan has only completed 
the first decade of a process which may take several decades more. The 
projections which we will make for Pakistan, therefore, illustrate the 
procedure to be followed for a large number of countries in Section II in 
calculating the range of future needs for external capital. 

For the past eight to ten years Pakistan has been following the se- 
quence envisioned in our Phase I of a rapid expansion in investment, 


3$ See footnote 24. 
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saving and external assistance. In 1956% Pakistan was in the lower quar- 
tile of countries with respect to its investment, saving, and growth rates. 
As shown in Table 3, its performance since then has approximated the 
upper-quartile values for the main performance measures in our model: 
absorptive capacity, capital-output ratio, marginal saving rate, and 
export growth. We take 1962 as the base year for these and all subse- 
quent projections. Base-year values for the variables in the model are 
given in Table 4, expressed as ratios to 1962 GNP. 

The growth process from 1962-75 will be determined from the basic 
model under two sets of.assumptions as to the values of the parameters. 
The more pessimistic (A) assumptions are based on a conservative inter- 
pretation and projection of performance in recent years; the correspond- 
ing parameter values are labeled "historical performance" in Table 3. 
The more optimistic (C) assumptions are derived from the Pakistan 
Perspective Plan for 1965-85; they are labeled “upper limit" perfor- 


TABLE 3—STRUCTURAL PARAMETERS FOR PAKISTAN PROJECTIONS 



















Marginal 
Marginal| Import | Export 
Saving | Require- | Growth 
Rate ment Rate 


/ i 


Growth | Absorp- | Capital- 

Target tive Output 

Capacity! Ratio 
B k 


a ü e 
Historical Estimates 
(1957-62»* 20 .075 
(1959-65)> .070 
Projections for 1962—75* 
“Historical” 
Performance (A) 10 . 049 
“Upper Limit" 
Performance (C) 10 .070 
Pakistan Perspective 
Plan» 06 .079 
Representative Values 
-~ Median . 20 051 


Upper Quartile 


s Source: Table A-1, 

b Source: Pakistan's Third Five Year Plan, (1965-70) [10]. 

o General bases for the projections are discussed in the Annex. The parameters are the same 
as those used for the 50-country projections (Table A-2) except for the export growth rate, 
which has been revised upward to 7 per cent in the light of recent experience and the revised 
plan estimate. : 

4 From Table 1. 


% The year 1956 marked the beginning of the first. five-year plan, although the plan had 
little effect on the economy for several years thereafter. 
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mance.? In the case of Pakistan, the upper-limit assumptions are higher 
than the historical estimate for the growth target, the saving rate, and 
the growth of exports; the other three parameters already seem optimis- 
tic and have been kept unchanged. 

Figure 1 and Table 4 show trend values of the variables from 1956 to 
1962 and the two sets of projections derived from the model for 1962-75. 
Although the data before 1960 are not very reliable, it is clear that in- 
vestment from 1956 to 1964 has grown very rapidly and doubled its 
share in GNP.” The rate of output growth has increased from about 
2 per cent prior to 1958 to over 4 per cent since 1960. 

The two sets of projections give the following sequence of phases: 


(A) (C) 


Historical Upper-Limit 
Performance Performance 
Phase I” 1956-63 1956-67 
Phase IT 1964—67 1968-73 
Phase TII 1968- 1974- 
End of Transition After 1985 After 1979 
Target Growth Rate 4.5 per cent 6.0 per cent 


In case C it takes ten years of steadily rising investment from the 
7 per cent level of 1956 to reach the rate of 18 per cent of GNP required 
by a growth rate of 6 per cent. The capital inflow would reach a maxi- 
mum of 6 per cent of GNP in 1967; throughout Phase I it would finance 
about 30 per cent of total investment. If the saving-investment limit 
were the only constraint on the system, the capital inflow could then be 
reduced to zero by 1980 if the marginal saving rate of .24 were main- 
tained.? However, even with the relatively high export projection of 
7 per cent per year, the model projects a switch to Phase ITI in 1974 with 
a marginal import requirement of .10. There is also a switch to Phase ITI 
in case A, even though export growth is assumed higher than the growth 
of GNP. The same phenomenon occurs in the projections in Table 7 
below for the majority of developing countries. 


1! The projections in Section II also contain an intermediate set of estimates and growth 
targets for each country designated as "realistic plan performance." When the country's own 
plan seems quite optimistic, as in Pakistan, we have taken it as the basis for the "upper limit" 
estimates. 


138 The figures in Table 4 are derived from trends fitted to the time series for each variable and 
differ somewhat from estimates based on the initial and terminal years of each series. A de- 
tailed account of the decade 1955-65 is given in the Pakistan Third Five-Year Plan [11]. The 
genera] picture that it gives is similar to our upper-limit projections through 1965 except that 
both investment and foreign capital inflow are higher in the latter year. The statements in 
the text are consistent with both sets of estimates. 


2 There is considerable evidence that the trade limit was the controlling factor from 1956- 
59, which would identify this period as Phase IB. 

? This is approximately the assumption of the revised Pakistan Perspective Plan [il 
which aims at a 7 per cent growth rate and a termination of aid by 1985. 
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FIGURE 1. ILLUSTRATIVE GROWTH PATHS: PAKISTAN, PAST AND PROJECTED 


The importance of the marginal saving rate is demonstrated by a 
comparison of the two projections. Tf the balance of payments param- 
eters are subject to sufficient policy control in the longer run (as sug- 
gested below), the economy will reach self-sustaining growth at a rate of 
4.5 per cent in 1985 under the lower assumption of a 16 per cent margi- 
nal saving rate. With a 24 per cent saving rate, a self-sustaining growth 
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rate of 6 per cent can be attained six years sooner. While more aid is 
required in the latter case, there is a much larger increment of saving 
and investment as well.3 : 


C. More Efficient Growth Paths 


The more time that is allowed for an economy to adjust its productive 
structure to the changing pattern of demand, the less likely it becomes 
that the rigidities assumed in the basic model will persist. We shall 
therefore construct a second model which assumes coordinated develop- 
ment policies and a planned adjustment of the trade gap and the saving 
gap. Actual cases will probably lie somewhere between these extremes. 

Under the assumptions of model 1, the amount of external resources 
needed to fill the larger gap in a given year more than fills the smaller 
one. As compared to the minimum needs of the economy, there will be a 
surplus of imports (M > M) in Phase II or a loss of potential saving, 
(S«S) in Phase III. A better coordinated development policy would 
attempt to reduce the required capital inflow by substituting investment 
for imports—or vice versa—in order to equate the two gaps ex ante over 
the long run.? 

If we assume efficient resource allocation, the equilibrium exchange 
rate—reflecting the opportunity cost of earning or saving foreign ex- 
change at the margin—will be & function of the amount of inflow of 
external resources, F. Under celeris paribus assumptions, a reduction in 
F normally implies an increase in the value of foreign exchange as mar- 
ginal activities of import substitution or additional exports are under- 
taken. Since capital is the only scarce domestic resource in our model, 
we assume that a higher capital coefficient is needed to reduce the im- 
port requirements of model 1 and conversely that a saving in capital will 
result when imports increase above the minimum level. 

These assumptions form the basis for model 2, in which an import 
substitution activity is added to model 1.** Investment in import substi- 
tution 7, requires imported capital goods and a greater amount of capi- 
tal (bk) per unit of imports replaced by domestic production. The net 


*. A generalization of these relationships is given in Section LD. 


** Given the durability of capital, it may not be efficient to equate the two in the short run, 
especially when there is a significant degree of disequilibrium to start with. . 

9 The efficient reallocation of resources to accord with variations in the capital inflow is 
analyzed in detail in Chenery [5], which provides the basis for the aggregate formulation given 
here. We have approximated the diminishing marginal productivity in import substitution by 
& single incremental ratio. : 

4 The same argument can be made for export expansion, using the marginal revenue product 
of additional investment to allow for the inelasticity of export demand. For convenience, we 
assume only import substitution here. . 
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reduction in import requirements at time / (M,.) is given by: 


1 t—1 
(17) Mn, = E 2, Im, — alm, 


where a is the import content of I, above the average for the economy 
and 5 is greater than 1. 
Equation (13) of the basic model will then be replaced by: 


(13 © Me > MEO V) Ma, 


The capacity limit, equation (3), must also be modified to allow for the 
lower productivity of capital in import substitution. 

Model 2 will be used to estimate the minimum capital inflow needed to 
achieve a given level of GNP, first in the Pakistan example and later in 
comprehensive projections. For this purpose we assume (1) that total 
import substitution (positive or negative) is sufficient to eliminate the 
difference between the two structural gaps over the period 1962-75, and 
(2) that this type of investment increases linearly throughout the period. 
Solutions calculated for Pakistan for varying growth targets are shown 
in Table 5.5 Cumulative values of the two gaps in model 1 and of the 
single gap in model 2 are plotted in Figure 2.¥ 

Figure 2 shows that at a growth rate of GNP of 5.2 per cent, the 
cumulative values of the two resource gaps in model 1 are the same and 
equal to the total requirement for foreign capital in model 2. At lower 
growth rates, the trade gap predominates in model 1 and the difference 
between the two curves represents an excess of consumption. In model 2, 
about a third of this excess is utilized to finance the additional invest- 
ment needed for import substitution; the remaining two-thirds is elimi- 
nated by reducing the capital inflow.’ 

At growth rates above 5.2 per cent, Phase II predominates in the 
basic model and the possibilities of reducing the capital inflow through 
(negative) import substitution are less. On our assumptions, substitut- 
ing imports for investment would produce a reduction in the dominant 


35 We have used a value of b of 1.5, which implies that additional import substitutes would 
become profitable at an average exchange rate 50 per cent higher than the present effective 
rate. Tbis value was judged to be the upper limit to the cost of import substitution or in- 
creased exports in the amounts needed to reconcile the two gaps. À comparable value was 
found in the investment programming model for Southern Italy [5]. The additional import 
content of investment (a) is taken as .25, corresponding to a total import content of .35, 

35 For model 1, we have assumed that the total capital inflow would be equal to the larger 
of the cumulative resource gaps because of the possibilities of adjustment through stock 
change, variations in imports, building ahead of demand, etc. Taking the larger resource gap 
on an annual basis would give somewhat higher totals for model 1 in Table 5 and Figure 2. 

*! For example, at a growth rate of 4 per cent excess consumption of .59 in model 1 is con- 
verted into increased investment of .19 and reduced imports and capital inflow of .40 in 
model 2. The same proportions hold at other growth rates below 5.2 per cent. 
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saving gap of about a third of the difference between the two gaps in 
model 1. 

A more efficient method of reducing the cumulative capital inflow in 
cases where the saving gap exceeds the trade gap is to accelerate the rate 
of growth at the beginning of the period instead of maintaining a con- 
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(MODEL 2), PAKISTAN, 1962-75 
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stant growth rate. This has the effect of increasing total saving as well as 
total imports, but the net reduction in the capital inflow is greater than 
with model 2.38 The practical scope for raising the growth rate in most 
countries is limited by absorptive capacity constraints, however. 

A more comprehensive analysis of the efficiency of alternative growth 
patterns would require us to abandon the assumption of a given target 
growth rate and to determine the growth target and the pattern of capi- 
tal inflow from the objectives of the economy and the limits to the use of 
various policy instruments. This has been done in a linear programming 
analysis of optimal growth patterns in Pakistan [7]. The results confirm 
our assumption that it is efficient to eliminate the ex ante difference 
between the two resource gaps to the extent feasible. The main features 
of the growth pattern determined from the basic model also characterize 
the optimal solutions to the more general planning model.?? 


D. The Productivity of External Resources 


The productivity of an increment in external resources supplied to a 
developing country can be measured by the corresponding increase in 
consumption or total income which it makes possible. The value of ex- 
ternal resources depends on the extent to which they facilitate the fuller 
use of domestic factors. In our models, it is possible to measure the effect 
of increasing the supplies of investment funds and foreign exchange, but 
we have no estimate of the possibilities for raising the skill limits to 
growth. 

Figure 2 provides óne measure of the marginal productivity of exter- 
nal resources in Pakistan over the range of growth rates indicated.* 
Under the assumptions of model 1, the productivity of aid is much 
higher in Phase III, when the balance of payments is thefactor limiting 
growth. This result is stated in more general terms in the following for- 
mulas for the derivative of the terminal year income with respect to the 
total capital inflow from the equations in Table 2. 


38 The theoretical aspects of the variable growth mechanism are more fully explored in [8]. 
There it is shown that slowing down growth to save on external capital in Phase III is a very 
inefficient alternative to import substitution. In the present example it results in a loss of 311 
of consumption per dollar of capital inflow saved. 

?? The principal differences between model 1 and the linear programming solutions are (1) a 
continuation of Phase I beyond the point at which the target rate is achieved in order to 
maximize the benefits of accelerated growth; (2) replacement of Phases IH and III by a single 
regime in which the capital inflow is reduced to zero with the two gaps kept equal by import 
substitution, as in model 2 above. 

40 Since Figure 2 is designed to illustrate the effects of import substitution, we have omitted 
the complicating element of absorptive capacity, which would raise the total capital inflow 
required for higher growth rates and put an absolute ceiling on the maximum growth achievable 
of about 6.3 per cent by 1975 in the Pakistan example. Discounting the total capital inflow at 
` 8 per cent would reduce the total value by 30—40 per cent and raise its marginal productivity. 
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For Phase IT: Vues 
d(iV 1 
(18) Mi E 
d(>. FÀ hk—aw 
For Phase III: 
a(V 1 
(19) ee, 
(ÈE) wy 
where 
i Pea DBD 
? 
" Eti) 
Values of y for relevant time periods and growth rates are: 
| Values of y 
7 i=4 fed i= 14 
.03 1.8 4.1 5.9 
.05 1.8 3.8 5.5 
.07 1.7 3.5 4.9 
.10 1.7 3.4 4.4 


These formulas give the following values for the increase in terminal 
year income per dollar of increase in cumulative assistance for Pakistan 
and for the median parameter values of Table 1 (assuming 7=.05 and 
i= 14). | | 


Pakistan Median Values 
Productivity in Phase II AA .35 
Productivity in Phase HI |. 1.14 .91 


For periods under 20 years, there is à pronounced tendency for the 
two productivity curves to have the relative slopes indicated for Paki- 
stan, with Phase II predominating at high rates of growth. As the 
length of time increases, the productivity of assistance in Phase II rises 
because of the additional saving generated, while the. producitivity in 
Phase III falls. Under the more optimal policies assumed in model 2, 
there is a single productivity curve with a slope closer to that of Phase IT 
in model 1.8 

For long-term development policy, it is more useful to consider the 
total assistance required to complete the transition to self-sustaining 


ü This result waa also obtained by Chenery and Bruno [6] for Israel and by McKinnon [15] 
for more specialized assumptions. An estimate of the productivity of aid to Greece is given 
in [Í]. 

* The marginal productivity curve derived from the linear programming model of [7] is 
similar to that for model 2. 
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growth in relation to the country’s performance. This can be done by 
varying the parameters for Phase II of model 1 over the range of values 
observed in Table 1. The results are given graphically in Figure 3, which 
shows the total undiscounted capital inflow required to produce a self- 
sustaining growth rate of 5 per cent from the low initial saving rate of 
8 per cent of GNP.* 

To show the effect on aid requirements of a change from average 
performance to “good” performance, we have plotted points correspond- 
ing to median values of k and a’ (point H) and also upper quartile values 
(point U). Median performance requires a total capital inflow of more 
than 24 times the initial GNP and a period of 43 years to complete the 
transition to self-sustaining growth. Upper-quartile performance re- 
quires a capital inflow equal to only a quarter of the initial GNP and a 
period of eight years to reach self-sustaining growth (if we ignore the 
absorptive capacity limitation). Between these extremes, we might 
distinguish as “good performance" combinations of k and a’ which ac- 
complish the transition with a total capital inflow of not more than the 
initial GNP, such as £— 3.2 and a’=.20. These results will be utilized in 
the discussion of assistance policy in Section III. 


II. Prospects for the Transition 


The preceding analysis provides a way of thinking about external 
resources as an element in the development process. Their contribution 
to growth may be large or small depending on the response of the recipi- 
ent country. We shall now try to evaluate the recent performance of the 
less developed countries and assess their possibilities for further growth 
and their needs for external resources. 

Since efforts to accelerate growth through foreign assistance have been 
concentrated in recent years, our statistical analysis is based on the 
period 1957-62. Rough estimates of the basic relations in model 1 have 
been made for 50 countries which account for 90 per cent of the GNP of 
the underdeveloped world.“ Principal attention will be given to 31 of 
these countries for which the data are judged to be more reliable.9 Our 
interpretation of the results will also utilize more detailed analyses of a 
dozen of the most important recipients of U. S. assistance.* 


*5 Model 2 can be approximated by Phase II of model 1 by taking a weighted average of the 
two incremental capital output ratios in model 2. Figure 3 ignores the absorptive capacity 
limitations, which would tend to raise the time required for the transition, 

4 Omitting Communist China, Cuba, and N. Korea. 

& The only large countries omitted from the 31-country sample are: Ceylon, Ethiopia, 
Indonesia, South Vietngm, the Sudan, and the United Arab Republic. 

15 Preliminary results of the more detailed studies are available for Greece [1], Turkey [25], 
Colombia [24], and Taiwan [12]. Other countries for which more detailed models have been 
constructed by AID in order to test the “two gap" analysis of aid requirements and per- 
formance include India, Pakistan, Argentina, Brazil, Korea, Jordan, Nigeria, and Chile. 
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A. Evaluation of Current Perforniance. 


The statistical evaluation of current performance is designed to show 
the extent to which underdeveloped countries have established the 
structural conditions required to utilize aid effectively in carrying out a 
transition to self-sustaining growth. It also sheds some light on the 
validity of our simplified model and provides a basis for subsequent - 
projections of future growth. 
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For this survey we have adopted a uniform statistical procedure that 
is applied to all 31 countries. Estimates of the parameters in the basic 
model are given in Table A-1 below. The main features of the statistical 
procedure are as follows: 

1. All estimates were made from linear trends fitted to time series for 
the period 1957-62. Marginal saving rates (o), marginal import rates 
(u^), and marginal capital-output ratios (k) were computed directly from 
these trends. 

2. The magnitude of the absorptive capacity parameter (f) is indi- 
cated by the highest compound growth of investment for any five-year 
period in the past decade. The growth of investment (z) observed for 
1957-62 is often well below this limit because. development has been 
constrained by other factors. 

. 3. Trend values for 1962 of the investment, saving, and import ratios 
to GNP are computed as a basis for future projections. 

The estimates in Table A-1 will first be used to determine the extent 
to which recent performance satisfies the criteria for a successful transi- 
tion to self-sustaining growth. While six years is too short a period to 
establish reliable estimates for any single country, a comparative assess- 
ment for the whole group of countries is quite suggestive. 

We have proposed three sets of criteria in Section I to measure prog- 
ress toward a given rate of self-sustaining growth; 

(1) Investment criteria. In Phase I, the rate of growth of investment 
must be greater than the target growth rate (77). Thereafter, the in- 
vestment rate must be adequate to sustain the target GNP growth rate 
(I/V z kr). 

(2) Saving criteria, The marginal savings rate must be greater than 
the target investment rate (a'> kF) unless the average rate of saving is 
already above this level. 

(3) Trade criteria. Either export growth. must exceed the growth 
target for GNP or the marginal import ratio (u^) must be substantially 
less than the initial average ratio. The complete statement of the trade 
criterion is given by equation (16). 

These criteria have been used to classify the 31 countries into the four 
main groups shown in Table 6, The classification is based on the saving 
and trade performance needed to achieve a self-sustaining growth rate of 
5 per cent." As to the investment criteria, all countries except Burma 
have shown an absorptive capacity for investment of greater than 5 per 
cent in the recent past, but the five countries indicated by an asterisk do 


*! The parameters should reflect underlying structural characteristics rather than “realized” 
values in this historical period. The high marginal import ratios for Chile, Nigeria, and 
Turkey, for example, may reflect Phase IT slackness in the foreign trade constraint. The true 
structural import ratios may be enough lower to move Chile from Group D to C and Nigeria . 
from B to A, Use of parameters for the period 1953-63 would move Mexico from Group C to A. 
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not meet either investment criterion for the period 1957-62. 

The 12 countries in group A satisfy the criteria for approaching or 
maintaining self-sufficiency and nine of them have already achieved 
growth rates of 5 per cent or more. Half of this group is heavily depen- 
dent on external capital for its continued growth, while most of the 
others have favorable exports and little or no net capital inflow. 

Of the 19 countries that fail to satisfy one or both criteria for ap- 
proaching self-sustaining growth, failure on the trade side seems to be at 
least as important as deficiencies in saving and investment. More de- 
tailed studies suggest that a number of these countries—India, Greece, 
Turkey, Chile, Colombia, Costa Rica, Bolivia, Guatemala, and Hon- 
duras—have recently shown symptoms associated with Phase III in our 
model: import shortages, substantial excess capacity, and in some cases 
falling saving rates.* 

One of the most suggestive features of this grouping of countries is the 
predominant role played by exports. Ten of the 12 countries in group A 
have export growth rates of 6 per cent or more and hence could even- 
tually reach self-sustaining growth of 5 per cent even if the ratio of im- 
ports to GNP remained constant. Conversely, one of the most signifi- 
cant aspects of the unsatisfactory performance of countries in Group D 
is the stagnation of their exports, which has typically led to increased 
requirements for external capital and falling saving rates. There is al- 
most no example of a country which has for a long period sustained a 
growth rate substantialy higher than its growth of exports through 
continuing import substitution. In the past Brazil, Colombia, Turkey, 
and India have done so for considerable periods, but each has run into 
severe balance-of-payments difficulties in recent years. 

This comparative assessment also tends to dispel the notion that 
performance as measured here is necessarily associated with the initial 
income level. In this period, at least, there is little correlation between 
initial income levels and either marginal saving rates or balance-of- 
payments performance. 


B. Projections of Future Growth 


Since less developed countries vary widely in their ability to mobilize 
their own resources and to utilize external resources, estimates of future 
assistance requirements based on aggregate models are not very useful. 
We have therefore made a series of projections for each of 50 countries in 
order to explore the range of future growth possibilities and correspond- 
ing assistance requirements. While the projection for any single country 
is fairly crude, this approach has the great advantage of taking into 


5$ Aggregate evidence is given in [8]; examples of more detailed analyses of the trade gap 
are found in [1] [14] [24] [25]. 
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account absorptive capacity, import requirements, and other limitations 
which can only be judged on a country basis. 

Our analysis is designed to explore the possibilities for accelerating 
growth through a combination of improved country performance and 
additional external resources. We therefore specify a considerable range 
of performance possibilities, based on the preceding survey of current 
performance. The range of values chosen for each parameter is designed 
to show the extent to which the performance variables affect the coun- 
try’s growth and its aid requirements. 

1. Methodology. The methodology to be used follows closely that used 
for Pakistan in Section I. A similar range of variation in performance has 
been specified for each of the 50 countries in the sample. Principal atten- 
tion has been given to the 25 countries having the largest effect on 
assistance requirements. 

As a starting point we estimated the six parameters in model 1 from 
the historical performance in each country, modified in some cases by 
the experience of similar countries. The average of the resulting target 
growth rates for all countries (projected to 1975) is 4.4 per cent, approxi- 
mately the same as the recent past.“ 

To evaluate the possibilities for accelerated growth, we divided the six 
policy parameters into three groups: the growth limits for investment and 
GNP (6 and F); internal performance factors (k, a’, and u^) ; and export 
growth (e). Starting from the historical estimates, we specified two sets . 
of more optimistic assumptions for growth limits and internal perfor- 
mance factors and one alternative set of export projections.” These 
alternative sets of parameters values are shown in Table A-2. The pos- 
sible combinations of the sets of values for the parameters provide a 
basis for 18 projections for each of the 50 countries. 

In judging the range of possible performance for each country, we 
took into account its historical performance, its development plan, the 
observed performance of other countries and some aspects of political 
performance. We relied heavily on the development programs of the 
major countries in making the intermediate or “plan” estimates of both 
growth targets and internal performance. “Plan” targets and perfor- 
mance are defined here as those achievable with moderate improvements 
in development policies in relation to past experience. The most opti- 
mistic (upper-limit) estimates assumed that almost all countries could 
attain the median observed value of the marginal saving rate (.20) and 

*9 These historically based estimates are shown in Table A-2 of the Annex. They differ from 
the estimates in Table A-1 for 1957-62 primarily in the elimination of abnormal or biased 
values that need not persist with reasonable policies—-e.g., falling export and saving rates, 
&bnormally high capital coefficients, etc. In large part, these abnormal values represent the 
effects of disequilibrium conditions on our estimates. The revisions reduce the estimates of aid 
requirements. 

5? Details are given in [8]. 
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TABLE 7—-PROPORTION OF COUNTRIES WITH FOREIGN CAPITAL 
REQUIREMENTS DETERMINED BY INVESTMENT-SAVING GAPS 


Internal Performance Characteristics 


Upper Limit 
1975 

Historical 

Plan 

Upper Limit 











Source: AID, Office of Program Coordination, '"23-Year Projections" of September 16, 
1964, for model 1, 50-country sample. 


could limit the marginal import coefficient to the normal value derived 
from intercountry comparisons. 

Our notion of the upper limit implies a probability of perhaps one in 
four that the given target growth and performance could be attained. 
For all countries, the average of the plan growth targets through 1975 
turns out to be 5.2 per cent and the average of the upper-limit targets is 
about 6 per cent. The “plan” estimates range from 3-9 per cent with a 
heavy concentration between 5 per cent and 7 per cent.* 

In order to explore the range of growth possibilities systematically, we 
have adopted the same degree of optimism for all countries in each trial 
calculation. Projections on this basis are designed to reveal the range of 
possibilities that is interesting for policy purposes rather than to forecast 
the most probable course of development in each country. The projec- 
tions were made from year to year according to the formulas of the ap- 
propriate phase in model 1.5 Cumulative results for the 18 combinations 
of growth targets, country performance, and exports are given in Table 8 
and regional projections for 1970 and 1975 in Table 9. 

The projections based on model 1 include measures of excess con- 
sumption and excess imports, which show the extent to which aid re- 
quirements could be reduced through policies designed to equalize the 

2 Whatever the validity of our subjective judgments as to the possibility of improved per- 
formance, this procedure has seemed preferable to & more mechanical approach to testing the 


sensitivity of the results to various types of change. Our principal conclusions are not greatly 
affected by differences in judgment as to the possibilities for individual countries. 


3 Machine computations involve a test in each year to determine the appropriate growth 
phase and set of equations to apply for the next year. 
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two resource gaps. Since the empirical possibilities for such policies 
cannot be ascertained without detailed studies of each country, we will 
apply the over-all factors derived in Section I to estimate the reduction 
in capital inflow that might be achieved in this way. 

2. The Phases of Growth. The projection of growth paths Under alter- 
native assumptions provides a more general evaluation of the relative 
importance of the two resource limitations than does our attempted 
identification of these limits in current situations. Table 7 shows the 
proportion of the 50 countries in which the saving-investment gap was 
the limiting factor—and hence the determinant of capital inflow—in 
each of the 18 trial projections. The most striking result of this tabula- 
tion is the predominance of the trade limit; it is more important than the 
saving limit in 1975 in 15 of the 18 sets of alternatives. 

This breakdown shows the quantitative significance of three factors 
that have been discussed previously in general terms. 

(1) At higher growth rates the saving limit tends to become more 
important, for reasons analyzed in Section I. Under most assumptions as 
to the other parameters, a rise in the growth rate from the historical 
average of 4.4 per cent to the upper-limit average of about 6 per cent 
increases the number of countries in which the saving limit is controlling 
by 50 per cent or more. 

(2) The saving limit is increasingly dominated over time by the trade 
limit under historical conditions of internal performance. This result 
points to the need for more import substitution unless export prospects 
can be drastically improved.  . 

(3) A 40 per cent increase in the assumed rates of growth of exports 
(from the low to the high assumptions) removes the trade limit in only 
four to six of the 50 countries under most assumptions. Unrealistically 
Jarge increases in exports would be required to reduce greatly the im- 
portance of the balance of payments limitation by 1975. 


C. Development Performance and Assistance Needs 


The projections in Table 8 are designed to show the way in which 
assistance need vary with the export possibilities and internal perfor- 
mance of the developing countries. For this purpose the 900 separate 
country projections have been aggregated using the same degree of 
optimism as,to exports and internal performance for each country. To 
summarize the results graphically, the 18 aggregate solutions of Table 8 
are plotted in Figure 4, giving three points on each of the six curves. 
Curve P2, for example, shows the increase in cumulative capital inflow 
from $100 billion ($7.7 billion per year) needed to sustain an average 
growth rate of 4.4 per cent to $173 billion ($13 billion per year) to sus- 
tain a growth rate of 5.8 per cent, assuming plan performance and high 
exports. 
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FIGURE 4. FOREIGN CAPITAL REQUIREMENTS OF 50 DEVELOPING COUNTRIES, 
ALTERNATIVE DEVELOPMENT PATTERNS, 1962-75 
(All values in billions of 1962 U.S, dollars) 
Source: Table 8. . 


The graphical presentation facilitates analysis of the productivity of 
external assistance under alternative assumptions. Along curve P2 an 
increase of a billion dollars of GNP in 1975 can be secured for a cumula- 
tive aid input of $1.2-$1.3 billion between 1962 and 1975.9 The produc- 
tivity of aid is significantly lower with historical performance and sig- 
nificantly higher with upper-limit performance, as shown by the relative 
: 8 An alternative calculation would show a cumulative addition to GNP over the period of 


nearly five dollars per dollar of capital inflow. There is some decline in aid productivity at 
higher growth rates due to the shifting of countries from Phase III to Phase IT, 
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slopes of the curves.“ Variation in export optimism affects the level of 
total aid but not its marginal productivity. 

The effects of individual elements can be isolated in Table 8. Starting 
from the central estimate of $131 billion in capital imports for plan 
growth, high exports, and plan performance, we can identify the follow- 
ing effects of changes in different sets of policy variables: 

(1) A decrease in export growth from 5.2 per cent to 3.8 per cent causes a 
reduction of exports of $39 billion and an increase of total capital inflow 
of $21 billion. 

(2) An increase in internal performance to the upper limit (with a con- 
stant growth rate) causes a reduction of capital inflow by $32 billion. 

(3) A fall in the growth rate to 4.4 per cent (with no change in internal 
performance) causes a reduction in external capital requirements of $31 
billion and of consumption by $98 billion. 

The relative importance of these changes varies with the starting 
point and depends largely on which of the growth limits predominates. 
At the upper limit growth rates, where the saving constraint is more 
important, the effect of increasing exports on aid requirements is less. 
At plan growth rates, about half of any increase in exports is reflected in 
a reduced need for external resources in the model 1 solutions, since the 
external requirements of countries in Phase II are not affected. 

Perhaps the most notable feature of this analysis is the sensitivity of 
aid requirements to variations in internal performance. At historical 
growth rates, the maximum reduction due to improved performance is 
about 20 per cent, but at the 6 per cent growth rate, upper-limit perfor- 
mance would reduce external capital needs by 40 per cent. Put in other 
terms, the capital inflow required to sustain 4.4 per cent growth with 
historical performance would sustain 5.4 per cent growth if all countries 
could achieve the upper-limit standards. The main cause of the greater 
sensitivity at higher growth rates is the greater importance of saving out 
of increased income as GNP grows. This sensitivity would be even more 
pronounced if we assumed that saving depends on per capita rather than 
total income levels. 

To compare our results to other estimates, we can state them in terms 
of the net capital inflow in 1970 and the implied increase in external 
assistance between 1962 and 1970. Omitting the less likely combinations 
of assumptions, the indicated range of capital requirements in 1970 is 

The marginal productivity of aid in the three high export cases is .54 for historical per- 
formance, .81 for plan performance, and 1.54 for upper-limit performance. Corresponding 


values derived above from equations (18) and (19) using median observed values of the 
parameters were .35 for Phase II and .91 for Phase III. 


& This effect is more pronounced at low growth rates if we do not exclude countries having 
capital exports. 
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from $10-$17 billion,” corresponding to the rate of growth of external 
capital of 3 per cent to 10 per cent from its $7.4 billion value in 1962.57 
This range compares to the U.N. estimate for 1970 of $20 billion and to 
Balassa’s range of $9—$12 billion [4]. Our estimates have the advantage 
of making explicit assumptions as to country performance and of show- 
ing how the total depends on them. 

The possibility of further reduction in assistance needs through better 
development policies is indicated in Table 8 by the magnitude of the 
excess imports for countries in Phase IT and unrealized saving for coun- 
tries in Phase III. With the moderate improvement of performance that 
is represented by the plan growth targets and plan performance, there 
would be $98 billion of unrealized saving and $20 billion of excess im- 
ports. The predominant need is to convert the unrealized saving into 
additional investment which will substitute for imports or increase 
exports. 

The theoretical limits to the possibilities for reducing aid requirements 
in this way are shown in Table 9. As explained in Section I.D, the eff- 
ciency of the import substitution mechanism in converting surplus 
saving into a reduction in capital requirements may be on the order of 
50-65 per cent under plausible assumptions. More massive import sub- 
stitution would raise the marginal capital coefficient for the additional 
production and thus lower the possibilities for efficient reductions in 
external capital. 

To illustrate the extent to which further import substitution or addi- 
tional exports might reduce assistance requirements by 1975, we have 
made a set of projections with model 2 on the assumption that not more 
than 10 per cent of total investment in each country could be devoted to 
this purpose. The results are shown in Table 10. They suggest that opti- 
mum planning for structural change might reduce requirements for 
external capital in 1975 by a third or more at plan growth rates com- 
pared to the more rigid trade assumptions of model 1. 

Some of the regional implications of the projections are brought out in 
Table 9. 'T'he regional growth rates corresponding to the average plan 
target of 5.2 per cent vary from 4.2 per cent for the sample of African . 
countries to 6.0 per cent in the Near East. South Asia shows the most 
rapid increase in capital inflow relative to its growth in GNP, reflecting 
its relatively high absorptive capacity and relatively low initial savings 


5 The principal combinations for 1970 are given in Table 9 and the full range for 1975 in 
Table 10. 


U We have used a factor of 1.25 to convert our sample results to the requirements of all less 
developed countries. The 1962 figure of $7.4 billion is based on balance of payments figures in- 
[21], Tables 1 and 11, and is lower than the OECD estimate of $8.5 billion of capital inflow in 
the same year. It includes capital flows to Turkey and Greece, and excludes Puerto Rico and 
$0.7 billion of capital outflows from major oil exporters. The discrepancies between the U.N. 
and OECD estimates are discussed in [22, Annex, pp. 6-8]. 


CHENERY AND STROUT: FOREIGN ASSISTANCE 723 
TABLE 10— COMPARISON OF MODEL 1 AND MODEL 2 


PaojEcTIONS oF 1975 CaPrTAL INFLOW” 
(Billions of 1962 dollars) 


Internal Performance Characteristics 


Plan Upper Limit 





Low High Low High 
Exports | Exports | Exports | Exports | Exports | Exports 


Model 1—ProjecHons 


Historical 12.1 10.0 11.8 : 


9.0 9.4 7.1 

Plan 18.7 16.2 17.4 14.0 12.0 9.2 

Upper Limit 26.1 24.2 22.5 19.6 15.9 12.9 
Model 2—Oplimal Adjusimen?? 

Historical 7.9 6.1 7.7 5.4 5.5 3.5 

Plan 11.1 10.3 03 6.9 5.5 2.9 

Upper Limit 20.8 20.8 14.1 13.7 7.6 6.0 


Source: AID, Office of Program Coordination, “23-year Projections,” machine listings of 
September 16, 1964. 

* External capital requirements exclude negative flows (capital outflows) from countries 
estimated to be net potential capital exporters by 1975. 

b Estimated by assuming conversion of “excess imports" (Table 8) to additional import 
substituting investment in amounts not exceeding 10 per cent of total investment estimated 
for equivalent model 1 development alternative. The 1975 external capital "saving" under 
this assumption range from $3.4 to $9.5 billions. 


rates. Perhaps more significant than the actual estimates is the demon- 
stration that the allocation of external assistance in accordance with 
comparable standards of performance would be likely to result in sub- 
stantial shifts in the regional distribution of foreign assistance. 


III. International Assistance Policies 


Our analysis has shown the conditions under which external assis- 
tance may make possible a substantial acceleration in the process of 
economic development. It has focused on the interrelations among ex- 
ternal resource requirements and the development policies of recipient 
countries. Analysis of these interrelations leads to several principles of 
general applicability to internationa] assistance policy. 

The central questions for assistance policy are the measurement of the 
effectiveness of external assistance, the policies which recipient countries 
should follow to make best use of external resources, and the basis for 
allocating assistance among countries. This concluding section summa- 
rizes the main implications of our analysis for each of these questions 
and adds some qualitative elements which have been omitted from the 
formal analysis. 
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A. The Effectiveness of Assistance 


In the short run the effectiveness of external resources depends on 
their use to relieve shortages of skills, saving, and imported commod- 
ities. The productivity of additional amounts of assistance over short 
periods can be measured by the increase in output resulting from the 
fuller use of domestic resources which they make possible. 

Over longer periods, the use that is made of the initial increase in 
output becomes more important. Even if the short-run productivity of 
aid is high, the economy may continue to be dependent on external 
assistance indefinitely unless the additional output is allocated so-as to 
increase saving and reduce the trade gap. Over the whole period of the 
transition to self-sustaining growth, the use that is made of the succes- 
sive increments in GNP is likely to be more. important than the effi- 
ciency with which external assistance was utilized in the first instance. 
This was demonstrated in the discussions of Figure 3 in Section I, which 
showed the dependence of total aid requirements on the marginal saving 
rate. To emphasize this point, let us assume that the productivity of 
investment in the first five years of the upper-limit development se- 
quence outlined above for Pakistan had been one-third lower, requiring 
a correspondingly larger amount of investment and external aid to 
achieve the same increase in GNP. The effect would be to increase the 
total aid required over the 17-year period to achieve self-sufficiency by 
some 45 per cent. This, however, is less than the effect on aid require- 
ments of a reduction in the marginal saving rate from .24 to .22. The 
critical elements in the development sequence are getting the initial 
increase in the rate of growth, channeling the increments in income into 
increased saving, and allocating investment so as to avoid balance-of- 
payments bottlenecks. These long-run aspects are likely to be consider- 
ably more important than the efficiency with which external capital is 
used in the short run.®® 

The long-run effectiveness of assistance is also likely to be increased 
by supporting as high a growth rate as the economy can achieve without 
& substantial deterioration in the efficiency of use of capital. This con- 
clusion was derived in [8] and is elaborated in [7]. There are also several 
factors omitted from the formal models that argue for more rapid 
growth: 

(1) The fact that a smaller portion of the increase in GNP is offset by 
population growth; 

(2) The gain in political stability and governmental effectiveness that 
is likely to result; 


8&5 This conclusion is demonstrated in the evaluation of the effectiveness of aid to Greece 
in [1]. 
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(3) The greater likelihood of being able to raise marginal saving rates 
and export growth when GNP is growing more rapidly ;? 

(4) The greater likelihood of attracting foreign private investment to 
finance the needs for external capital. 

While the last three factors cannot be measured with any accuracy, 
they appear to have been important in most countries that are success- 
fully completing the transition, such as Israel, Greece, Taiwan, Mexico, 
Peru, and the Philippines. These examples support the theoretical con- 
clusion that the achievement of a high rate of growth, even if it has to be 
initially supported by large amounts of external capital, is likely to be 
the most important element in the long-term effectiveness of assistance. 
The substantial increases in internal saving ratios that have been 
achieved in a decade of strong growth—from 7 per cent to 12 per cent in 
the Philippines, 11 per cent to 16 per cent in Taiwan, 6 per cent to 14 per 
cent in Greece, and —9 per cent to 12 per cent in Israel —demonstrate 
the speed with which aid-sustained growth can be transformed into self- 
sustained growth once rapid development has taken hold. 


B. Policies for Recipient Couniries 


While the receipt of external assistance may greatly reduce the time 
required for a country to achieve a satisfactory rate of growth, depen- 
dence on substantial amounts of external resources creates some special 
policy problems. One lesson from the preceding analysis is that the focus 
of policy should vary according to the principal limitations to growth. 
Just as optimal countercyclical policy implies different responses in 
different phases of the business cycle, optimal growth policy requires 
different “self-help” measures in different phases of the transition. 

In Phase I, where the growth rate is below a reasonable target rate, 
the focus of policy should be on increasing output, implying an increase 
in the quality and quantity of both physical capital and human resource 
inputs. Our statistical comparisons suggest that a rate of growth of 
investment of 10-12 per cent is a reasonable target for countries whose 
initial investment level is substantially below the required level. Phase I 
can be completed by most countries in a decade if this increase in invest- 
ment is accompanied by sufficient improvement in skills and organiza- 
tion to make effective use of the additional capital that becomes avail- 
able. Although it is probably more important in this phase to focus on 
securing increases in production and income, a start must also be made 
on raising taxes and saving if international financing is to be justified by 
performance. 

As Phase I is completed, the rate of increase in investment can be 


9 The advantages of more rapid growth with constant per capita marginal saving rates 
are demonstrated by Fei and Paauw [9]. 
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allowed to fall toward a feasible target rate of GNP growth, which is 
unlikely to be more than 6~7 per cent. The focus of development policy 
should then be increasingly on (a) bringing about the changes in the 
productive structure needed to prevent further increases in the balance 
of payments deficit, and (b) channeling an adequate fraction of in- 
creased income into saving. Although theoretical discussion has tended 
to stress the second requirement, the first appears to have been more 
difficult in practice for many countries. Since substantial import substi- 
tution is required just to prevent the ratio of imports to GNP from 
rising, export growth at least equal to the target growth of GNP is likely 
to be necessary in order to reduce external aid. 

As the focus of development policy changes, the instruments of policy 
must change accordingly. Somewhat paradoxically, successful perfor- 
mance in Phase I, which would justify a substantial and rising flow of 
foreign assistance, may make success in Phase III more difficult. If in- 
vestment and other allocation decisions are based on the exchange rate 
that is appropriate for a substantial flow of aid, they are not likely to 
induce sufficient import substitution or increased exports to make pos- 
sible a future reduction in the capital inflow. Planning should be based 
on the higher equilibrium exchange rate that would be appropriate to a 
declining flow of aid in order for the necessary changes in the productive 
structure to be brought about in time. 

It is the need for rapid structural change which sets the lower limit to 
the time required to complete the transition to self-sustaining growth. 
Even though the simplified model underlying Figure 3 suggests the 
possibility of completing this transition in less than 20 years starting 
from typical Asian or African conditions, it is very unlikely that any such 
country can meet all the requirements of skill formation, institution 
building, investment allocation, etc. in less than one generation. 


C. Policies for Donor Couniries 


Donors are concerned with criteria for the allocation of aid among 
recipients, and the means for controlling its use. Allocation and control 
policies are complicated by the mixture of objectives that motivate 
international assistance, the most important of which are (i) the eco- 
nomic and social development of the recipient, (ii) the maintenance of 
political stability in countries having special ties to the donor, and (iii) 
export promotion. This mixture of motives has led to a complex system 
of aid administration in all countries. 

The predominant basis for development loans is the individual invest- 
ment project, for which external financing is provided to procure capital 
goods from the donor country. Loans not limited to equipment for spe- 
cific projects are provided to a few selected countries against the 
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balance-of-payments needs of development programs.™ Substantial but 
declining amounts of grants are also furnished for budgetary support of 
ex-colonies and other dependent areas. 

Our analysis suggests some directions in which improvements can be 
sought in the present methods of supporting economic development, 
which is the objective on which all parties agree. We consider first meth- 
ods of transferring resources to individual countries and then allocation 
of assistance among countries. 

1. The Transfer of Assistance. Any system for transferring resources 
must include: (i) a basis for determining the amount of the transfer, 
(ii) specification of the form of resources to be furnished, and (iii) a basis 
for controlling their use. On all these counts the project system has the 
virtue of simplicity. It also provides for detailed evaluation of the in- 
vestments that are directly financed from external aid—which may be 
10 per cent or so of total investment—and for increasing their produc- 
tivity through technical review. 

While the project system has much to commend it when the main 
focus is on increasing the country's ability to invest, it becomes increas- 
ingly inappropriate as the development process gets under way. As the 
rate of growth increases, we have shown that the effectiveness of aid 
depends more on the use that is made of the additional output than on. 
the efficiency with which a limited fraction of investment is carried out. 
Furthermore, an attempt to finance the amount of external resources 
needed during the peak period of an optimal growth path—which may 
imply aid equal to 30-40 per cent of total investment—by the project 
mechanism alone may greatly lower the efficiency of use of total re- 
sources. Limiting the form of assistance to the machinery and equip- 
ment needed by substantial investment projects is likely either to lower 
the rate of growth or to distort the pattern of investment. 

In these circumstances, assistance would be more effective if the range 
of commodities supplied could be broadened to permit the recipient's 
pattern of investment and production to evolve in accordance with the 
principle of comparative advantage." While domestic supply can—and 
indeed must—lag behind demand in some sectors to accommodate the 
needed resource transfer, the country should also be preparing to bal- 
ance its international accounts by the end of a specified transitional 
period. 

Since donors fear that uncontrolled imports may be wasted in in- 
creased consumption without the restraints imposed by the project 

€ Tn the terminology of AID [2], the latter are called program loans, About half of U.S. 


development lending is on a program basis in contrast to a much smaller proportion for other 
OECD Development Assistance Committee members or the World Bank. 


8 This observation applies to aid in the form of agricultural commodities a8 well as to aid 
in the form of machinery or any other specified goods. 
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mechanism, an alternative means of control is needed. Part of the solu- 
tion lies in relating the amount of aid supplied to the recipient’s effective- 
ness in increasing the rate of domestic saving, so that the added aid will 
necessarily increase saving and investment as income grows. As develop- 
ment planning and statistics on over-all performance improve, this type 
of “program approach” is becoming increasingly feasible, both from the 
point of view of determining the amounts of assistance needed and of 
assessing the results.™ 

The strongest argument for the program approach arises for countries 
in Phase III, where the balance of payments is the main factor limiting 
growth and there is typically excess capacity in a number of productive 
sectors. In this situation, the highest priority use of imports is for raw 
materials and spare parts to make more effective use of existing capac- 
ity; project priorities should give primary weight to import substitution 
and increased exports. In this situation donor controls should be pri- 
marily concerned with the efficient use of total foreign exchange re- 
sources, which can only be assessed adequately in the framework of a 
development program. 

2. Allocation of Assistance. If the objectives of the donor countries 
could be expressed as some function of the growth of each recipient, it 
would be possible to allocate aid primarily on the basis of expected de- 
velopment performance. The varying political objectives of the donors 
complicate the problem because each would give somewhat different 
weights to a unit of increase in income as among recipients. Even with 
this limitation, however, there may be considerable scope for reallocat- 
ing a given amount of aid or for selective increases in individual country 
totals in accordance with criteria of self-help. 

The predominant project approach now in use favors countries whose 
project preparation is relatively efficient. Other qualities that are 
equally important to successful development—tax collection, private 
thriftiness, small-scale investment activity, export promotion—are 
ignored in focusing on this one among many aspects of better resource 
use.9 

Where fairly reliable statistics are available, an alternative procedure 
would be to establish minimum over-all performance standards for each 
country and to share the aid burden among interested donors through a 
consortium or other coordinating mechanism. For example, a country 
starting in Phase I might have as its principal performance criteria: 
(i) growth of investment at 10 per cent per year at a minimum standard 


. a The U.S. government has been using the program approach in India, Pakistan, Turkey, 
Tunisia, Chile, Colombia, and Brazil. See AID [2] and [3]. 

9! It is perhaps more than coincidence that most of the striking successes in development 
through aid—Greece, Israel, Taiwan, etc.—were financed largely on a nonproject basis. 
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of productivity, and (ii) the maintenance of a marginal saving rate of .20 
(or alternatively a specified marginal tax rate). There would be little 
possibility to waste aid on these terms, since the required increase in 
savings would finance a large proportion of total investment. Appropri- 
ate over-all standards for saving rates and balance-of-payments policies 
for countries in Phase II and Phase III could also be established without 
great difficulty. A country maintaining high standards—say a marginal 
savings rate of .25 and a marginal capital-output ratio of less than 3.3— 
could safely be allotted whatever amount of aid it requested in the 
knowledge that the larger the amount of aid utilized, the higher would 
be its growth rate, and the more rapid its approach to self-sufficiency. 


STATISTICAL ÁNNEX 


The three tables in this annex contain the values of the structural param- 
eters, both observed (Table A-1) and projected (Table A-2), as well as base- 
year (1962) values of the six variables (Table A-3), on which the 50-country 
projections of model 1 were based. Data sources were the U.N. National 
Accounts Yearbooks, Statistics and Reports Division of the Agency for 
International Development, and the Balance of Payments Yearbook of the 
IMF. Projections of the structural parameters were based on individual 
country studies or, where these were not available, informed judgments of 
country experts. These projections were made in the autumn of 1964 and 
reflect the best estimates available in the spring and summer of that year. 

Revisions of both the historical data and the projections of structural 
parameters were made a year later, in the autumn of 1965, as a part of 
AID's continuing study of prospective worldwide foreign capital require- 
ments. Only Table A-1, showing the structural relationships observed over 
the period 1957—62, has been revised here, however. 

Important changes in the base-year data include downward revisions in 
both investment and savings for India and Argentina, smaller capital in- 
flows for Argentina and Brazil, and a higher investment figure for Brazil. 
These changes would not, however, greatly influence the projected foreign 
resource requirements for the fifty-country aggregate. On the other hand, 
the 1965 projections gave substantially different results in some cases than 
the earlier ones had because of changes in the projected structural param- 
eters. Most important of these were increased export growth rates, higher 
upper-limit target growth rates for GNP, and lower upper-limit capital- 
output ratios for India and Pakistan. The net effect of all changes was to 


«4 Projections based upon the export parameters initially obtained for this sample gave 50- 
country export growth rates ranging from 5.5 to 6.5 per cent. Since these potential increases 
were considerably higher than most forecasters believe possible for the less developed world, 
each country's rate was proportionately reduced so as to give & 1962-70 combined export 
growth rate of 3.7 per cent as one alternative and a rate of 4.9 per cent as a second alternative. 
These scaled down parameters are shown in Table A-2. The same optimistic attitude toward 
export potential produced a subsequently revised set of export parameters, used for the 1965 
AID projections, implying & combined 1963—70 export growth of 4.6 per cent under the low 
alternative and a rate of 6.9 per cent under the high option. 
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5 Data shown pertain to the year 1962; they are averages derived from 1957-62 time trends. 


Chile 
Colombia 
Costa Rica 
Ecuador 


E! Salvador 
Guatemala 
Honduras 
Jamaica 


Mexico 
Nicaragua 
Panama 
Paraguay 


Peru 

Trinidad- 
Tobago 

Venezuela 
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TABLE A-3—BasE-YEAR DATAS 
(Millions of 1962 U. S. dollars) 


(2) 


(3) 


Gross 
National 


Savings 


1,812 


(4) 
Net 
Foreign 
Capital 


Inflow 


17 


(5) 


(6) 


Trade in Goods 
and Services 
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TABLE A-3—(Continued) 
(2) (3) 
Gross Gross 


Invest- | National 
ment 





156 
64 
195 
87 


13 
13 
150 
381 


Savings 


(4) 
Net 
Foreign 
Capital 
Inflow 


128 


207 





(5) (6) 
Trade in Goods 
and Services 


b Reflects largely arbitrary downward adjustment of 1957-62 averages to reflect post 


civil-war conditions. 


Source: AID, Statistics and Reports Division and Office of Program Coordination, data as 


of September, 1964. 


narrow the range of foreign resource requirements found for the various 
parameter combinations. The 50-country totals for 1975, shown as $12.1- 
$17.4 billion in Table 9, dropped to $10.9-$12.7 billion in the 1965 projec- 
tions. The difference is very largely due to the greater export optimism. 
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THE SOVIET COLLECTIVE FARM AS A 
PRODUCER COOPERATIVE 


By EvsEey D. Domar* 


Imagine that most of.the obstacles facing Soviet kolkhozes (collective 
farms) today, such as output and delivery quotas, administrative inter- 
ference, shortage of strategic inputs (materials, spare parts, fertilizer), 
depressed prices of outputs, etc., suddenly vanish, and the kolkhozes 
find themselves in a Lange-Lerner type of a competitive world where 
everything can be bought and sold at a market price, and where peas- 
ants are free to run their own affairs provided the essential structure of the 
kolkhos 15 retained. How would Soviet agriculture, or for that matter any 
economic sector so organized, fare in such a wonderland?! 

Freed from existing restrictions and abuses, the kolkhoz would pre- 
sumably revert to its prototype—a producer cooperative which utilizes 
the labor of its members, purchases other inputs, sells its outputs, pays a 
rent and/or taxes, and divides all or a part of its net proceeds among its 
members. The presumed democratic nature of such a co-op and its free- 
dom from capitalist exploitation has made it highly attractive to social- 
ists and social reformers for ages. But its popularity has not prompted 
its proponents to analyze it with the same loving curiosity that the 
“bourgeois” economists have shown toward the capitalist firm. And yet 
it must have been obvious, at least to some of these proponents, that 
co-op members are likely to be ordinary human beings bent on maximiz- 
ing the benefits from their participation in the co-op.? The first and only 
attempt to construct a model of a co-op that I have seen belongs to 


* [The author is professor of economics at Massachusetts Institute of Technology.] I am 
very grateful to Abram Bergson, Michael R. Dohan, John G. Gurley, Michael D. Intriligator, 
Nancy Nimitz, David McGarvey, and Egon Neuberger for their generous assistance and 
helpful comments. Questions raised by Mr. Neuberger made me rewrite the whole paper. David 
Conklin acted as my research assistant, and Martin Weitzman went over the mathematics. I 
had intended to include in the paper a brief survey of relevant recent Soviet literature, and 
James R. Millar of Cornell University kindly lent me three chapters of his dissertation [8]. 
This project was abandoned because of lack of space; besides, Mr. Millar’s survey is more 
comprehensive and thorough than mine could have been. I am also grateful to the RAND 
Corporation for its facilities, encouragement and support. Some of the research was supported 
by the National Science Foundation as well. None of these persons or organizations is of course 
responsible for my conclusions or for any errors which may still be lurking around. 

1 The question is not as academic as it sounds. Recent changes in Soviet agricultural policies 
represent another step toward that wonderland, though there is still a long way to go [16] [17] 
[18] [20] [21] [22] [23] [24]. 

* I do not discuss here producer co-ops m for essentially noneconomic reasons, 
such as by religious orders, Israeli pioneers, etc. 
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Benjamin Ward in a path-breaking paper published in 1958 [12]? But 
like many a pioneering work, it has not attracted much attention.‘ 

The present study consists of three parts: in the first, Ward's creation, 
called here the “Pure Model” of a co-op, is reworked with a generalized 
production function. The tenor of Ward's findings (based on a single- 
output, one-or-two-input function) is confirmed, but some of the results 
are made more definite, and one is reversed. In the second part, the co-op 
is faced with a supply schedule of labor; this makes the model much 
more realistic and reverses the paradoxical results of the “Pure Model." 
Finally, a summary and a few conclusions are presented in the third part. 


List oF SYMBOLS 


(in order of appearance) 


R—a fixed rent paid by the co-op (R>0) 
7—(—7/24)-—dividend rate or dividend per la- 
bor unit (v 0) 
%,—labor input (x, « 0) 
n—number of outputs and inputs 
a—profit of the co-op gross of dividend pay- 
ments (7 >0) 
$i—price of x; @=1,---, n— 1) 
x,—an output when x;>0, an input when 
zx;«0 (£21, ---, n—1) 
Pa—wage rate paid by the “capitalist twin"; 
originally p,=0 
A—Lagrange’s multiplier 
E,;5,7 (024/05) - (5;/x))—9clasticity of demand for, or supply of, x; in 
response to change in 5; (2, — 1, - - -,») 
u;= pæ value of an output when z;»0, or of an 
input when #;<0. 
A few other symbols are defined when introduced. 
An asterisk indicates that the expression pertains to the “capitalist 
twin." 
3 There have of course been a number of analyses of firms which do not maximize total profit 
in the usual way. See for example Scitovsky [10]; F. and V. Lutz [7]; Baumol [5]; Averch and 
Johnson [4]; and Westfield [13]. A very interesting book on cooperatives was published by 


Tugan-Baranovsky [11a] in 1921. His conclusions were very similar to mine given in Sec. III 
of this paper. I owe this reference to Steven Rosefielde of Harvard. 

* In my sample of some forty or fifty reputable economists about a third of whom work in 
the Soviet and related fields, Ward's article had been read by three or four persons at most. 
Perhaps the paper's title gave the wrong impression that it pertained to Yugoslavia only. 
Or—who knows—this might have been the normal fate of an excellent paper. 
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Assumptions: 


1. All nonlabor inputs are bought and all outputs are sold by the 
co-op at given (parametric) prices. 

2. The production function of the co-op, if possessed by a profit- 
maximizing firm, would have all necessary and sufficient properties for a 
stable equilibrium under perfect competition [2] [3]. 

3. The co-op pays a fixed rent R>0 per year? 

4. Instead of paying wages, the co-op divides all (or a constant frac- 
tion) of its income net of all other costs and rent equally among its mem- 
bers or among homogeneous labor units in the form of a dividend.’ 

5. The objective of the co-op is the maximization of the dividend per 
unit of labor or of the dividend rate v>0. There is complete certainty." 

5 Soviet kolkhozes do not pay rent as such, but the system of compulsory deliveries and dif- 
ferentiated zonal prices is directed against the richer farms and regions and allows the govern- 


ment to extract some rent. Until 1966, the farms paid a 12.5 per cent tax imposed on income 
net of nonlabor cost (excluding 80 per cent of income from animal products), but gross of 


dividend payments. The rate could be modified by regional authorities in favor of poorer and ' 


against richer farms [11]. 
Beginning with 1966, the tax rate is set at 12 per cent, and the taxable income seems to 
exclude two items: (1) ‘profit equal to 15 per cent of nonlabor costs, and (2) dividend pay- 


ments not exceeding a certain average per member, to be set by the government [17]. If the 


post-tax dividend rate is indicated by v, it follows that 
Me 
D, = v(1 — i) t- Tout. 


where £ is the tax rate (12 per cent), e is the 15 per cent exclusion, w is the exemption per 
member, C is the nonlabor costs 


x—1 . 
(c = -— >> pu and kis the first input) j 
» 


and L= —2z (to avoid negative numbers). Now, i, e, and w are constants, but C/L is not. Hence 
the imposition of the tax in its new form will affect economic decisions in the kolkhoz. I am 
not sure, however, that my interpretation of this tax reform is correct (the official statement 
being rather confusing). For this reason and to save space, I will disregard the complexities of 
the tax law both before and after 1966, and mean by the word “tax” a simple proportional levy 
on profits before dividend payments. But a further investigation of the effects of this new tax 
may be worthwhile. f 


* Actually it is the Soviet practice to transform most of the labor of kolkhoz members into 
& homogeneous sum by a system of weights depending on the required skill and the nature of 
work. The weights vary from one kolkhoz to another, but the range seems to be around 24:4. 
If the relative weights correspond to the ratios of the values of the marginal products of the 
several kinds of labor this is a reasonable procedure. It would not matter if the co-op first paid 
uniform wages per labor unit (as Ward assumed) and then used the balance of income for 
dividends. 

It should be also noted that a substantial fraction of the income of the kolkhoz is retained 
by it (the so-called “Indivisible Fund") for reinvestment and improvements, and that this 
fraction varies from one farm to another and from one year to the next, depending on economic 
conditions and on administrative decisions. 


? No dynamic elements are considered either. Even though some TT about invest- 
ment decisions will be made, the model essentially refers to the short run. 


2X. 
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6. The co-op is actually able to employ the optimum number of labor 


«` units maximizing the dividend rate. This assumption (used by Ward) 


distinguishes this model from those presented in Part IT. 

7. Finally, there exists a profitmaximizing firm, the “capitalist 
twin," with the same production function and prices as the co-op, and 
with & wage rate initially equal to the co-op's dividend rate. 

We are concerned in this model with a rent rather than with a tax 
because a glance at expression (1) below will show that neither an in- 
come tax (imposed on net income before dividends), nor a poll tax (per 
unit of labor) would affect the co-op's decisions in the context of this 
model: the optimum allocation of resources yielding the maximum 
dividend before the tax remains unchanged by the tax.? 

'The rent is assumed to be positive because an R «0 (a subsidy) would 
induce the co-op to maximize the dividend rate v by reducing labor input 
to zero. Even an R=0 can produce this effect if v declines from the very 
beginning and has no maximum point. We shall assume that R is large 
enough to give us a meaningful problem but not to eliminate the co-op's 
net income or to convert it into a loss. 

Note that in the generalized production function given in (2), it is 
customary to express outputs in positive units, and inputs, including 
labor (x,), in negative. Hence many derivations in the Mathematical 
Appendix have seemingly perverse signs, and a minus sign is attached to 
expression (1). 

Our basic problem consists of maximizing the dividend rate 


n—1 


$5 ps 


. "ü 
Q) = 1= ->= -1 
a tn 


subject to the production function : 
(2) Hey sm) = 0. 


The solution of equations (1) and (2), while not difficult, is somewhat 
involved, and can be safely relegated to the Appendix. It is shown there 
that the equilibrium position of the co-op is identical in every respect to. 
that of its capitalist twin defined in assumption 7. On reflection, this is to 
be expected: for any given labor input the co-op simply maximizes total 
profit like the twin, and hence chooses the same outputs and nonlabor 
inputs. When it comes to labor, the attitudes of the two organizations. 
differ: the twin hires labor until the value of the marginal product equals 
the wage; the co-op uses labor to the point where the value of the margi- 
- * In models presented in Part II an income tax does affect economic decisions. A gross re- 


ceipt tax would have the same effects as a propornone: reduction in the price of every output. 
See note 5. 
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nal product equals the dividend paid (a unit of labor contributing less 
than the going dividend rate will not be used).? But since the two sched- 
ules of the value of the marginal product of labor are identical and the 
wage paid by the twin initially equals the dividend paid by the co-op 
(by assumption 7), the labor inputs used by both organizations are 
identical as well. 

The reacitons of the two enterprises to changes in rent or in prices, 
however, are altogether different. An increase in R has no (short-run) 
effects on the twin because it changes neither the value of the marginal 
product of labor nor the wage rate. But it reduces the dividend rate paid 
by the co-op and therefore moves the point of intersection between the 
dividend rate ABC (on Figure 1) and the value of the marginal product 
of labor EBF further to the right, from B to B' because of the assumed 
negative slope of EBF. So, as Ward has shown, more labor will be used 
(OJ' instead of OJ) and (in the absence of Hicks’s “regression” [6]) 
output will increase as well. But before the reader concludes that the 
best way to increase peasant participation in Soviet kolkhozes is by 
imposing (or increasing) rents, he should take a look at Part IT. 

The effect of a price change on the co-op is more complex because both 
the dividend rate and the value of the marginal product of labor are 

? The schedules of the dividend rate and of the value of the marginal product of labor, as 


used here, are based on the assumption that equilibrium conditions are satisfied for all outputs 
and all nonlabor inputs all along the schedules. See, however, note 18. 


10 See the Appendix, Sec. 3. 
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affected.” Tf there is only one output (xı) and labor is the only input, the 
outcome is certain: a doubling of pı will double the value of the marginal 
product of labor, while the dividend rate, as shown by expression (1) 
rewritten for this occasion as 
? 41 -R B 
= 3 


(3) poc 


will more than double. The intersection point of the curves EBF and 
ABC will now move to the left, from B to B' on Figure 2, and both the 
labor input and hence the output will contract, as proved by Ward. 

With one output and several inputs the situation becomes clouded, 
but a plausible assumption (that the isoquants of the production func- 
tion are radially parallel to each other) saves the day and preserves the 
restrictive conclusion just reached.?? The solution of the general case of 
several outputs and inputs is given in the Appendix; the results are 
summarized in Table 1. 

On the whole, the co-op's reactions to an increase in f, are rather 
peculiar. When gı is an output, there is a general tendency to restrict 
operations; when x, is an input—to expand them. Even when the co-op 
moves in the same direction as a capitalist firm, its response is usually 
more sluggish. For market stability, the picture is not particularly 
reassuring. 

True enough, if x; is one of several outputs, a rise in its price is likely 
to increase its production; its own market can therefore be stable, con- 
trary to Ward's expectations based on the one-output production func- 
tion. But the input of labor is very likely to decrease and hence lead to a 
contraction of other outputs. Since many agricultural products are 
reasonably good substitutes for each other, the conditions which have 
led to a rise in the price of, say, wheat may very well raise the prices of 
rye and corn as well, The simultaneous rise in several prices, being simi- 
lar to the rise in the price of some important single user of labor (see the 
first line of Table 1), can cause a general restriction of output. Although 
a negatively sloping supply curve is not a sufficient condition for market 
instability, it is too close to it for comfort. 


u The values of the marginal products of other inputs will also be affected. 
5 The relative increase in 9 is greater than in $1 because R is subtracted from fim in the 
numerator. However, x; and x, also change. It is shown in the last section of the Appendix that 
ho nm 
dfi 9 fjii— R 
if the production function consists of a; and a, only. See also Sec. 3(a) of the Appendix. 
u Appendix, Sec. 3(b). 
u Appendix, Secs. 3(c) and 3(d). 
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Of course the undesirable negative effect of the rise in pı can be 
counteracted by an appropriate increase in rent. But such manipulations 
of rent in response to changing prices would require more knowledge and 
skill than are likely to be possessed by the Soviet or, for that matter, by 
most other governments. And besides, the whole idea of rent implies a 
sum fixed in advance for a reasonably long period of time. It would not 
help to replace it with a tax on net income because (as mentioned 
above) such a tax does not affect co-op’s decisions. Some other tax 
might, but it is hardly worth investigating in the light of Part II to . 
come, 

The model augurs little good for the allocation of resources among the 
co-ops. As Ward has observed, the labor market will be rigid. Indeed, if 
a rich and a poor co-op should each be in its respective equilibrium, no 
movement of labor from the poor co-op to the rich is possible (except 
through a merger) because any movement would reduce the dividend 
rates in both co-ops. Since the dividend rate in equilibrium equals the 
net value of the marginal product of labor, there is a definite misalloca- 
tion of labor, and of course of other resources as well, among the co-ops. 
The hiring of the members of the poor co-op by the rich is the obvious 
solution, but it is not permitted in the present model. 

The best measure both on equity and resource allocation grounds to 
be taken here is an increase in the rent paid by the rich co-op (or a relief © 
for the poor one, if it pays any). Equity alone could be satisfied by a — 
system of differential prices both for outputs and for inputs discriminat- 
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TABLE 1—-A SUMMARY OF THE EFFECTS or AN INCREASE IN fı ON THE 
MAGNITUDES OX OUTPUTS AND INPUTS 
(in absolute terms) © 





Effect on Probable Co-op Reaction 
If zi is an Output: 
1 . Positive Positive, unless x, is a very important user 
-of labor (or the only output) 
[zl | Positive . Negative (except in a special case in the 
Appendix) 
æ 88 all other Positive, if xis — . Negative if input proportions remain un- 
outputs complementary to xi changed; otherwise, indeterminate 
Negative, if z4 is Negative 
competitive with xi l 
|z] a8 an input Positive Negative with high complementarity be- 
tween x: and z, 
Indeterminate with partial complemen- 
tarity 
If x; is an Input: Positive if z3 and x, are substitutes 
EA Negative Negative, except for constant proportions 
between x; and 2, when the effect is zero 
EA Negative if x: and z, Positive, except for a zero effect if x, and 
are complementary ' 2% are used in constant proportions 
Positive if they are PA 
substitutes 
x a8 an output Negative Indeterminate 
' A (or all output) 
|x2| as an input Negative if x: and zs Indeterminate 
are complementary 
Positive if they are 
substitutes 


ing against the rich co-op,” but the equalization of the dividend rate so 
achieved would obviously not equate the social value of the marginal 
product of labor (and of other inputs) in the two co-ops. 

All these equalizing measures can backfire if the wealth of the rich 
co-op is due not to its better natural conditions and location, but to 
greater effort and interest of its members not accounted for in the con- 
ventional measures of labor input. But these considerations are outside 
of the scope of this model and even of this paper. 

In making investment decisions, each co-op will behave like its own 
capitalist twin paying a wage rate equal to the co-op’s dividend rate. 
For the rich co-op labor is expensive, for the poor—it is cheap. Hence the 
former will prefer ready-made labor-saving machinery, while the latter 
will look for labor-using projects and be inclined, for instance, to use its 
own labor in construction. To the extent that the poor co-op is poor 


uW A standard remedy in Soviet literature and practice. 
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because of shortage of capital, it will be more inclined to invest than the 
rich. Whether it will have the means to do so is less likely. 


II. The Model with a Supply Schedule of Labor 


The “Pure Model," for all its interesting and amusing (I hope) para- 
doxes, has one slight defect: it is unreal. It assumes that labor input can 
be varied with changing prices and rent in order to maximize the divi- 
dend rate (assumption 6), a highly unlikely situation once the co-op has 
been organized. Surely the co-op, by its very nature, cannot admit and 
expel members at will. Hours of labor contributed by each member can 
of course be varied, but it is rather improbable that the members' wel- 
fare functions should call for a maximum dividend either per hour or per 
year irrespective of the number of hours worked. 

Two possibilities will be considered here. First, the number of mem- 
bers is given (at least in the short run), and so is the number of hours 
contributed (according to some custom) by them. Then labor input is 
fixed, and the co-op simply maximizes total profit. Second, the co-op 
members may have other opportunities for employment and for leisure. 
In Soviet kolkhozes, they may cultivate their own plots, work in town, 
on a neighboring state farm, or even “lie on the stove” and do nothing 
according to the age-old Russian custom. In other words, the co-op is 
faced with a supply schedule of labor, which will be assumed here to have 
the usual positive slope. The equilibrium position of the co-op is found in 
two steps: first the co-op maximizes total profit for every given labor 
input, and obtains the familiar dividend rate curve ABC on Figure 3. 
The latter now serves as the demand schedule for labor as well, and its 
intersection with the labor-supply curve determines the labor input 
contributed by members aciing as such. It need not correspond to the 
highest point B on the ABC curve, where it is intersected by the margi- 
nal curve EBF. 

The appearance of this innocent-looking supply curve of labor pro- 
duces a drastic difference in the reactions of the co-op to changes in 
prices and in rent as compared with the “Pure Model." Also, an income 
tax imposed on the co-op's income gross of dividend payments, ineffective 
previously, becomes relevant here. Depending on the position of the 
labor-supply curve in relation to ABC, three variations of the present 
model will be discussed. 


Case 1. Moderate Labor Shortage 


The supply curve of labor Z KM in Figure 3 intersects the dividend- 
rate curve ABC at K, to the left of the maximum point B. If, to preserve 
16 For practical reasons, we need not bother with a poll tax. In any case, its effects are 


similar (but not identical) to those of the income tax. Income or poll taxes imposed on the 
members (rather than on the co-op) are not considered here. See note 5. 
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the purity of the co-op, no discrimination among its members is per- 
mitted, the co-op has to reconcile itself to the situation and simply stay 
at point K.” But its paradoxical behavior disappears. Any improvement 
in the dividend rate, be it from lower rent or taxes, or from better prices, 
lifts the 4 BC curve, increases the employment of labor, and presumably 
raises output. In the light of this model, which is much closer to Soviet 
reality than the “Pure” one, price reforms promulgated by Khrushchev 
and his successors are justified. 

It is not clear what labor cost will be used in making economic deci- 
sions. The correct cost should be SJ—the net value of the marginal 
productivity of labor—but since no one is actually paid this rate, the 
management may not know what it is. i 

If it is possible to discriminate among members and to hire those with 
particularly attractive outside opportunities (or the laziest ones) be- 
tween K and M, new possibilities open up. In treating its hired members, 
the co-op will behave more or less like a capitalist employer, depending 
on the standing of these members in the co-op and other circumstances. 
Three subcases will be considered: 

(a) If the hired members have different skills (or if the co-op manage- 

11 Provided it gets to point K in the first place. Point K is stable in both directions, but Q is 


not. An upward movement from Q will bring the co-op to K, but unfortunately even a slight 
downward movement from Q can destroy the co-op altogether. 
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ment is very adroit), the co-op may act as a discriminating monopsonist 
and pay each of them the wage indicated by the supply curve. The area 
KJM represents the profit so obtained; presumably it will be added to 
the dividend paid to the regular members. 

(b) The hired members may persuade or force the co-op to hire all of 
them at the highest wage NM. A smaller profit equal to the area DJ M is 
now made. | 

(c) As a compromise between these two extremes, the co-op may 
operate like an ordinary monopsonist, draw the dotted curve KM’, 
representing the marginal labor cost, to its intersection with the value of 
the marginal product curve EBF, employ altogether ON’ units of labor, 
pay a wage of N'T, and make a profit from hiring of UJ M’T.® 

In all these cases, the total employment of labor exceeds OS, output 
expands, and dividend rate rises over the original level of SK.. Every- 
one is better off provided the ordinary members are not consumed with 
envy. They need not be if the hired members do possess special skills. 
But if they are common members who refuse to work for the co-op more 
than the minimum required to retain their membership, the social situa- 
tion can be rather difficult. 

The reactions of the co-op to.changes in rent, income tax and prices 
now take still another turn and become more similar to those of a capi- 
talist firm. An increase in rent lowers the average A BC curve but leaves 
the marginal EBF schedule intact. Hence, in cases (a) and (b) no reduc- 
tion in labor input takes place, except that some members who were 
previously satisfied with dividends will now demand a wage. But output 
remains undisturbed. In.case (c), however, the fall in the ABC curve has 
a special effect: now that hiring begins earlier (that is, to the left of point 
K) the curve KM’ moves leftward and intersects EBF to the left of the 
old point M’. Hence, total employment of labor falls and so does output. 

An increase in the income tax rate lowers both the average and the 


13 There is some incongruity among the several curves in Figure 3. Schedules ABC and 
EBF are drawn on the assumption that the co-op is in equilibrium position in respect to all 
outputs and all nonlabor inputs for every given labor input, or that with every change in the 
labor input everything else is adjusted accordingly. The supply curve of labor HKM and the 
marginal cost of labor curve KM’ indicate labor cost only, without allowing for these adjust- 
ments. I can take refuge in the approximate nature of Figure 3 used here for illustration only. 
A similar qualification applies to Figure 4 as well. 


18 It will be above SK but somewhat below the corresponding point on the ABC curve 
because the latter implies that no members are paid a wage in excess of the dividend. 


#0 Strictly speaking, we assume either that the labor force is homogeneous, or that more 
skilled labor is transformed into ordinary labor according to some fixed weights, as it is done 
in Soviet kolkhozes (see note 6). So à refusal of a carpenter to work for the kolkhoz means his 
unwillingness to accept a mul.iple of the dividend rate paid to common workers. 

In the text, all members working for the co-op receive either the dividend or a wage. In 
reality, some combinations of the two are sometimes encountered (see note 21). But this paper 
is already too long to analyze such a situation. 
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marginal curves (because it falls on profit gross of dividends) and thus 
reduces the employment of labor, while better prices raise both curves 
and have a positive effect on labor and on output. 

Without the income tax, the wage rate paid to the marginal hired 
worker (or to all of them) in cases (a) and (b) equals the net value of the 
marginal product of labor. In case (c) there is the usual disparity created 
by monopsony. But the presence of the income tax creates a special gap 
between the social and private (as seen by the co-op) values of labor’s 
marginal product in all three cases, and distorts allocation of resources. 

So far only the hiring of its own members by the co-op has been con- 
sidered. If the co-op can hire outsiders as well, as for instance a rich 
co-op hiring workers from a poor one, the allocation of labor may be 
further improved. The hiring co-op will simply behave like a profit- 
maximizing firm. We'll return to the hiring-out co-op in Case 3.2 


Case 2. Severe Labor Shortage 


When the supply curve of labor H M lies completely to the left of the 
A BC dividend curve, the co-op as such cannot function at all. And yet it 
may be possible to hire every member at the wage demanded by him and 
still pay a rent! The members may be divided into groups (by skill, for 
instance) and each group paid a wage demanded by its marginal mem- 
ber. Freedom in hiring certainly increases the flexibility of the organiza- 
tion. Perhaps this is one of the reasons why Soviet state farms who hire 
all their labor are doing better than the kolkhozes, and why some weak 
kolkhozes have been transformed into state farms” [19, p. 19]. 


Case 3. An Excess Supply of Labor 


The supply curve of labor HK M intersects the ABC curve at M to the 
right of the optimum point B in Figure 4. The co-op may be either very 


" Tn the actual operation of Soviet kolkhozes, some discrimination and hiring are permitted. 
The more skilled members are paid dividends at a higher rate (see note 6). In Abramov’s de- 
lightful story about a kolkhoz [1] carpenters are paid one ruble a day in addition to the dividend 
rate. In a Krokodil story, two neighboring kolkhozes hire each other's carpenters (presumably 
the carpenters have refused to work for dividends on either farm and demanded market wages). 
Finally, kolkhozes hire agricultural specialists and other experts and skilled workers. It seems 
that the richer farms even hire ordinary workers in busy times. 

The Soviet government has been recommending to the kolkhozes to pay their members a 
wage in money equal to some 80 per cent of the expected dividend (for the given type of work). 
But this was an advance payment of a dividend rather than a true wage. It seems that some of 
the kolkhozes who have tried to follow this recommendation became short of funds [14]. New 
measures for alleviating the seasonal shortage of funds in the kolkhozes were announced on 
January 5, 1966 [23]. 

B It seems that the definite wage paid by the state farms has a better incentive effect than 
the promise of an uncertain dividend. An official promise to investigate the possibility of 
"guaranteed compensation of labor in all kolkhozes" was recently made [21]. But there are 
many other reasons for the relative success of state farms, such as the payment of higher wages, 
and most important—-access to the government budget. For that matter, not all state farms 
have been successful. 


746 THE AMERICAN ECONOMIC REVIEW 


E 

BJ A 

; XT 
C 
A 

F 

H 
S N Lobor 


FIGURE 4 


rich or located far from other employment opportunities. The situation 
is analytically similar to Case 1. If it is impossible to get rid of some 
members or to- reduce labor input by rationing, the co-op will simply 
stay at M. Any improvement in conditions, such as lower rent and taxes, 
or better prices, will raise the ABC curve and increase the quantity of 
labor used, as in Case 1. But if each member between K and M can 
indeed take an outside job and earn a wage at least equal to the corre- 
sponding point of the supply curve, it will be better for all concerned to 
hire out the members in KM, and in fairness to them, collect their earn- 
ings and pay them the regular dividend. The members who are to the © 
right of point M will prefer to remain on their own. In the absence of an 
income tax, the net value of the marginal product of labor will equal its 
supply price at K, which is good, but since the dividend rate paid to the 
members will be approximately equal to SJ rather than SK, there is a 
danger of overevaluation of labor cost by the management.? The pres- 
ence of an income tax creates the same distortions as in Case 1. When the 
hiring out of labor is permitted, changes in rent, income tax rates, and in 
prices in Case 3 will have the same effects on the total employment of 
labor by-the co-op as in Cases 1(a) and 1(b). 

The (positive or negative) hiring of members improves the allocation 
of resources within each co-op, but so long as it is confined to its own 

3 Tt will be somewhat higher than SJ because the ABC curve disregards the higher wages 
earned outside, See note 19. 

Perhaps a Soviet kolkhoz can act as a monopolist in hiring out labor. An analysis of this case 


is similar to that given in Cases 1(b) and 1{c) above. 
It should be noted that Figure 4 suffers from the same incongruity as Figure 3. See note 18. 
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members (as assumed here) the distribution of labor among the co-ops 
remains unchanged.* In contrast to the “Pure Model" where the in- 
equality of dividend rates among the co-ops indicated misallocation of 
labor (and of other resources) and where the transfer of labor from the 
poor to the rich units was clearly in the social interest, the present situa- 
tion is ambiguous because the value of the marginal product of labor in 
each co-op no longer equals (except accidentally) the dividend rate: in 
Figure 3 it is above the dividend rate, in Figure 4—below it. In the im- 
probable (at least among Soviet kolkhozes) case when Figure 3 depicts a 
rich unit, and Figure 4—a poor one, the transfer of labor from the poor 
to the rich co-op will be welcomed by all parties. But in the more realistic 
case when the poor co-op is to the left of the point B (as in Figure 3) and 
the rich—to its right (as in Figure 4) both co-ops will object to this 
transfer because the poor co-op seeks more labor (so as to reach point B), 
and the rich—less, while social desirability remains obscured by the 
differences (in opposite directions) between the value of the marginal 
product of labor and the dividend rate in each co-op. 


III. Concluding Remarks 
The results of all our models are summarized in Table 2. I now turn to 


TABLE 2—THE Errects OF CHANGES IN RENT, TAX RATES, AND 
PRICES ON THE EMPLOYMENT OF LABOR BY THE CO-OP 


The Model with a Supply 
Curve of Labor 
Nature of Change “The Pun 
Model Without : : 

inne With Hiring 
Increase in rent Positive Negative Neutral, except in Case 1(c) 
Increase in income tax rate Neutral Negative Negative 
Improvement in prices Negative Positive Positive 


those aspects of Soviet agricultural policy to which this paper may be 
relevant. I think they can be fairly listed as follows: 
1. To increase labor participation in the kolkhozes. 
2. To improve resource allocation on the farms. 
3. To improve allocation of labor among the farms. 
4. To bring about greater equality of income per member (or per 
labor unit) among the farms. 
5. To siphon off the excess purchasing power which will be acquired 
by some peasants if agricultural prices are moved closer to their 
marginal costs. 


™ Except when the hired-out members of one co-op are hired by another. 
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All these (and other) aspects have been discussed in Soviet literature 
in recent years, with point (4)—the high degree of inequality among 
peasant incomes—receiving particular attention. I have not founda 
comprehensive distribution of peasant incomes, but it is fair to conclude 
from various sources that ratios of four to one, of six to one, and even 
higher, between rich and poor farms are not uncommon.” This inequality 
is attacked on equity grounds—unequal pay for equal work, the sug- 
gested remedy consisting of price manipulations in favor of the poor and 
against the rich farms, That both the existing inequality and the remedy 
- for it are linked with allocation of resources is hardly ever mentioned. 
Perhaps the discussion of these finer points in Soviet literature is pre- 
mature, plagued as their agriculture still is with crude central planning, 
administrative interference and other problems. 

In making the list of my recommendations based on Table 2, however, 
I shall retain our initial, though still unrealistic under Soviet conditions, 
assumptions that the peasants will be free to run the kolkhozes as they 
see fit (short of disbanding the kolkhoz system altogether)—there have 
been definite moves in that direction lately—and that relative price 
ratios will reflect real scarcities. Now a difficult (for an economic theo- 
rist) choice must be made between being original, if unrealistic, and 
being conventional and practical. For what could be more original and 
striking than recommendations derived from the “Pure Model," namely 


* According to V. N. Starovsky, Director of the USSR Central Statistical Administration, 
* ,.in 1961 payments per man-day on about 30 per cent of the USSR's collective farms 
came to only one-fourth to one-fifth as much as on the 20 per cent of the farms where the pay 
was the highest” [15]. It is not clear whether Starovsky referred to total or to money incomes 
only. 

In the last few years many changes in Soviet agriculture have taken place, but it is hard 
to judge whether income inequality among the peasants has gone up or down. The following 
compilation of the official average kolkhoz money income per household among 66 provinces 
(oblasti) of the Russian Republic in 1960 and 1963 indicates little change [25]: 


1960 1963 
Ratio between the fourth and first quartiles of the 
distribution of the provinces ; 2.0 1.8 
Ratio between the means of the highest and lowest 
25 per cent of the provinces 3.1 3.2 
Ratio between the highest and the lowest single 
provinces 8.4 8.6 


Among the several republics comprising the Soviet Union, the richest one (in the above 
terms)—Turkmenia—had almost four times as large an income in 1963 as the poorest one— 
Georgia [26]. A number of scattered sources indicates that ratios of 2 to 1, 3 to 1, and even 
higher within a republic or a province are quite usual. If so, income disparities between the 
richer and poorer farms become large indeed, and considerably larger than the ratios stated 
in the text above. On the other hand, a comparison of money income alone can exaggerate the 
advantage enjoyed by a cotton-producing area like Turkmenia, or by the seemingly rich Far- 
Eastern provinces where the price level is likely to be higher than in the more central parts of 
the country. But it is important to note that these inequalities persist in spite of price dif- 
ferentials against the richer regions, 
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that rent should be increased (or imposed) and terms of trade turned 
against the peasants in order to make them work longer and harder for 
the kolkhoz? This would indeed vindicate Stalin’s agricultural policies, 
even though he had arrived at them without building any models. 

Dismissing the “Pure Model," we come to the following list of recom- 
mendations: 

1. To allow the prices of material inputs and of agricultural outputs 
to move to their equilibrium levels as determined by demand-supply 
conditions, even at the expense of a sharp rise in peasant gross incomes. 

2. To abolish the income tax paid by the kolkhozes. 

3. 'To impose a rent on each farm related to its location, soil fertility, 
and other natural conditions.?* 

If this list is so conventional as to et an anticlimax, I apologize. 
Now and then conventional economic theory does give the right an- 
swers, even when applied to a Soviet kolkhoz. And—1 almost forgot to 
make explicit a rather essential recommendation—that the kolkhoz be 
permitted to engage in as much positive or negative hiring of labor as it 
can and wants. If this freedom brings it suspiciously close to a profit- 
maximizing capitalist firm, the similarity could be declared to be purely 
coincidental. 

x * * 

Two caveats are in order: (1) These conclusions have been derived 
from a model which proved to be highly sensitive to seemingly innocent 
changes in assumptions. If I think that my final creation is fairly realis- 
tic, so must Ward have thought about his. 

(2) Judged by strictly economic criteria, the co-op has not come out 
well. But even on these grounds, it is quite possible that a co-op may be 
more efficient than a capitalist or a state-owned firm in societies where 
membership in the co-op, as contrasted with hiring out for a job, has a 
strong positive effect on workers’ incentives (though hardly the case in 
Soviet kolkhozes). And so may the co-op’s capitalist cousin—a firm with 
a profit-sharing scheme. 


MATHEMATICAL APPENDIX TO THE “PURE” MODEL 
1. Equilibrium Conditions for the Co-op 
Maximize (1a) subject to (2a) 


1? T do not mean to imply that these three measures are all that is required to create a 
healthy agriculture in the Soviet Union. Others, such as increased investment, may be as, or 
even more, important, but they are not relevant to this paper. Recent agricultural reforms 
[16] [17] [18] [21] [22] [23] [24] have raised prices on agricultural products, reduced prices on 
machinery and vehicles, cut taxes, promised more investment financed by the state, short- and 
long-term credit, and greater freedom to peasants in decision-making (see note 5). But there 
was no mention of the imposition of rent as such. Since the Soviet constitution assures the kolk- 
hozes of the free use'of their land, the imposition of a formal rent would require & major change 
which would encounter ideological difficulties. 
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which can be expressed as 


À 2 ji 
dig = — E 11021 + f 1sdx1dxa + >>> ( int 2) dxidx, 
Xu X. 


+ fudeidxs + fads Pores (j T E) dxsd2, 
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+ ++ (fu yas], 


n 





subject to 
(13a) Y fide; = 0. 
T 


Since Mz, <0 (because x, « 0), second order conditions for a maximum of 
of dz require that the determinant 


0 Ah f: E. Sn 
fi fu fiz i aN (+2) 
(14a) D ifi fia fon ose (+2) < 0. 


= ef 


$^ 


Cer) (eO 


Multiplying the first row by 1/z, and subtracting it from the last, and 
performing the same operation on the first and the last columns as well, we 
reduce D to the well known “bordered” determinant F. 


0 fi fa c'efa 


(15a) P= fy faa fine fmt <O. 


| 0» — ë > s ē G â è — S 8 š —0* —— * 


Thus the second order conditons for the equilibrium of the co-op and of 
the capitalist firm are the same. 
* * x* 
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In order to find the reactions of the co-op to changes in rent and prices, 
equations (2a), (4a), and (Sa) are differentiated in the usual manner. The 
solutions of the resulting system of equations prove to be functions of the 
determinant F and of its co-factors i3, p. 615]. So, of course, are the reac- 
tions of a capitalist firm to a change in price. Hence it is possible to express 
the reactions of the co-op in terms of the corresponding reactions of the twin, 
marked here with asterisks. As stated in the List of Symbols, 


* OxA* py x 
Es, = ( — |] -:— 41—1,:-:- i 
i?i C x; ( 3 J J J n) 


all indicating capitalist reactions. No asterisk is required for x; because the 
twin and co-op are originally in the same equilibrium position. 


2. The Effects of a Change in R 


The differentiation of (2a), (4a), and (Sa) in respect to R gives the system 
of equations 


= OX 
1 x 
du fi aR 
1 OA i Ox, 
16a Er ui LP 
(16a) ^( 2) fi 
1 oa " OX; 
PROLES i 0 
Al T)? È fa aR 


9? >» O^ ò a a 9?» 98  * h ò 5 > ò % ^ g 3 


WEA) Eme 


A OR OR — am 


Multiplying the first equation by 1/x, and subtracting it from the last we | 
reduce the latter to 


1 aà ” OX, 1 
17 vb ee M MUN 
PER) fu( )* Dae Ava 


Now the system of equations (16a) and (17a) is based on the matrix given in 
(15a). We can immediately derive 


En 1 Fan 1 fd 
(182) = = == ( = 
OR aw, AF Of, 


where Fy is the co-factor of fy in F, and 


Ox 1 Fa 1 \* 
(19a) ee eer (=) (il< n). 








DOMAR: SOVIET COLLECTIVE FARM 753 


Since 





UTR OX. OX. 
( )>0 and z, < 0,—— <0, and (- =) > e 
Ofn . OR 


If x; is an output and 





If z; is a nonlabor input, thesign of dx,/dR depends on whether x; is comple- 
mentary to or substitutable for xs. 


3. The Effects of a Change in fi 


Differentiate (2a), (4a), and (5a) in respect to pı, and using the same 
methods as in the preceding section obtain the system of equations 


us OX; 
2 fi = 0 
i 1 
1 oA fei Ox; 1 
ox, ED + $—— = — 
i H ae) 2f Of, A 
(20a) 
Ae = qp Si 
"AA ap "^ ap 
1 oar " Ox x 
(= sr > fia — = Ed 
A dp 1 Oh As 
again based on the matrix given in (15a). Hence, 
(212) JE an * 








Ox. Fy 41 Pan dx * Oan\* 
(22a) — = — — —: = — — 
0p, AF m AF Opn x. \OPn 


QX4 Fis X1 Fon Ox, * X1 ILa F 
(23a) — = — m — e 5 -——— = — > 
ðpı AF Xn AF OP: Ops 


By multiplying both sides of expressions (21a)—(23a) by the proper vari- 
ables, they can be expressed in a more convenient form: 





(24a) Barm Epo Ear 
ti 

(25a) Ezp = — (s = EL 
ten 
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* 


Wi o2 0* 
(262) Ene = d (Esp, — Esp). 
3 


It is important to note that «; p;x; «0 when x; is an input. 

Two assumptions are made here: (1) a given relative increase (or de- 
crease) in all inputs in the twin results in a smaller relative increase (or 
decrease) in outputs taken as a whole, either because the production func- 
tion has this attribute throughout the relevant range, or because the firm 
makes a profit (with R>Q) and hence operates to the right of the maximum 
average product point; (2) the absence of Hicks's “regression,” so that 
Eze, <0 if x; is an output, x; an input, and E70 if x; is an input, x; an 
output. 

Actually, the presence of regression would weaken some results while 
strengthening others. It does not seem to me that the problem in hand is 
sufficiently important to warrant additional explorations of cases arising 
from the great variety of relationships among inputs and outputs possible in 
a generalized production function (even subject to the constraint given in 
(15a)). Only the more probable cases are considered here. 

(a) One output, labor the only input. In (24a), Ef, « EL, because of 
diminishing returns; therefore, Hz,»,<0 and output contracts. So does the 
labor input. 

(b) One output, several inputs. The general case is indeterminate. We can 
establish the sign of Ezp, in (24a) by making the plausible assumption that 
the isoquants are radially parallel to each other, so that a change in price 
(pı) of the or leaves input ratios unchanged, or that EZ,-— Ez, 


(i, 772, - 





From Qa), 
(273) x (=) 0 
a s(—}) = 0. 
: : Op , 
Ox: \* Ox: \* pix u ES 
(28a) bi (=) zas »( d = een . 
Op Op Pir fı 
(29a) YS uE = 0. 
ei 
If now 
* * * a ) 
Esp, = Esm = Enn (i,j = 2,-+-,n), 
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. 1 
* 
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^ 
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The substitution of (31a) into (24a) gives 





Now, 


> 4: > 0, Exy, >0, and >> uj <0 
1 2 


because z; «0 (122, - * -, n). Therefore Esp, <0. 

In (25a) both EZ, <0 and E; ,, <0, but because of the presence of other 
inputs (and diminishing returns) | Ez,,| « | Ez, |. It follows that E, «0 
(because tin <0). 

For the sign of Ez,p, in (26a) see section (c-iv) below. 

(c) Several inputs and outputs; x, is an output. 

(i) The sign of Ezp, in (24a). If x is a very important user of labor, dimin- 
ishing returns may make E2,, « E2,,, (though this also depends on the be- 
havior of other inputs and outputs), and E, <0, similar to the two pre- 
ceding cases. But if xj, being one of the several outputs, uses only a moderate 
part of total labor, then Ezp > Ez», and Ezp, >O. 

(ii) The sign of Ezp, in (25a). Ez p <0 and, by assumption, £z, «0. In 
the presence of other inputs (and diminishing returns), we can expect 
| Ežo | € | E,,,| and Ezp «0. But if wages constitute the major part of the 
cost of x; and if the value of the marginal product in the production of 2, 
declines more slowly than in other uses of labor, it is possible that the sign of 
Ezp, may be reversed. 

(ui) The sign of Esp, in (26a), xs being an output. Let xs be at first all 
other outputs, or the only other output. Assume E,» 0. If x and x are 
produced in constant proportions, the result is the same as if x, were the 
only output given in (b) above. If there is some, but not perfect, comple- 
mentarity between x; and gz the result is indeterminate unless we assume 
that all ratios among inputs in the twin remain constant in spite of a change 
in fs in which case diminishing returns will give EZ, « El,. Since 
Oc Edn «El», Exo, <0. If vı and x2 are competing outputs, EX,, <0 and 
Esmi 0. 

In general, a rise in f, is likely to increase the output of x; and reduce the 
input of labor as shown above. Hence a reduction in other outputs taken as 
a whole is highly probable. 

If x, is one of several outputs and is competitive with x;, Ezp, <0. Other- 
wise, the result is indeterminate. 

(iv) The sign of Ezp, in (26a), x1 being an input, Assume Enp <0. If x2 is 
highly complementary with æa, it is likely (but not certain) that | Ez5| 
<|Ež m] and Esp, <0. If the complementarity is slight, the result is in- 
determinate. If xy and x, are substitutes, HZ, >0 and Esp <0. 
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(d) Several inpuis and outputs: x, is an input. 

(i) The sign of Enp in (24a). Here Ens «0. If there is some complemen- 
tarity between x, and z,, | Ez,,] > LE [and E2,,«0, unless they are used 
in constant porportions, in which case Ezp, 0. If x1 and x, are substitutes, 
Ex, > 0 and Esp <0. 

(ii) The sign of Ezp in (25a). Here Ez, «0. With some complementarity 
between x and an, | Ez,,| «| Ez,,| and Emp > 0. If they are substitutes, 
Ezp,> 0 and again Esp, > 0. Only when x and z, are used in constant pro- 
portions E, ,,—0. So the increase in the price of any nonlabor input, even 
when complementary with labor, increases the use of labor (except for 
constant proportions). 

(iii) The sign of Esp, in (26a), xı being an output or an input. Unless 
specific assumptions are made about the interrelationships among the vari- 

ables involved, the result is indeterminate. 
k x Gk 


A comment on the effects of the magnitude of R on E,,, and Esp, in 
(24a) and (25a). Since pa =v, we obtain from (1a) 


n~l 
(33a) — (= ite R). 
1 


Differentiating both sides of this expression in respect to $; and taking 
advantage of 





ae ea) 
2 P 0fi 
in equilibrium [3, p. 615], we find that 
Opn a 
(34a) a, 
Opi da 
and therefore dos 
x x 
(35a) = 2 E En 
hi Pn on pit; — R 


Thus a larger R makes p, more sensitive to a rise in p, and hence causes a 
greater reduction in labor input in response to a given rise in fi. So | E,,,,| is 
increased. But on Ezp, in (24a) R does not have a clear effect, because a 
large R implies a small payroll for the twin and a reduction in the impor- 
tance of labor cost. It is possible that the magnitude of R has no effect on 
Ezp, at all, and this is indeed the case with a Cobb-Douglas production 
function consisting of one output and of several inputs, and subject to 
decreasing returns to scale. 
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MEASUREMENT OF POTENTIAL OUTPUT 
By Epwin Kug" 


Ever since the General Theory first appeared, economists and policy- 
makers have been concerned with measuring full employment by ad- 
justing official labor force statistics to a norm that would satisfy theo- 
retical and practical notions of full employment. 

A twin concept, potential (aggregate) output attainable at full em- 
ployment, is related to the fully employed labor force through a produc- 
tion function. While the greater complexity of the potential output 
concept has restricted most discussion to hypothetical textbook exam- 
ples, it has recently become a part of the Council of Economic Advisers’ 
[6] [7] aggregative analysis. Current interest in growth models has also 
led to measurement of potential output [12] [19] [25]. 

In this paper a structural method for estimating potential output is 
presented and compared with two alternative techniques; the main 
elements of this subsystem include a production function, a labor force 
participation equation, and a policy restriction which stipulates that 
unemployment shall be, for example, 4 per cent (or 3 per cent, or.. )).! 
Labor participation rates increase when employment opportunities are 
good and decline when employment drops, according to studies by 
Bowen and Finegan [3], Lebergott [17], Mincer [18], Strand and 
Dernburg [26], and Tella [27]. 


I. Measuring Potential Output with Cyclical Data 
A. Dynamic Production Functions 


Estimates of production functions from data subject to cyclical fluc- 
tuations pose severe practical problems. It has been widely observed 
[2] [5] [9] [11] [13] [14] [22] that average labor productivity falls 
when output declines and rises when output rises, contrary to the usual 


* The author is professor of economics and fmance at Massachusetts Institute of Technology. 
Helpful comments on an earlier draft were made by A. Okun, R. M. Solow, and M. Spiro. Re- 
search support by the Ford Foundation to the Sloan School of Management and the Economics 
Department is gratefully acknowledged. The author is also indebted to the National Science 
Foundation’s grant to the Economics Department. Peter Hughes provided valuable research 
assistance, 

1 The general analytic approach is similar to that of Locke Anderson and Jarvis Babcock 
[1]. Their emphasis, which is on closing “the” gap, is different from mine. There are clear 
differences in their formulation of the behavior equations which lead to significantly different 
policy implications. W. A. W. Godley and J. R. Shepherd [8] have applied a related approach 
to the British economy. Their treatment of labor supply is more elaborate in some important 
respects, but slurs over direct estimation of participation rates by relating potential output 
to unemployment, 
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short-run theory of diminishing returns (average or marginal, but cer- 
tainly the latter). While various explanations can be adduced to explain 
this behavior, one important cause is the lagged response of employment 
to short-run variations in output. This phenomenon is especially evident 
in nonproduction-worker employment, since much of this "overhead" 
personnel is associated with management, supervision, and other tasks 
which will not be rapidly adjusted to what are deemed to be only tempo- 
rary fluctuations in labor requirements. Production cost changes in the 
spirit of production, inventory, and employment-smoothing suggested 
by optimizing linear decision rules [10] [23] similarly imply lagged 
adjustments of employment to output changes. A second significant 
possibility is that of increasing returns to scale over broad ranges of 
output. While it would be a mistake to rule out this possibility alto- 
gether (and several others discussed elsewhere [14] [15]), empirical 
evidence points to the lagged adjustment of employment to output as 
the single most important short-run element. 

One simple dynamic production function that reflects these employ- 
ment lags can be represented in the following way: 


(1) X: = Bot BiX ia + BaF: + Bs Eta + Bat + BK uoa + e 


where X is output, Eis employment, K is capital stock, 4 is a time trend, 
and e the regression-error term. 

The steady-state solution of (1) (where a bar represents a fixed value) 
is: 


B4 . Bs 
t+ 
=p; I= pem. do 

This is a linear approximation to some unknown production relation in 
which output is a function of the usual inputs, capital and labor, plus a 
trend term to represent disembodied technical change.? The initial effect 
of an increase in employment reflected in f, will naturally be positive. 
When the employment response is rapid, the coefficient of lagged em- 
ployment, £j, will be negative; on this account the intermediate and 
longer-run elasticities of output (two or more quarters) with respect to 
labor input will be lower than the impact, one-quarter elasticity. 

One modification of equation (1) will be made in the empirical esti- 
mates. The capital stock term has been dropped from the estimated 
equations that are presented, because of collinearity with trend and the 
inferior quality of measured aggregate capital stock. Since investment is 
partly the vehicle for technical change [19] [21] [25], this deficiency 
should be remedied for ex ante policy calculations. However, this ne- 
glect does not preclude the calculation of historical gaps or the demon- 


! When data are logarithms, we once more have the Cobb-Douglas function. 














(2) X= 


760 THE AMERICAN ECONOMIC REVIEW 


stration of the main methodological points. Furthermore, Solow [24] 
has shown that if production were to take place under a regime of (ex 
post) fixed proportions, and if there is more than enough capital to 
match with the existing labor supply, technical change represented by 
trend should appear in the production function, but capital would not. 


B. Empirical Estimates 


The largest output aggregate that seems appropriate for production- 
function estimation, called Gross Business Product, is measured by 
constant-dollar GNP, exclusive of outputs that are not related to inputs 
in the usual spirit of a production function. One obvious example of such 
exceptions would be imputed rents on owner-occupied dwellings. Simi- 
larly, the government, households and institutions, and rest-of-world 
sectors have been excluded. Agriculture has also been left out because 
labor input and labor supply measurement problems are complicated by 
the extent of secondary family workers. Gross Business Product com- 
prises about 73 per cent of GNP. 

A logarithmic version of equation (1) has two advantages over the 
arithmetic linear approximation: an exponential trend would imply a 
more rapid increase in potential output toward the end of the period 
than the linear relation and, in addition, it will be consistent with the 
view that labor’s marginal productivity is an increasing function of 
time. Both propositions are theoretically preferable.’ 


log X: = c d TIME + 1.808 log E, — 1.534 log Ei 


38) (:262) C 208) 
AGE + BS 


3 
G) R? = .987 S,= .0140 D.W. = 2.044 


Fitted to quarterly data 1949-II to 1962-IV. 
The corresponding steady-state solution: 
(4) log X* = .0190 TIME + .823 log E* + 2.442. 


One other theoretical and econometric aspect, the structural source of 
the distributed lag, needs further consideration. In full generality, dis- 
tributed lags in both output and employment could be “caused” by 
employment lagging output, output lagging employment, or both. This 
is a matter of some relevance, since which variable will be considered as 
dependent, and which the forcing function, will be determined by the 
choice.* 


3 To conserve space, linear estimates are not presented. Where the results differed, the 
logarithmic version seemed most reasonable. 

* Estimates with employment the dependent variable were made, and the resultant steady- 
state solution solved for output as the left-band side variable. Potential output estimates were 
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Industries which have a substantial reservoir of underutilized labor 
will tend to have employment lag behind output, so that if output in- 
creases, employment levels will be gradually adjusted to the new higher 
level. If, on the other hand, there is only negligible slack in the labor 
supply, output changes must lag behind changes in employment, at 
least when output is increasing. Finally, where in-process inventory is 
large relative to the production rate, the more likely it is that output 
will lag behind employment. Shipbuilding provides a clear-cut example 
of this latter phenomenon. Because this matter cannot be settled readily 
at an aggregate level, requiring as it does a detailed understanding of 
industry structure, I shall only report results for production functions 
estimated with output as the dependent variable. 

The response of output to labor input in equation (3) for various 
periods of time has been summarized in Table 1. The impact elasticity 
of output with respect to employment is about 1.80, a magnitude that 
will reappear later on when comparing this approach with several others. 
The cumulative two-quarter elasticity is much closer to the long-run 
steady-state elasticity. When the output-employment adjustment is 
completed, the elasticity declines sharply to .82, a magnitude that is 
clearly consistent with constant returns, but which does not imply this 
regime.® This illustrates the obvious pitfall of using cyclical data which 
do not explicitly include an appropriate lag structure. My own analysis 
for measuring the output gap uses only the steady-state solution of 
equation (4) to measure potential output. 


IT. Labor Participation Equations 


Within the past five years, the sensitivity of the labor force to employ- 
ment opportunities has become widely recognized; it seems that for 
about each additional worker fired during a slump, two workers leave 
the labor force. Thus unemployment increases by half as much as the 
decrease in employment. Women, young men, and older men are the 
most sensitive to labor market opportunities in the manner suggested, 
which has come to be known as the ‘‘discouraged worker" hypothesis. 

Án alternative hypothesis asserts a contrary tendency, on the grounds 
that secondary family workers will enter the labor market when primary 
workers lose their jobs, to offset the income losses thus incurred. The 
dominant gross relation clearly supports the ‘discouraged worker" 


typically about $5-$10 billion higher in this form. With few exceptions, potential output gaps 
(for a given participation equation) were smallest for output dependent variable linear form 
and then, in ascending order, output dependent variable, log form, employment dependent 
variable linear form, employment dependent variable, log form. 

t A more complete treatment and discussion of these phenomena in their most relevant con- 
text can be found in E. Kuh [14]. Strong possibilities of increasing returns to scale are implied 
by the analogous estimates for the manufacturing sector. 
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TABLE Í-—CuMULATIVE ELASTICITY OY OUTPUT 
WITH RESPECT TO EMPLOYMENT* 


Period Current 1st Quarter 2nd Quarter Long Run 
Elasticity 1.81 1.48 1.27 82 


* These elasticities show the cumulative per cent output response to a steadily maintained 
1 per cent increase in the level of employment. 





hypothesis according to the Bowen and Finegan [3] cross-section study, 
and the most immediately relevant time-series estimates by Lebergott 
[17], Tella [27], and Strand and Dernberg [26]. I have chosen variants 
of the Tella relation over the preferred relation of Strand and Dernberg, 
although the different authors are in general agreement on much of the 
basic analysis.® 

The participation equations chosen for subsequent analysis relate the 
labor force participation rate primarily to employment divided by popu- 
lation. In addition, either the reciprocal of population (a trend-like 
variable) or the lagged dependent variable has been included. The 
latter variable should reflect the lagged response of participation to 
variations in the employment-population ratio. 


L E 

(Sa) (5). = Og + ai (=) + Eii | 

(5b) (=) = ai tai (=) +f (=) T 
P/i: P}: Pe 

(5c) (=) = aj! + ai! (=) + ag! ES + en. 
P/i P J| Pi 


E is employment for individuals 14 years and over in the business sector; 
-P is civilian noninstitutional population 14 years and over; L, the labor 
force associated with the business sector, includes the unemployed with 
previous experience in the business sector as well as workers with no 
previous experience. The variables appear in ratio form because col- : 
linearity among the explanatory variables prevents sensible estimates in 
undeflated form, Since the deflator 1s approximately linearly and homo- 


$ Strand and Dernberg [22] have also included a variable intended to measure the secondary 
worker hypothesis. This variable is the ratio of unemployment benefit exhaustions to unem- 
ployment for the period two months in the future beyond the current-period participation rate 
dependent variable. This ingenious representation substantially increases the amount of 
variation explained and is highly significant statistically, both for the aggregate and in 
separate regressions for different age-sex groups (in & presently unpublished paper). It seems 
reasonable to avoid a strong commitment to this formulation because of its proxy nature, de- 
spite the impressive statistical performance. This construction has been sharply criticized by 
Mincer [18]. 
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geneously related to the labor force and employment over periods of the 
length considered, significance tests will not be biased on this account 
[16]. 

Separate participation responses by various age-sex categories repre- 
sent a clear improvement over these global estimates [28], but the basic 
objective of this paper is well enough served by the aggregate equations. 





Variable Definition Mean 
E/P employment to population ratio . . 3464 
LIP labor force to population ratio .3719 
1/P inverse of population . 0082 
wo (B= 2854287 (2) 
a mu Race : — 
T P, 


f (.031) (.090) 
R? = .158 3,= .0037 D.W. = .347 


L E L 
(6b) (=) = .047 + .123 z) 4- .760 (=) 
$1 


' CO35) (.057) °°! (.004)^ 


R? = .693 S,= .0022 D.W. = 1.35 


(6c) (=) 292 + .385 (=) 6 sat (—) 
C — |=, -= Jom 6, — 
P/i P/, By; 


(.027) (.086) (1.811) 
R? = 364 8,- .0032 D.W. = 0.47. 


Period of fit for three equations is 1953-TII through 1962-IV. 


Estimates of the participation response to employment vary consider- 
ably, depending upon which formulation is chosen. The slope of .26 in 
equation (6a) contrasts sharply with that of .38 in equation (6c), which 
includes the trend representation of 1/P,, and the steady-state response - 
of .50 from equation (6b). Statistical properties of the last two equations 
are superior to those of the first, although much variance remains unex- 
plained and first-order serial correlation is substantial, suggesting per- 
haps that the short-run dynamics have not been properly specified. 
Readers are referred to the basic research cited, to which full justice has 
not been done here. Nevertheless, it seems that further investigation is 
required before much confidence can be placed in any particular param- 

' Anderson and Babcock [1], unlike Strand and Dernberg, and my own treatment, in- 
cluded armed forces in labor force and employment. I have not done so, since participation 
rates behaved in an unusual manner during Korea and there is no reason to expect similar 
behavior to prevail in time of peace. Therefore, the participation regressions were fitted from 


1953-H until 1962-IV, Inclusion of armed forces after 1953 would have little effect on the 
estimated slope parameters. 
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eter estimate. The policy implications of the alternative participation 
equation forms for potential output differ significantly. This does not 
impede their usefulness in illustrating the methods developed in this 
paper. Mincer [18] suggests that an upward bias might exist in the time- 
series estimates. The smallest participation response, that recorded in 
(6a), could be viewed as least subject to bias when results are evaluated. 
Because this estimate neglects lagged responses, however, one might just 
as readily conceive that this opposite bias dominates.? 


MI. The Full-Employment Gap 


Having estimated, a production function and several participation 
equations, all that remains is to combine them in a relevant manner. The 
full-employment-policy restriction, equation (8), and one participation 
equation (for example, the linearized version of equation (5a) repre- 
sented here as equation (7)), are solved simultaneously: 


(7) Lf = BP, + B:EF + », 
(8) EF = LS. 


Substituting equation (7) into equation (8) yields equation (9): 


* Partial coverage of the labor force (the government sector, agriculture, and some services 
are excluded) might prove to be a serious shortcoming of the entire analysis. Several circum- 
stances mitigate this defect. First; the estimated parameters when adjusted for coverage, are 
not greatly different from those obtained for the entire labor force. Second, coverage is a 
substantial 69 per cent of the total, so that intrasectoral movements are likely to dominate 
intersectoral movements. As a particular sector becomes a smaller fraction of the total labor 
force, however, calculations of this character become increasingly suspect. 

Using seasonally adjusted quarterly data and Civilian Labor Force data instead of the sub- 
sector labor force yielded the following results that can be compared with those in the text, 
and the nearly equivalent formulation of Strand and Dernberg. 


@) Mor (=), 


Ra = .387 S, = .0046 D.W. = .38 


L E L 
e Fo Pasian) Edna CIR 


R3—5.722 S,= .0084 D.W. = 1.82 


() (2) = .310 + .523 (5) — 3,431 > 
* (.043) (.099) * (2.259) ' 
R? = 414 5, = .0046 D.W. = .39 
Period of Fit: 1954-I to 1959-IV. 
An upward bias arising from common sampling errors in labor force and employment data 
should also be mentioned. Its magnitude is likely to be small (about .02, with a maximum of 


.045) at existing levels of sampling error, so that further adjustment on this account seems 
needless, 


KUH: POTENTIAL OUTPUT 765 


AB 
9 Ef = ———— P.. 
(9) t 1— 5 t 


This full-employment labor quantity is then substituted in:o the steady- 
state production function, equation (10), 


(10) log X" = 0 log E* + asl +. 3; 


which provides an estimate of full employment or potential output. 
The full-employment parameter ^ requires comment. It has been 
chosen by the Council of Economic Advisers to be .96 as a provisional 
policy objective: 
The Council's estimate of Potential GNP reflects the belief that 
the economy could operate at a 4 per cent unemployment rate today 


without substantial strains on either labor supplies or plant capacity 
[7, p. 83]. 


The Council's choice of A=.96 is stated to be “an interim target" 
[7, p. 81]. Evidently, this concept of full employment depends, as in all 
good sense it must, on considerations other than maximum attainable 
output. In particular, it appears to embody a widely held political and 
economic judgment that with existing wage-price behavior relations and 
balance-of-payments problems, undesirable inflation might ensue if 
unemployment were to drop below 4 per cent for an extended period. I 
shall adhere to this 4 per cent convention in order to make comparisons 
with the Council's analysis and other similar calculations. | 

Because the business sector data are not directly comparable with the 
Council's GNP gap figures, a rough attempt has been made to remedy 
this deficiency. The procedure is decidedly crude, so that the resulting 
comparisons should be treated with appropriate reserve. Since most 
slack occurs in the business sector (government, domestic service, and 
agriculture, in particular, not being prone to cyclical disturbances), the 
strong assumption was made that all slack exists in the business sector, 
so that actual nonbusiness sector output is assumed equal to its poten- 
tial output. On this basis, columns (4)-(6) of Table 2 were derived from 
the data underlying columns (1)-(3). Chart 1 portrays derived GNP 
output gaps for columns 4 through 6. 

The more conservative output gaps are based on participation equa- 
tions (6a) and (6c), while participation equation (6b), including the 
lagged dependent variable, indicates slightly larger gaps than the others. 
Generally speaking, the business sector gaps are larger than the Council 
gaps, shown in column (7), a partly fictitious result that to some extent 
has been counteracted by the Derived GNP gap calculations. In the 
1954 recession the Derived GNP gaps were similar to the Council gap. 
During the period 1955-1/1962-II the CEA gap is consistently larger 
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TABLE 2—(Conlinued) 


Business Sector Gap Derived GNP Gap 
Quarter- 

Year A B C A B C CEA 

(1) (2) ( (4) (5) (6) (7) 
1,59 2.8 3.6 3.6 2.1 2.7 2.7 5.0 
2.59 0.0 8 8 0.0 .6 .6 3.2 
3.59 2.7 3.6 3.7 2.0 2.7 2.7 5.4 
4.59 4.0 4.9 5.0 2.9 3.6 3.6 5.6 
1.60 1.0 1.6 2.0 7 1.2 1.5 4.5 
2.60 2.3 3.0 3.4 1.7 2.2 2:9 4.9 
3.60 4.2 5.5 9.9 3.0 4.0 3.9 6.0 
4.60 6.9 9.4 8.3 5.0 6.7 5.9 7.4 
1.61 9.2 11.6 0.6 6.6 8.3 7.6 8.8 
2.61 7.4 9.5 9.0 219 6.8 6.4 7.5 
3.61 5.9 1.9 7.5 4.2 5.7 5.4 6.9 
4.61 4.3 6.0 6.0 3.1 4.3 4.3 5:3 
1.62 3.8 5.4 5.6 2.8 3.9 4.0 4.8 
2.62 2.9 4.2 4.7 2.1 3.0 3.4 4.4 
3.62 2.8 4.5 4.6 2.0 3.3 3.4 4.6 
4.62 2.9 4.5 4.9 2.1 3.3 3.5 4.5 





than the more conservative Derived gaps. The paths during the 1958 
recession are highly similar although, in the 1958-59 recovery phase, my 
results would indicate that the gap had been largely eliminated while the 
Council gap never dropped below 3 per cent. When production functions 
using employment as the dependent variable are used to estimate De- 
rived gaps (see footnote 4), the difference between Council gaps and 
Derived gaps disappeared. Since my own estimates are open to numer- 
ous valid objections, a definitive resolution of these differences must 
awaitlater research results. Less highly aggregated production functions 
will surely be an indispensable element of more refined estimates. 


IV. Different Measures of Output and Employmeni Gaps 
A. The Council of Economic Advisers 


While the Council of Economic Advisers uses economic analysis of 
production relations, they have also relied on an estimated exponential 
trend as a smoothing device to provide a quantitative summary of the 
main underlying economic determinants. An important element in the 
underlying calculation is the empirical generalization that ‘‘each per- 
centage point of progress toward 4 per cent in the unemployment rate 
has meant a gain of roughly 3 per cent in total output in postwar periods 
of expansion" [6, p. 50]. About two-fifths of the output gap would be 
closed by lower unemployment and one-tenth by a larger labor force, in 
recognition of the participation response already discussed. 
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CHART 1. OUTPUT Gaps as PER Cent or POTENTIAL OUTPUT 
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The remaining half of the gap would have been closed, according to an 
early Council calculation [6], two-fifths by an improvement in produc- 
tivity and one-tenth by longer hours per worker at higher utilization 
rates. The assumed short-run elasticity of output with respect to em- 
ployment is about three. This accurately reflects short-run responses that 
are so important in assessing alternative paths to full employment, but 
apart from some permanent economy of scale gains, much of the produc- 
tivity gain imputed to higher utilization would have disappeared in the 
new, steady-state full-employment equilibrium.? 


B. Okun Formulation 


The pathbreaking article of Okun [20] sought to take account of all 
the influences that have been mentioned by directly linking output to: 
unemployment: 


Ideally, the measurement of potential output would appraise the 
various possible influences of high employment on labor input and pro- 
ductivity and evaluate the influences step-by-step, developing quanti- 
tative estimates for each adjustment to produce the desired measure of 
potential. While I shall discuss the steps individually below, the basic 
technique I am reporting consists of a leap from the unemployment 
rate to potential output rather than a series of steps involving the sev- 


* Without investigating the point here, I suspect that some component of the longer hours 
per worker would vanish in a new higher employment steady state, since variations in hours 
are a dominant method of adjusting labor input to temporary variations in output. This aspect 
of hour behavior has substantial econometric support [15]. 
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eral underlying factors. Strictly speaking, the leap requires the assump- 
tion that, whatever the influence of slack economic activity on average 
hours, labor force participation and manhour productivity, the magni- 
tudes of all these effects are related to the unemployment rate. With 
this assumption, the unemployment rate can be viewed as a proxy vari- 
able for all the ways in which output is affected by idle resources [20]. 


Three alternative methods of relating unemployment to output lead 
Okun to the view that “the uniformity which emerged from these vari- 
ous techniques was the approximate 3-to-1 link between output and the 
unemployment rate." 

It also turned out that a graph of potential GNP embodying this 
relation leads to "a curve that wiggles from quarter-to-quarter, even 
dipping at times." Okun prefers a 3$ per cent per year growth trend 
since he finds it "difficult to accept the verdict that potential output has 
actually contracted at times, as the unsmoothed unemployment mea- 
sure implies." 

Finally, Okun states that “the record clearly shows that manhour 
productivity is depressed by low levels of utilization and that periods of 
movement toward full employment yield considerably above-average 
productivity gains." This leads to a correct inference that “‘the positive 
relationship between output and labor productivity suggests that much 
of labor input is essentially a fixed cost for fairly substantial periods." 

It seems that the short-term irregularities (which Okun quite properly 
rejects as an accurate reflection of potential output) and the high short- 
run elasticity of output with respect to unemployment are both reflec- 
tions of the short-run distributed-lag relation between output and em- 
ployment, which can be eliminated efficiently at the source by placing 
direct réliance on the steady state solution of the cyclical production 
function recommended in the preceding section of the paper. 


C. Labor Gaps 


It is a matter of some interest to estimate unemployment by subtract- 
ing actual employment from potential (rather than actual) labor force. 
Table 3 contains unemployment gaps for each of the three participation 
equations for the business sector and the Strand-Dernberg calculation 
for total civilian labor force, after adjusting actual to potential labor 
force at a 4 per cent unemployment rate. Chart 2 illustrates potential 
gaps for employment and output based on the most conservative labor 
participation equations (62).!? In each recovery the output gap declines 

W The Strand-Dernberg estimates are well below my most "conservative" participation 
equations (6a) and (6b) throughout most of the period, in part at least because of different 
coverage, until 1961-IV when their estimate just exceeds the (6a) level. Their calculation de- 
pends only on an estimate of population growth, and an additional equation to explain their 
additional variable related to the secondary worker hypothesis. A production function is 
by-passed completely. 
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TABLE 3—UNEMPLOYMENT PERCENTAGE Gaps 


Total Civilian 
Labor Force* 


Business Sector Labor Force 


E 
d 
E 


Participation Equation 


| 


4.77 


6.67 


4.03 


3.91 


5.98 





* From [22, Table 3, p. 388] for 4 per cent unemployment rate. 
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TABLE 3-—(Continued) 
Business Sector Labor Force Perens dens 
Year-Quarter iden Map cape 
Participation Equation a a 
ap 
(8a) (8b) (8c) 
1958 I 9.60 10.60 10.39 " y 
IH 11.37.— 12.42 12.24 f 
II 11.45 12.40 12.39 £f 
IV 10.05 11.32 11.05 7.75 
1959 I 9.36 10.42 10.43 
II 8.73 9.76 9.86 
III 8.07 9.20 9.27 
IV 8.43 9.57 9.71 6.93 
1960 I 7.00 7.83 8.32 
Ii 6.51 7.35 7.88 
IU 7.89 9.53 0.36 
IV 9.35 12.38 10.98 1.63 
1961 I 10.08 13.07 11.86 
IT 9.43 11.99 11.31 
III 9.70 12.20 11.71 
IV 10.49 12.72 12.62 9.17 
1962 I 10.42 12.42 12.64 
H 9.69 11.26 11.98 
i 9.05 11.38 11.45 
IV 8.88 10.88 11.36 9.45 


before the employment gap, reflecting the employment-output lag which 
has been repeatedly emphasized throughout this paper. It furthermore 
appears that at times actual output exceeds long-run steady-state poten- 
tial output even when the potential unemployment gap is in excess of 
4 per cent. Since the parameters are sufficiently uncertain, and the ca- 
pacity concept itself is somewhat ambiguous, literal insistence on inade- 
quate capacity would be unwarranted. 

In order to focus more closely on differences among the participation 
equations, the three potential unemployment gaps have been plotted 
together on Chart 3. Equation (6b) has the highest gap throughout, 
althotigh from 1958 on it is virtually indistinguishable from (6c). Since 
this formulation is the only one which begins to measure lagged re- 
sponses, however simply, it does not appear wise to dismiss it out of 
hand. On theoretical and statistical grounds, equations (6b) or (6c) seem 
superior to (6a), but a final choice does not seem possible on the basis of 
the evidence presented here. 
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JV. Summary "T Dualikcalions 


This paper provides an outline of operational procedures for measur- 

ing potential output, a useful conception for short- and intermediate-run 
fiscal and monetary policy measures. Predominant emphasis has been on 
the measurement of potential output, rather than the corollary en- 
deavor of using this equation system to trace out paths from under- 
utilization toward potential output. 
. The empirical bases of these parameters are shaky enough so that 
excessive confidence ought not to be placed on the present set of point 
estimates which, however, seem solidly enough based to illustrate an 
appropriate set of procedures. While existing research on cyclical par- 
ücipation rates has offered valuable new insights, continued efforts seem 
required in order to narrow the range of plausible estimates of potential 
labor force. Furthermore, the highly aggregated cyclical production 
function ought to be replaced by a more disaggregated set of relations. 
These should include capital stock and reflect different dynamic reac- 
tions among industries and possibly among different types of labor 
inputs. Explicit consideration of cyclical variations in hours worked 
should also be included in future calculations. 

Various methods have recently been proposed to estimate output that 
could be produced. at a given level.of unemployment. These methods 
include quite mechanical (though pragmatically useful) trend extrapola- 
tion and relating current unemployment to current output. The method 
suggested here combines recent econometric developments in the estima- 
tion of labor participation rates and cyclical production functions to 
portray the major elements that should appear in a proper structural 
formulation. 


DATA APPENDIX 


Gross Product Originating in the Business Sector in 1954 Dollars: By Quarters 
at Annual Rates 


The original data were mae in an article by M. L. Marimont, “GNP 


u The latter problem is in essence an exercise in simulation, since: (a) the initial conditions 
relating to output and employment, and (b) subsequent feasible and/or desired levels of output 
(obtainable through fiscal and monetary policy), in principle are consistent with an indefinitely 
large number of intermediate-output, employment configurations. Optimal macroeconomic 
decision rules might readily be applied to provide a more restricted (possibly unique) set of 
choices. At a future date, it should be worthwhile to carry out some of the more interesting 
combinations, within the subsystem and in the context of a complete equation system such as 
the Brookings-SSRC econometric model [4]. - i 

11 Tella [23] and Strand and Dernberg have done additional work (published in this Review, 
March 1966) on age-sex participation rate responses, which lend support to their more aggrega- 
tive results previously cited. Two important aspects of the problem not yet solved are, first, 
& more precise characterization of the lag structure; and second, the cross-elasticities of supply 
among the different age-sex groups. 
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by Major Industries," Survey of Current Business, October 1962, pages 
6-18. Comprehensive annual data by originating sector were here presented 
for the first time. These data have been interpolated on a quarterly basis 
with relevant quantity indices (including components of the Federal Re- 
serve Board Index of Industrial Production for Manufacturing) by Gary 
Fromm and James Craig for the Brookings-SSRC Econometric Model 
Project. 

The gross product originating series was arrived at (to within the statisti- 
cal discrepancy published by Marimont) by aggregating the business indus- 
tries and adding actual deflated residential rents (thus excluding imputed 
rent on owner occupied dwellings). Quarterly data on the business indus- 
tries, including manufacturing, construction, trade, transportation, -public 
utilities and mining, had already been constructed by the Brookings-SSRC 
Econometric Model Project. Annual real residential rents were constructed 
using & quadratic interpolation formula and then added to the business 
industries to form the business sector gross product originating. 


Employment and Labor Force by Quarters in the Business Sector 


The data for employment and labor force associated with the business 
sector have been computed and seasonally adjusted by the Bureau of Labor 
Statistics. Both the household and establishment surveys of labor force 
and employment have been used in preparing these estimates. Employment 
in the business sector is approximated by subtracting the number of wage 
and salary workers in government from the nonagricultural employment 
excluding domestics.* To obtain the labor force associated with the business 
sector, those unemployed with previous experience in the business indus- 
tries, and those unemployed with no previous experience are added to the 
employment totals previously described. 


Cinlian Population by Quarters 

Monthly statistics on the civilian noninstitutional population over the 
age of 14 series are regularly published by the Bureau of Labor Statistics. 
Quarterly data were compiled by averaging the three constituent midmonth 
figures, and then seasonally adjusting this series using standard constant 
seasonal adjustment factor methods. The 1949 and 1951 quarterly data 
(used only in extrapolation backwards of equations (6a) and (6c)) were 
adjusted upwards to be comparable with data based upon the 1960 census. 
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OWNERSHIP AND CONTROL IN THE 200 LARGEST 
NONFINANCIAL CORPORATIONS, 1929 AND 1963 


By ROBERT J. LARNER* 


In 1932, Adolf Berle and Gardiner. Means published their classic 
study, The Modern Corporation and Private Property, a major thesis of 
which was that Ownership of wealth without appreciable control and 
control of wealth without appreciable ownership appear to be the logical 
outcome of corporate development" [4, p. 69]. Since then, the existence 
of management control among giant corporations and its increasing 
extent over time have been generally accepted in the literature as part of 
the “conventional wisdom" [2, pp. 70-74] [3, p. 30] [5] [7] [13, p. 53]. 
Yet, with the exception of the 1939 study which the Securities and 
Exchange Commission prepared for the Temporary National Economic 
Committee [18], no attempt seems to have been made to determine the 
extent of management control in the years since the Berle and Means 
study. 

This article attempts to measure systematically the extent to which 
management control actually exists among the 200 largest nonfinancial 
corporations in the first half of the 1960's. The article is divided into two 
parts: the first part describes the method followed in the study, and the 
second summarizes the results of the study and compares them with the 
findings of the 1929 Berle and Means study. 


I. The Method of This Study 


'To assure as direct a comparison as possible between the 1929 and the 
1963 findings, this paper will follow very closely the definitions, proce- 
dures, and classifications used in the Berle and Means stüdy. Since direc- 
tion over the activities of a corporation is legally and theoretically exer- 
cised by its board of directors, Berle and Means defined control as the 
* ,.. actual power to select the board of directors (or its majority)" 
[4, p. 69]. Although the power to control and the actual exercise of that 
power can conceivably reside in different individuals, there are never- 
theless cogent reasons for accepting Berle and Means's definition of 
control. First, even if the owner of a majority or substantial minority of 
a corporation's voting stock were to surrender control to the manage- 

* The author is a graduate student in economics at the University of Wisconsin. He wishes 
to thank Professor Leonard Weiss of that university for the encouragement, advice, and over- 
all supervision he has so kindly given in the preparation of this article, an earlier draft of which 
was written for his seminar in industrial organization. The author, however, is solely responsi- 
ble for all errors. Part of the research was financed by the National Science Foundation. 
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ment, he would still retain the legal power to vote an unsatisfactory 
board of directors out of office, and even such a dormant power can be a 
strong influence. Secondly, to prevent biased results which are solely 
dependent on arbitrary judgements, it seems wise to use objective cri- 
teria which are easily observed and capable of precise measurement in 
determining the type of corporate control. 

Berle and Means distinguished between “ultimate control” and “‘im- 
mediate control." This distinction occurred where one corporation 
controlled another through a dominant minority stock interest.! In this 
case, the controlled corporation was always classified as immediately 
controlled by either minority or joint-minority interests. If the control- 
ling corporation itself was management-controlled, then the controlled 
corporation was also classified as ultimately controlled by management. 
If the controlling corporation was not management-controlled, then the 
controlled corporation was said to be ultimately controlled through 
pyramiding. The present study also uses this distinction. 

Following Berle and Means, our list of the 200 largest nonfinancial 
corporations is composed of firms primarily engaged in manufacturing, 
mining, merchandising, transportation, and electric, gas, and pipe- 
line utilities. Banks, insurance companies, and investment companies 
are excluded. Size is measured in terms of book assets, a procedure which 
overstates the size of the transportation and utility companies relative 
to the size of firms in other industries. The use of sales to measure size, 
however, would introduce an equally serious opposite bias.? Moreover, 
since Berle and Means, the SEC study [18], and R. A. Gordon [6] all 
used assets to measure size, this paper will follow the same procedure to 
maintain comparability.? 

Berle and Means classified the firms in their study according to the 
following five types of corporate control: (1) privately owned, (2) con- 

! In the Berle and Means study, a corporation which was majority-controlled by another 
corporation was classified as a subsidiary of the latter and was disregarded, except where an 
important element of pyramiding entered in. The present study follows the same procedure, 
except where the controlling corporation is a smaller firm not included among the “200 
largest." In this case the controlled corporation is retained as if it were an independent com- 
pany: e.g. Hughes’ Tool Co. is ignored and TWA is treated as majority-controlled. If the 
controlling corporation is a foreign firm, no attempt is made to determine if the foreign firm 


is management-controlled, and the controlled corporation is assigned either to ultimate minor- 
ity control or to ultimate control through pyramiding. This is the same procedure which 


. Berle and Means followed. 


2 Perhaps the best measure of size is value added, since it compares the value of the factors 
of production controlled by each firm [1], but data on value added by firm are not generally 
available. 


* The names and assets of the 200 largest nonfinancial corporations in 1963 appear in the 
appendix to this article, which may be obtained from the author on request. Requests can be 
addressed in care of the Department of Economics, University of Wisconsin, Madison, Wis- 
consin 53706. 
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trolled through the ownership of a majority of the voting stock, (3) con- 
trolled through the ownership of a dominant minority of the voting 
stock, (4) controlled by means of a legal device, and (5) management- 
controlled.® This study uses the same categories. 

A firm is considered to be privately owned if an individual, a family, 
or a group of business associates holds 80 per cent or more of its voting 
stock. For majority ownership, the individual, family, or group of busi- 
ness associates must own between 50 and 80 per cent of the voting stock. 
In the Berle and Means study, stock ownership of between 20 and 50 per 
cent was generally necessary for minority control, although in several 
specific instances a smaller holding was credited with the power of con- 
trol. In view of the greater size of the 200 largest nonfinancial corpora- 
tions in 1963 and the wider dispersion of their stock, this lower limit to 
minority control seems too high. In the present study a firm is classified 
as immediately controlled by minority stock ownership if 10 per cent or 
more of its voting stock is held by an individual, family, corporation, or 
group of business associates.? 

Berle and Means assigned corporations in which no base of control in 
stock ownership could be found to management control on the belief 
that no group of stockholders would be able under ordinary circum- 
stances to muster enough votes to challenge the rule of management. 
'This study follows the same procedure." 

When all of the above criteria are applied to the 1963 data, it is gen- 
erally not difficult to distinguish management control from the other 
types of control, but several errors or distortions occur when ownership 
control is further broken down into privately owned, majority-con- 
trolled, and minority-controlled corporations, and those controlled 
through a legal device.* 

* Berle and Means recognized four kinds of legal devices by which corporate control might be 


obtained: (1) pyramiding, (2) nonvoting common stock, (3) stock with disproportionate voting 
power, and (4) the voting trust. Only the first and the fourth devices are found today. 

š For a more detailed description of these five categories and of the criteria for each, see 
Chapter 5 in The Modern Corporation and Private Property [4]. 

6 In two cases, this rule has been disregarded. The Transcontinental Gas Pipe Line Com- 
pany is classified as management-controlled even though the Stone & Webster Company holds 
of record an 11 per cent stock interest, since the latter is not represented on Transcontinental's 
board of directors. On the other hand, May Department Stores Company is classified as 
minority-controlled even though the May family has only a 3.9 per cent stock interest, since 
members of the May family hold the offices of chairman, vice-chairman, and president, and 
occupy five seats on the board of directors. 


? In addition, Berle and Means found 16 companies to be controlled jointly, either by two or 
more minority interests or by & minority interest and management. In the latter case, they 
divided the corporation into two “half companies," each possessing one-half of the assets of 
the original company. One of these “half companies" was then classified as management- 
controlled and the other as minority-controlled. This joint minority-management control 
category is not used in the present study. 
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II. Summary and Comparison of ihe Results 


Each of the 200 largest nonfinancial corporations in 1963 is listed in 
the appendix, together with its size and rank in assets, its type of con- 
trol, immediate and ultimate; in both 1963 and 1929, and the source and 
basis of its classification in 1963. ; 

Tables 1 and 2 provide a summary of the type of copa by number 
of corporations and by assets in 1963 and 1929, for the 200 corporations 
as a whole and for each of the three major industrial groups (industrials, 
public utilities, and transportation companies). A significant finding of 
this study is that management control? has substantially increased 
among the 200 largest nonfinancial corporations since 1929. As Table 1 
illustrates, 44 per cent of the 200 largest nonfinancial corporations in 
1929 and 58 per cent of their assets were management-controlled. In 
1963, however, 84.5 per cent of the “200 largest” of that year and 85 
per cent of their assets were so controlled. Management control in- 
creased substantially within each of the three industrial groups and 
became the overwhelmingly predominant type of control within each 
group. 

As shown in Table 1, private ownership had complétely disappeared 
among the 200 largest ‘nonfinancial corporations by 1963. Of the 12 
privately owned firms on the 1929 list, six had dropped out of the ‘200 
largest” by 1963. Of the remainder, one (A &-P) was majority-con- 
trolled, four (Alcoa, Ford, Gulf Oil, and National Steel) were minority- 
controlled, and one (Jones & Laughlin) was apparently management- 
controlled. Only five companies (A & P, Duke Power Co., Kaiser Indus- 
tries, Sun Oil, and TWA) were found to be majority-controlled in 1963, 
and in the case of TWA actual control was, at least temporarily, 1 in the 
hands of trustees. 

* Following the Berle and Means definitions, the author classified Tidewater Oil, Shell Oil, 
and the Coca-Cola Company as ultimately controlled by pyramiding because of their peculiar 
organizational structures, even though the eviderice suggests that Tidewater and Shell are 
effectively majority-controlled and Coca-Cola effectively management-controlled. The Berle 
and Means definitions were followed exactly in order to keep the two studies as comparable as 
possible. Similarly, although Trans World Airlines is classified as majority-controlled, an 
equally convincing argument might be made for classifying it as controlled by a legal device, 
since Howard Hughes’s 78 per cent stock interest (through the Hughes Tool Company) in 
TWA. was, &t least temporarily, being held in trust by & group of insurance companies &nd 
banks in 1963. Hughes's stock was sold to the general public in May, 1966. The TWA manage- 


ment was reported to be “anxious that no one should gain effective control—which might be 
done with as little as 10 per cent of the stock" [19, p. 145]. 

? The principal sources used in determining type of corporate control were the definitive 
proxy statements filed with the SEC by all of the 200 corporations, the annual reports filed 
with the Interstate Commerce Commission by each railroad, and the annual reports filed with 
the Federal Power Commission by the utilities which it regulates. A more complete description 
of these sources and references to other sources used can be found in the appendix. 

19 “Management control" without qualification should be understood to mean tdiimate 
control by management. The same applies, mutatis mutandis, to the other types of corporate 
control. 
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Only 18 firms were found to be controlled by minority stockholders in 
1963, roughly a third of the 464 firms which Berle and Means classified 
as minority-controlled in 1929. Control through legal devices decreased 
even more sharply—from 41 in 1929 to 8 in 1963. On the other hand, the 
number of management-controlled firms almost doubled, from 881 i in 
1929 to 169 in 1963. 

Five companies on the 1963 list which are classified as management- 
controlled appear to be controlled, or at least very strongly influenced, 
by a single family within their management. Yet these families owned 
only a very small fraction of the outstanding voting stock. The five 
companies and their controlling families are: IBM (Watson), Inland 
Steel (Block), Weyerhaeuser (Weyerhaeuser), Federated Department 
Stores (Lazarus), and J. P. Stevens (Stevens). Federated Department 
Stores is the best illustration of this. In 1963 its chairman of the board, 
its president, and five of its 19 directors were members of the Lazarus 
family, even though the combined stock interest of the entire family was 
only 1.32 per cent. Since the present basis of control by these families 
appears to be their strategic position in management and the traditional 
identification of the corporation with the family rather than any appre- 
ciable amount of stock ownership, these companies are classifed as 
management-controlled. 

Management control was distributed rather evenly among the three 
industrial groups in 1963. Its highest incidence was among the utilities 
where it accounted for all but one of the 59 firms. Yet the public utilities 
had the lowest incidence of management-controlled firms in 1929 (38 per 
cent). This drastic change can be explained by the “death sentence" 
provision of the Public Utility Holding Company Act of 1935, which 
proscribes pyramiding beyond the second degree among public utility 
holding companies. Management control was the predominant type of 
control for the industrials and the transportation companies as well, 
accounting for 78 per cent of the former and 83 per cent of the latter. 

A significant difference between 1963 and 1929 is that the proportion 
of the 200 largest nonfinancial corporations that were management- 
controlled in the later year was about the same as the proportion of 
assets so controlled, while in 1929 the proportion of assets that were 
management-controlled was: a good deal larger than the proportion of 
companies so controlled. This indicates that management control, which 
was concentrated among the larger firms on the 1929 list, has since 
reached down tó relatively smaller (though absolutely larger) firms than 
it touched in 1929 and has become rather evenly distributed among the 
“200 largest." This contrast is illustrated by Table 3, which divides the 
“200 largest" of each year by rank into five groups of 40 firms each and 
lists the number of management-controlled firms in each group. 
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TABLE 3—“200 LARGEST? DIVDED BY RANE INTO 5 GROUPS AND NUMBER 
OF MANAGEMENT-CONTROLLED FrgM8S IN Eaco GROUP 


Number of Management-Controlled Firms 


Firms Ranking 


1 through 40 
41 through 80 
81 through 120 

121 through 160 
161 through 200 


Total 





Source: Appendix (see footnote 3) 


This evidence suggests that a firm may reach a size so great that, with 
a few exceptions, its control is beyond the financial means of any indi- 
vidual or group. This point appears to have been reached only by the 
larger firms on the 1929 list, but by all of the firms on the 1963 list. The 
smallest corporation among the top 200 in 1963 had assets of 423 million 
current dollars or, deflating by the GNP deflator, 204 million 1929 
dollars. A corporation of this size would have ranked 111th on the Berle 
and Means list. Of the 110 firms which would have ranked ahead of it, 
55 per cent were management-controlled, compared with only 31 per 
cent of the remaining 90 firms. Moreover, many of the remaining 45 per 
cent of the top 110 firms in 1929 were either public utilities controlled by 
a kind of pyramiding which is now illegal or industrial firms still owned 
and controlled by their founder. 

The present study may classify some firms incorrectly because of the 
limited information available to outsiders about the control of the 200 
largest nonfinancial corporations. Generally, such errors would involve 
failure to locate an existing center of ownership (especially minority) 
control, so that the company is mistakenly classified as management- 
controlled. This would result, of course, in our overstating the extent of 
management control in 1963. Berle and Means, however, would seem to 
be in greater danger of overstating the extent of management control 
because of the less authoritative and less systematic sources of data upon 
which they had to rely and because of the larger minimum stockholding 
which they required as sufficient evidence of minority control. It follows 
that, even though the findings of the present study may overstate some- 
what the extent of management control in 1963, they are also likely to 
understate the change in the extent of management control from 1929 to 
1963 when compared with the findings of the Berle and Means study. 

In summary, it would appear that Berle and Means in 1929 were 
observing a “managerial revolution" in process. Now, 30 years later, 
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that revolution seems close to complete, at least within the range of the 
200 largest nonfinancial corporations. 
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THE GAIN FROM INTERNATIONAL TRADE AND 
INVESTMENT: A NEO-HECKSCHER-OHLIN 
APPROACH 


. By MURRAY C. Kemp* 


1. That it may be to a single country’s advantage to a the 
volume of its foreign trade below. the free trade level was known to 
Torrens, J. S. Mill, and Sidgwick;! and the more precise notion of an 
optimal degree of trade restriction (by means of an optimal tariff on im- 
ports or exports) goes back at least to Edgeworth and Bickerdike.* 
Rather later, it was recognized that a country may also gain by curbing 
its net international borrowing or lending,’ and that there may exist an 
optimal degree of restriction (by means of an optimal tax on foreign 
interest and profit receipts or payments). * 

2. In this earlier literature, the gain from trade and the gain from 
international investment were implicitly assumed to be mutually inde- 
pendent and separately calculable. In conformity with this assumption, 
the calculation of the optimal degree of trade restriction and of the opti- 
mal curb on investment were treated as unrelated problems. 

It is clear, however, that by changing the conditions of supply and the 
level of net income, both in the lending and in the borrowing country, 
international investment also may modify both the gain from trade and 


* 'The author is research professor of economics in the University of New South Wales. He 
gratefully acknowledges the sustained assistance of Professor Henry Y. Wan, Jr., and of 
Professor Ronald Jones, especially with the more delicate arguments of Section II. He hopes 
that the results of Professor Jones's own investigations will soon be published. The author 
acknowledges also the useful comments of Professors Takashi Negishi and John Chipman on 
the penultimate draft. 


1 Torrens [36, pp. 281-82] and [37, Postscript to Letter IX, especially pp. 329-38]; Mill 
[19, pp. 21 f£.] and [20, Book V, Ch. 4, Sec. 6]; Sidgwick [32, pp. 493 ff. ]. 

The notion that a tariff may turn the terms of trade in favor of the tariff-imposing country 
has a confusing and little-known early history. The principle was clearly stated by Torrens 
in 1824, in his Essay on the Production of Wealth, though the scope of the principle was unneces- 
sarily restricted to circumstances in which the tariff-imposing country has ‘‘a natural monop- 
oly, either partial or complete." The principle was reasserted by Torrens in an 1832 parlia- 
mentary speech (for details, see Robbins (23, pp. 192-94) and, for the special case in which all 
import demands are of unit elasticity, was elaborated with great precision in The Budget of 
1844 (the important Postscript to Letter TX was written in 1843). In order of writing, though 
not of publication, Torrens’ 1844 exposition was preceded by that of J. S. Mill In the preface 
to Essays on Some Unsettled Questions of Political Economy (1844) Mill mentions that they were 
written in 1829-30 and were being published in response to Torrens’ The Budget. 

* Edgeworth [6, pp. 13-16, 38-39]; Bickerdike [3] [4]. 

3 Keynes [14] [16]; Iversen [8]; Cairncross [5]; Singer [34]; Nurkse [22]; Schonfield [30]. See 
also, however, Smith [35, Book II, Ch. 5]. 

t MacDougall [18]; Rowan and Pearce [24]. 
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the optimal degree of trade restriction. On the other hand, the restriction 
of trade changes the terms of trade and the relative profitabilities of 
investment at home and abroad; it therefore may affect the optimal 
degree of restriction of international investment. “Tariff factories" 
provide a simple and familiar example: the imposition of a tariff gives 
rise to an inflow of capital to finance tlie construction of branch plants 
behind the tariff wall; as a result, the terms-of-trade effect of the tariff 
is weakened, perhaps reversed. To treat trade and investment policies as 
separable and independent can be justified therefore only in a rough 
first approximation. 

3. It is my purpose to formulate the problem of gain in a manner 
which will make clear the elements of interdependence, and to derive 
expressions for the optimal tariff and optimal tax. 

In two earlier papers? this has been attempted for the simple case in 
which each country produces a single commodity. In the present paper I 
shall instead work with a two-countries, two-commodities, two-factors 
model which is distinguished from the familiar Heckscher-Ohlin model, 
however, in that technology is allowed to differ between countries. The 
two factors recognized are labor and capital, the latter assumed to be 
homogeneous, perfectly durable, and smoothly substitutable for labor. 
Both factors are assumed to be in fixed supply: that is, the population of 
each country is stationary, and in each country net saving is zero. It is 
assumed that markets are perfectly competitive, all participants being 
well informed about world trading and investing opportunities. In par- 
ticular, both factor markets are perfectly competitive, so that full em- 
ployment is always assured, whatever commercial and fiscal policies are 
adopted. In keeping with the assumption of perfect competition, returns 
to scale are assumed to be constant. Finally, no account is taken of the 
possibility that one country may retaliate against the tariffs and taxes 
imposed by the other. 

It will emerge that when account is taken of the elements of inter- 
dependence already referred to, either the optimal tariff or the optimal 
tax on foreign earnings, or both, may be negative. 


I. Geomeiric Siatement of the Problem 


4. Putting aside net new borrowing, grants, indemnities, and remit- 
tances, every country is subject to a budget constraint of the form 


(Quantity of Exports) minus (Quantity of Imports) X (Terms of Trade) 
. minus (Net International Indebtedness) X 
i (Average Earnings on Debt) 
= 0 


.5 Kemp [10] [11]; also [12, Chs. 13 and 14]. 


* Whatever its shortcomings In more general contexts, this asunnon seems ER 
when stationary equilibria only are being considered. Cf. ‘Samuelson [26]. 
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FIGURE 1. GENERALIZED OFFER CURVE 
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The desired imports and exports of a country depend both on the terms 
of trade and on its net indebtedness. Suppose the latter is given. Then for 
each hypothetical value of the terms of trade we can plot desired imports 
and exports. By varying the terms of trade we can trace a locus of 
import-export combinations, each of which represents a potential inter- 
national equilibrium. (Cf. Figure 1.) This locus is a straightforward 
generalization of the familiar forelgn trade offer curve. Note, however, 
that only when net indebtedness 1s zero does the curve pass through the 
origin and that, except in that special case, it is not possible to read off 
. the terms of trade corresponding to à particular poitit on the locus by 
simply connecting that point by à straight line to the origin-—the capital 
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item in our equation complicates things. Note also that an equilibrium 
is possible in which the debtor country imports neither commodity; 
such an equilibrium would be located in the fourth quadrant of Figure 1. 

Now take the foreign country’s offer curve thus defined and slide it 
round the home country’s production-possibilities curve in the manner 
made familiar by Baldwin [1] and Samuelson [27]. In this way is gen- 
erated an envelope—the home country’s consumption-possibilities curve 
(cc’ in Figure 2). Throughout this exercise, however, the net indebted- 
ness of each of the two countries has been held constant. Suppose now 
that the home country invests a little more or less in the foreign country 
and that this is accomplished by shipping equipment from one country 
to the other. Evidently both the home country’s production frontier and 
the foreign country’s (generalized) offer curve will shift, and there will 
emerge a new envelope. Consider the envelope of all such envelopes (CC’ 
in Figure 2). This truly describes the consumption possibilities facing 
the home country. 

The problem is to find that combination of import duty (or subsidy) 


Commodity 2 





Commodity 4 


FIGURE 2. CONSUMPTION POSSIBILITIES CURVE 
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and income tax (or subsidy) which will move the home country to the 
favored point on its generalized consumption-possibilities curve. 


II. Solution of the Problem: Incomplete Foreign Specialization 


5. Until further notice it will be assumed that, if it is a net creditor, 
the home or policy-making country either exports the second commod- 
ity or exports nothing; and that, if it is a net debtor, the home country 
exports the second commodity or exports both commodities. The second 
commodity is, in this sense, the “natural” export of- the home country. 

For the time being it will be assumed also that each country produces 
something of both commodities. 

Let X; stand for the home output of the ith commodity and D; for the 
home consumption of the ith commodity. E;(—D;—X, is then the 
home excess (or import) demand for the ith commodity. Let p stand for 
the price of the second commodity in terms of the first, ri for the return 
on one unit of capital (the marginal product of capital in terms of the 
first commodity), and K for the amount of capital invested abroad by 
the home country. (If K is negative, it stands for the amount of capital 
invested in the home country by the foreign country.) Asterisks relate 
the variables to the foreign country. Thus Df stands for the foreign 
country's demand for the ith commodity and p* for the world terms of 
trade. Finally, U is a concave Scitovsky’ index of the home country’s 
welfare, a function of the aggregate amounts consumed by the home 
country of each of the two commodities, and of nothing else: 


U = U(Di; De) = U(X1 + Ei; Xs + Ea). 
The foreign country, however, is subject to the budget constraint 
(1) E? + ptES + r2K = 0; — 
moreover, in market equilibrium 
E; t+ EF =0 += 1,2, 
Hence the index may be written as 
U(X, + pref + rf! K; Xs — Ef). 


Now foreign excess demand depends on the world terms of trade, on real 
income, and on the amount of capital invested abroad by the home 
country. However, real income is itself related to the terms of trade and 
to the level of net international indebtedness; hence we may simply 

write Ej = E;(f*, K). We note also that, Since the foreign country is 
assumed to be incompletely specialized, rf depends on $*, but not on 


7 Scitovsky [31]. See also Samuelson [28]. 
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K 3 We therefore may write rt =r] (p*), with dr7/0p*20 if, respectively, 
the second commodity is relatively capital-intensive, the two com- 
modities are equally capital-intensive, or the first commodity is rela- 
tively capital-intensive. Finally, we note that the home output of the 
second commodity depends on the output of the first commodity and on 
the amount of capital invested abroad; that is, X:=o(X1, K). [09/0.X1is 
the slope of the production possibilities curve; —d¢/0K is the marginal 
productivity of capital in terms of the second commodity, ri/5.] It 
follows from all this that the welfare index can be written as a function 
of the three parameters Xi, p*, and K: 


U|X; F pret (p*, K) "E rt(2*)k; ei, K) a Ez (p*, K)]. 


Each of the three parameters can be varied as an act of policy. The 
problem is to find those values of Xi, p*, and K which maximize VU. 

It is worth noting, perhaps, that in this formulation of the problem 
the proceeds of the tariff and income tax are not explicitly recognized. 
This does not mean, of course, that matters of public finance are over- 
looked. The disposition of revenue is implicit in the selection of a social 
welfare function. 

6. The first-order conditions of an interior maximum? may be 
written :1° 








dg 
(2a) TEE / E 
(2b) UD £i afl x) 
"2 Ef OK 


(2c) U;/ U: 





ii 





‘(= C 2) 

P oK | j$* ôK | b 

where U,=0U/0D,, qi  (p*/ E2) (OE5/0*) is the total price elasticity 
of foreign import demand, and 0X7/0K is the rate at which the foreign 
output of the second commodity responds to a unit change in the capital 


endowment, given the price ratio but assuming equilibrating adjust- 
ments in both industries. 


? With constant-returns technology, & given price ratio, and incomplete specialization, 
changes in the factor endowment give rise to changes in outputs but not to changes in factor 
proportions and (therefore) not to changes in marginal products. 


? Those boundary cases in which the kome country is completely specialized or in which K 
lies &t one of the upper and lower limits determined by the initia] endowments will be con- 
sidered in paragraph 12. 


1 In writing equation (2b) use has been made of the fact that GX3/0K —dri*/dp*. This 
remarkable equality is proved in the Appendix. In writing equation (2c) use has been made of 
the fact that, given p*, changes in K have no effect on net foreign real income and therefore no 
effect on foreign demand. Changes in K therefore affect E;*(u D4* — X;*) solely through X4*: 
dEs*/AK= —8X4* /GK. Use has been made also of the relation: —0e/0K —ri/p. 
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7. The first of these three conditions states simply that the marginal 
social rate of substitution between the two commodities must equal the 
slope of the production frontier. This condition will be met under com- 
petitive conditions, when both are equal to the home price ratio. 

8. The second condition may be interpreted as defining the optimal 
rate of duty. As we have just noted, U2/Ui1= ; also, p=p*/(1+71), 
where 7; is the ad valorem rate of import (or export!!) duty. The second 
condition may be written, therefore, as 


1/(1 + r) = (1 + m£ + 6/7 


where e = (K/E,")(0X,°/0K) is the foreign elasticity of import produc- 
tion with respect to borrowed capital. It follows that the optimal rate of 
duty is 


(3) m= — (1 + e)/( + nf + e». 


Now 0X3/0K, and therefore ef, may be of either sign: if the second 
commodity is relatively capital-intensive abroad, 0X3/0K is positive; if 
the second commodity is relatively labor-intensive, 9X7/0K is nega- 
tive.” It follows that the optimal tariff may be of either sign, or zero. 

Of special interest is the zero-indebtedness case, in which K=0. For 
then & = 0 and the optimal rate of duty takes its familiar value: 


(3) tico dU aia): 


It is not surprising perhaps that free trade is optimal if the foreign 
import demand is perfectly elastic (yj — ©) or, when the home country 
is a net creditor and imports both commodities, if the foreign supply of 
the second commodity is perfectly elastic (n3 =+ œ). 

9. The interpretation of the third condition, contained in eq. (2c), isa 
little more intricate. Suppose that K » 0, that is, that the home country 
is a net creditor. Earnings per unit of capital, expressed in terms of the 
first commodity, are rf. Suppose further that foreign earnings are sub- 
jected to a special income tax at a rate of 1004 per cent. In competitive 
equilibrium the rate of return on capital will be the same in both coun- 
tries; that is,P 

u Tf, in the optimum, each country is an exporter, the tariff can be applied indifferently to 
the home country's imports of the first commodity or to its exports of the second commodity; 
the assignment of subscripts to v is of no consequence. If, however, the home country is a net 
debtor and imports neither commodity, rı must be interpreted as an export duty (levied on the 
second commodity). If, at the other extreme, the home country is a net creditor and exports 


neither commodity, the only possible interpretation of rı is as an import duty (levied on the 
first commodity). 

™ Rybczynski [25]. 

u Tt is assumed here and later that no duty is levied on repatriated dividends. In the con- 
trary case, considered in my earlier articles [10] [12], ri ri*(1—17)/(14-7). The difficulty with 
the alternative assumption is that conclusions based on it do not carry over to a monetary 
economy. 
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(4) rı =rř(1— h). 
From equations (2b), (2c), and (3), on the other hand, 
(5) rı = rit[t + ef + eun] 


where uz r1 K/p* F3 is the ratio of the earnings on capital invested 
abroad to the value of exports. It follows from equations (4) and (5) that 
the optimal rate of tax on foreign earnings is 


(6) ty = — e (1 + e)/un. 


If K «O0, that is, the home country is a net debtor, it is the earnings on 
foreign capital which must be taxed. In competitive equilibrium 


(7) ri(1 = bi *) = rt 


where f is the rate of tax. It follows from equations (5) and (7) that the 
optimal rate of tax is 


(8) jer d uar ee do] 


The tax rates 4 and ñ are the counterparts, on capital account, of the 
more familiar optimal tariff. Like 7, they may be of either sign. Note 
that when |ny| = ©, so that free trade is optimal, it also is optimal to 
refrain from tinkering with the international movement of capital. 
When K=0, so that u4— € —0, the optimal tax rates are, as one might 
have expected, indeterminate. 

- 10. Inherent in equations (3), (6), and (8) is a quite confusing variety 

of possibilities. These are displayed in Figures 3a and 3b. Figure 3a 
covers the case in which the home country is a net creditor and Figure 
3b describes the possibilities when the home country is a net debtor. 
(Note, however, that Figure 3a does double duty: when Fj is negative 
all 4-signs are reversed.) Depending on the values assumed by y and 
&, it seems that any sign combination of rate of duty and tax rate is 
possible, that in particular both may be negative. But not all of these 
possibilities are plausible; indeed some regions may be ruled out alto- 
gether. This will now be shown. 

First the elasticity of foreign import demand is decomposed into its 
pure substitution and income components. Thus 

















,_ £5 oE? 
12 BA ane 
— Ef ap 
(9) ?* (x m? yf En 
E£ opt v! aon p* ap* opt 
mis ðyř 





796 THE AMERICAN ECONOMIC REVIEW 
e 


IX (71 «0,8 ^0) 


vu « 0, t » 0) 


(720,4 >0) yII(74«0,50 : 


+ 
IM : No 
vi(71« 0,5 > 0) 
11(7,>0,ty <0) 
2 $5170 
I(T, « 0,» 0) v(50,4 «0) 
7x 
M 
NS. 


1Iv(731«0,5« O) 
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is the pure elasticity of substitution, m= p*(8Dž/ðyf) is the foreign 
marginal propensity to consume the second commodity, and yf is the 
real income of the foreign country (that is, the cost, in terms of the first 
commodity, of the initial quantities consumed). Now 
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dy | 0Df ODF — 23 
(10) = i by definition 
ap* op* apf l 
= — EF (i + ef) 


from the budget restraint (1) and the duality relation of the Appendix. 
Hence, substituting in equation (9), 


(11) qz = jF — më (1 + ef). 
Adding (1--&) to both sides we have also 
(12) 1 + ond + er = fiat + mil + eff). 


Since # is the sum of the two pure substitution elasticities, of demand 
and production, it must be negative when Ej is positive and positive 
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FIGURE 3b. SIGN COMBINATIONS OF 7; AND h* 
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when £j is negative. It then follows, from equation (11), (a) that when 
Ej is positive, positive ng requires negative (1+6) and therefore, from 
equation (12), negative (1-+73+¢), and (b) that when Ej is negative, 
negative nz requires positive (1+6) and therefore, from equation (12), 
positive (1-+73+4): 

(13a) if EF» 0 then sf» 0 implies 1+ gf Fe <0 

(13b) if EZ «0 then gf «0 implies 1+ nf + c#¥ > 0. 


Further restrictions may be inferred from the requirements (1) that 
import and export subsidies must fall short of 100 per cent (if they did 
not, competition would force the price of the subsidized commodity to 
zero or below) and (ii) that the rate of income tax must fall short of 100 
per cent. Thus, from equation (3), 


(14) —1i «n —(t4a/üüu + of + ef) 
and, from equations (6) and (8), respectively, 

(15a) i14 — fd + ef)/amt 

and 

(15b) 1> if = ef (1 + ef)/[umt + (1 + e. 


It is possible that further restrictions on s; and ej can be teased out of 
the higher order conditions for a maximum, but I have been unable to do 
So. 
When all restrictions are taken into account we are left with the pos- 
sibilities displayed in Figures 4a-4c. Figure 4a illustrates the case in 
which, in the optimum, the home country is a net creditor and continues 
to export the second commodity (so that K »0, i47 0); Figure 4b illus- 
trates the case in which the home country is a net creditor but imports 
both commodities (so that K »0, u4« —1, and the optimum occurs in 
the fourth quadrant of Figure 1); Figure 4c illustrates the case in which, 
in the optimum, the home country is a net debtor and exports the second 
commodity only (so that K «0, —1<ps<0); and Figure 4d illustrates 
the remaining case in which the home country is a net debtor and ex- 
ports both commodities (so that K «0, w< — 1, and the optimum occurs 
in the second quadrant of Figure 1). 

The most striking feature of Figures 4a and 4b, which between them 
cover the case in which the home country is a net creditor, is the possi- 
bility that the optimal tariff and/or the optimal tax may bé zero or 
negative. Both may be zero, so that free trade in goods and unrestricted 


M Alternatively, inequality (14) may be obtained by noting that the concavity of U rules 
out negatively sloped sections of the foreign country's offer curve (cf. Figure 1). The detailed 
proof is omitted. 
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capital mobility are optimal; and, if the home (or creditor) country 
imports both commodities, both may be negative. As Figures 4c and 4d 
make clear, however, there is not in the case of net home indebtedness 
quite the same richness of possibilities. In that case the optimal tariff or 
the optimal tax may be negative; but it is not possible for both to be 
negative, even when the home (or debtor) country exports both com- 
modities. 

Itis noteworthy also that in none of the four cases distinguished is the 
elasticity of foreign import demand restricted to values algebraically less 
than minus one. This conclusion contrasts with a standard result of the 
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f. This loss must be weighed against the additional goods made avail- 
able by the foreign country after its economy has adjusted to the incre- 
ment of capital. The net addition to the flow of goods available to the 
home country is, in terms of the first commodity, — — [(G0 ET /8K) 
+(0H3/dK)+1:] or, since net foreign réal income, and therefore for- 
eign demand, is unaffected by the capital movement, (OXT/dK) 
-Fe(90X2/8K)—r,. Now the rate of return abroad is rf-—(90X1/0K) 
+ £* (0X3 /0 K). Hence the net social return on the marginal investment is 
Irt —r-- (— p*) (9X7/8K)]. In an optimum this expression must equal 
zero. It follows that the optimal tax, #1, is positive if the home country 
places a lower valuation on the commodity the foreign production of 
which has increased than does the foreign. country. This occurs if the 
home country’s export good is capital-intensive abroad (so that 
0X7/d0K>0) and a tariff is levied (so that p<p*): Region I’ of Figure 
4a and Region V' of Figure 4b; or if the export good is labor-intensive 
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tion of which has increased than does the foreign country. This occurs if 
the home country’s export good is labor-intensive abroad and a tariff is 
levied (so that p<p*): Region I’ of Figures 4c and 4d; or if the home 
country’s export good is capital-intensive abroad and an export subsidy 
is paid: Region ITI’ of Figures 4c and 4d. Obversely, a subsidy on foreign 
earnings is optimal if the home country places a lower valuation on the 
commodity the foreign production of which has decreased than does the 
foreign country. This occurs if the home country’s export good is capital- 
intensive abroad and a tariff is levied: Region II’ of Figures 4c and 4d. 

11. If both the optimal import duty and the optimal income tax are 
negative, net tax revenue also is negative. However, it is not in this case 
only that the operation of an optimal system of tariffs and taxes will 
leave the Treasury out of pocket. Whether the home country is on bal- 
ance a creditor or on balance a debtor, net revenue is 


(16) prEF (1 + edt) (1 + ef + us) /ns*. 


From Figures 4a-4d it is clear that, in an optimum, — p*F{/nj is posi- 
tive. Hence, if e3 lies between — 1 and — (14-15), asit does in Region VI’ 
of Figure 4b, expression (16) is negative; otherwise, it is positive. When 
the home country is a net creditor and continues to export (Figure 4a), 
net revenue is necessarily positive if €? 0, that is, if the second com- 
modity is relatively capital-intensive abroad; it is a necessary, but not 
sufficient, condition of negative net revenue that the second commodity 
be relatively labor-intensive abroad. When the home country is a net 
debtor and continues to import (Figure 4c), net revenue is necessarily 
positive if € 0, that is, if the second commodity is relatively labor- 
intensive abroad; it is a necessary, but not sufficient, condition of nega- 
tive net revenue that the second commodity be relatively capttal- 
intensive abroad. In other cases (illustrated by Figures 4b and 4d) no 
statements of comparable simplicity seem possible. 

12. So far we have confined our attention to interior optima. Specifi- 
cally, we have put aside both the possibility that it is optimal for the 
home country to specialize completely and the possibility that the opti- 
mal K assumes one or other of the two extreme values determined by 
national capital endowments. 

Fortunately our conclusions, with minor modifications, cover also the 
possibility of complete home specialization. For then X1=0 and the 
welfare index becomes 


U{O+ prEs(p*, K) + rf (p) K; e(0, K) — EF(p*, K)], 


a function of two parameters only, 5* and K. The first-order conditions 
are identical with those contained in equations (2b) and (2c), hence the 
optimal tariff and tax are as set out in equations (3), (6), and (8). Equa- 
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tion (2a) no longer holds, and must be replaced by a suitable inequality. 

Similarly, if the optimal K lies at its upper limit, set by the home 
country's capital endowment, equation (2c), and therefore equation (6) 
must be replaced by an inequality. Equation (6), for example, becomes 


(6^) 52 —ed(its 1) /n]3*. 


If, on the other hand, K lies at its lower limit, set by the foreign coun- 
try's capital endowment, equation (8) becomes 


(8) t* > ef (1 + ep ed d]. 


13. It has been assumed also that the home country exports the 
second commodity. The analysis of the alternative possibility is, how- 
ever, symmetrical with that already provided. All results may be ob- 
tained by simply permuting the subscripts in equations (3), (6), and (8). 


III. Solution of the Problem: Complete Foreign Specialization 


14. The discussion of Sec. II was limited to the case of incomplete 
foreign specialization. The same general approach can be applied to the 
classical case in which the foreign country produces one commodity 
only. The cases differ, however, in two important respects. In the first 
place, the return on foreign investment, r, now depends on the level of 
net indebtedness, K, but not on the terms of trade, f*; specifically 
ort /0 p* — 0X2 /OK = — 0, and drf/dK <0. Second, it is no longer true 
that net foreign real income is, for given terms of trade, invariant under 
changes in K. Thus, if the foreign country is completely specialized in 
the production of the first commodity, we have 

dEf  oDf  oD£ alt 


Se 0 a PAPA 
——À — « 


oK ok aly ôK 





where 6:=(K/r?)(dr$/0K) is the elasticity of the foreign rate of return 
with respect to foreign investment, and I7 is the income of the foreign 
country in terms of the first commodity. 

In view of these differences, equation (3) must be replaced by 


(3) tye TIUL Son) 


equation (2c) becomes 
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(2c’) U2/U, = ri'(1 + ôm”) / E p 


equation (5) is replaced by 
(5^) ry = rP{1 + dime + mf + oh) /nt}, 
and equation (6) becomes 
(6) h = — 8;[m* mf + q$2)/5£]. 
Finally, (8) is replaced by 

[nf + mE +o) at) 
1+ A[mf + mf + nt)/nt] 


Equations (6) and (8") may be reached also by a line of reasoning 
similar to that pursued on pp. 799-803. 

15. It is easy to show that in the present case, with complete speciali- 
zation abroad, both the optimal tariff and the optimal tax must be posi- 
tive. That is, it never pays to subsidize imports or exports, nor does it 
pay to subsidize borrowing or lending. To see that the optimal tariff 
must be positive, note first that if the foreign country is completely 
specialized, equation (10) reduces to 


(8^) i? m 





a —À 
and that (11) therefore reduces to 
(17) 7? = fis — m? <0; 
equation (13), on the other hand, reduces to 
(18) —1 «n — 1/(1 +99). 


From equations (17) and (18) it follows that q;* < — 1. 

To see that the optimal tax must be positive one need only note that 
(1-4-3) /ni — 1/(14-71) = p/p*>0 and that 6:20 as K SO. 

That both the optimal tariff and the optimal tax must be positive is of 
considerable intrinsic interest for, at least since Ricardo, the case of 
complete specialization has possessed a special fascination for trade 
theorists. But the result is also interesting for the light it throws on some 
of our earlier conclusions; in particular, it helps us to see why a negative 
tax may be optimal when the foreign country produces something of 
both commodities. If the foreign country is completely specialized there 
is a direct link between K and rj". An increase in the amount lent abroad 
inevitably depresses the rate of return, hence it can never pay to subsi- 
dize foreign lending. When foreign specialization is incomplete, however, 
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the direct link is broken, and with that link goes the inevitability that 
the tax is positive. The séveral cases described towards the end of para- 
graph 7 become possible. 


IV. Brief Comments on the Results 


16. It has been shown how one may solve for the optimal K, p*, and 
X1, and for the associated 7's and ?'s. It should be noted that the solu- 
tions depend on 73, the elasticity of foreign import demand. Putting 
aside the special, constant-elasticity case, however, the value of y? de- 
pends on the price at which it is calculated. That in turn depends on the 
choice of U-function. Thus, the optimal rates of duty and tax vary with 
the specification of U. That the optimal tariff is in this sense not unique 
is well known;5 we now see that the same is true of the optimal tax on 
foreign earnings. 

17. Equations (3), (6), and (8) contain the term ef, based on 0X3/0K, 
both of which are unfamiliar. They are, however, easy to translate into 
parameters of production functions. This is done in the Appendix. 

18. The discussion has run in terms of comparative stationary states. 
Under stationary conditions the optimal tariff and tax are themselves 
stationary. It should be possible, however, to generalize the analysis to 
accommodate steadily growing or declining resource endowments and 
steadily improving technologies. If the assumptions of the present paper 
are retained, the results are bound to be messy. If, however, the capital 
good is identified with one of the consumer goods—a characteristic sim- 
plification of modern growth theories—a fairly elegant analysis should 
be possible.’ 

19. It has been assumed that in its choice of tariff and tax rate the 
policy-making country is constrained only by considerations of demand 
and technology. One can imagine, however, a second-best situation in 
which the policy-making country is further constrained by, for example, 
à commitment to free trade or to maximum rates of duty or by an inter- 
national tax convention. The interesting questions then concern the 
extent to which a country can achieve its over-all commercial-invest- 
ment objectives with only the commercial (or investment) lever to 
manipulate or, more generally, with constraints on the extent to which 
the levers can be manipulated. The analysis can be extended to cope 
with such questions, though it might prove convenient to rewrite the 
U-function in terms of the alternative parameters X;, 71, and 4 (or &*). 

20. There are in our model not two but three traded goods, two con- 
sumption goods and the services of capital, and the optimal tax can be 
considered as the optimal tariff on trade in capital services. It is well 
known that if there are three traded consumption goods, it may pay to 


35 Cf. Scitovaky [31]; Graaff [7, pp. 136-37]. 
18 A first step in this direction has been taken by Professor Takashi Negishi in [21]. 
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subsidize trade in one of them (Graaff [7]). It now appears that the 
result can be extended by allowing one of the traded goods to be inter- 
mediate. On the other hand, it appears that the possibility of negative 
net revenue carries over to the case in which all traded goods are con- 
sumer goods. 

21. If more than two countries are recognized the analysis becomes 
much more complicated, for then the pursuit of an optimum may require 
discrimination among the home country’s trading partners. Thus, the 
optimal rate of duty on any particular good will depend on the amount 
invested in the supplying country; and the optimal tax on earnings 
derived from a particular foreign country will depend on the amount of 
trade carried on with that country and on the e,* values of that country. 

22. Finally, the reader is reminded of the long list of assumptions 
contained in paragraph 3, in particular of the assumptions of full em- 
ployment and perfect competition. He might try his hand at a Keyne- 
sian (or neo-Mercantilist) reworking of the paper, or he might ask him- 
self how many of our conclusions would be helpful to an oil sheik in his 
negotiations with the larger oil companies. 


APPENDIX 


23. In deriving equation (2b) use was made of the dual relationship 
dr}/dp*=aX%/aK. This appendix contains a proof of that equality. Ac- 
tually, the relationship was stated and proved some years ago by Paul 
Samuelson [29, p. 10]. But the proof was barely sketched and is, in any case, 
embedded in an especially difficult article. The following straightforward 
proof may therefore be of interest. 

24. If the foreign country is completely specialized in the production of 
its export commodity, the proof is trivial. For then, 090X2/8K =0 and, since 
71 —0X1/9K, drf/dp*=0. In what follows, it will be assumed that the 
foreign country produces something of both commodities. 

25. Given constant returns to scale, the two foreign production relation- 
ships may be expressed as 


(A1) Xf = hf) t= 1,2 


where X7 is the output of the ith commodity, k; is the amount of capital 
employed in the ith industry, and p; is the labor: capital ratio in the ith 
industry, In a competitive equilibrium the following marginal equalities 
hold: 


fl — gf =0 
ri = fi — nfi) = Pi — nfi), 
[ff=df,/dp; is the marginal productivity of labor in the ith industry; and 


(fi— fl) is the marginal productivity of capital in the ith industry |. Finally, 
we have two “full employment” conditions. 


(A2) 
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ky + ka K + const. 


(A3) 
kipi + Rap, = const. 


Treating K and p* as parameters, and differentiating the entire system 
(A 1-3) with respect to K, we obtain 


OX#/OK = — pfs/(p9 — p) Q.E.D. 
26. By similar reasoning, 
dr? /d(1/2*) = aX#/0K 


where rj is the foreign marginal product of capital in terms of the second 
commodity. . 
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PEAK-LOAD PRICING AND OPTIMAL CAPACITY 
UNDER INDIVISIBILITY CONSTRAINTS 


By OLIVER E. WirLLIAMSON* 


The problem of peak-load pricing has been “solved” at least four times 
in the postwar literature (by Marcel Boiteux [1], Hendrik Houthakker 
[4], Peter Steiner [7], and Jack Hirshleifer [3]), and thus an additional 
treatment of this subject requires some justification.’ Ours is threefold. 
First, the welfare motivation of these analyses has been generally lack- 
ing,’ and it is therefore difficult to evaluate the results obtained. Second, 
the geometric techniques that have been provided are awkward and 
unconventional, require that costs be redefined for each change in the 
number of subperiods, and cannot easily be generalized to handle the 
case of unequal-duration-subperiod loads. We attempt to remedy each 
of these deficiencies and, in addition, extend the analysis of peak-load 
pricing by replacing the usual assumption of fully divisible plant by one 
in which investment opportunities are discrete. This latter may be of 
little practical importance,’ but it helps shed additional insights on the 
welfare attributes of the problem. 


* The author is associate professor of economics at the University of Pennsylvania on leave 
a8 Special Economic Adviser to the Assistant Attorney General for Antitrust. The views ex- 
pressed in this paper do not necessarily reflect those of the Department of Justice. Discussions 
with Jack Hirshleifer helped clarify some of the earlier work in the peak-load pricing area, and 
his comments on this paper are gratefully acknowledged. Research on this paper was sup- 
ported by a grant to the author from the National Science Foundation and from the Lilly 
Foundation grant to the University of California, Los Angeles, for the study of the economics 
of property rights, 

1 The problem of peak-load pricing has also been treated recently by Arnold Harberger and 
N. Andreatta [2]. Their paper appears to be an application of the previous literature to the 
electricity-aupply problems in India, with special attention to the question of optimal use of 
thermal and hydro capacity. Since they make no references to the earlier literature, thelr paper 
may represent still another “solution.” 


? Steiner sketches the welfare objective in a footnote [7, p. 587, n. 6] but fails to —€— 
the argument with the text beyond calling for a price-equal-marginal-cost result. Houthakker 
supplies a more comprehensive welfare motivation for his analysis, but he is concerned only 
with conditions that prevailed in Great Britain in the early 1950’s. Since these conditions 
appear to be somewhat special, the applicability of the results is correspondingly circumscribed 
(which be explicitly points out [4, p. 1]). Our analysis, like those of Boiteux, Steiner, and 
Hirshleifer, is concerned with the genera! problem rather than with a particular set of time- 
place conditions. Our reference to “earlier treatments” in subsequent parts of this paper will 
therefore be restricted to these latter writers unless otherwise indicated. 

* Houthakker claims that indivisibilities are unimportant in Great Britain since they 
operate in a fully interconnected system [4, p. 9]. Regions where interconnections are leas 
extensive and economic generating units represent a nontrivial fraction of market size are 
presumably ones where indivisibilities could be significant. One caveat is, however, essential: 
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The welfare motivation for the analysis is supplied in Section I. Opti- 
mal pricing and the optimal adjustment of capacity to changes in de- 
mand, given a single uniform class of demands but indivisible plant, are 
investigated in Section II. The principal part of the paper is Section III, 
where a perfectly general geometric technique for combining periodic 
loads, given that costs are linear and subperiod demands are indepen- 
dent, is provided. Once costs are correctly specified, we show that the 
problem of optimally adjusting capacity in a periodic-load situation can 
always be solved by use of our “effective demand for capacity" construc- 
tion. Criteria for optimal pricing to peak and off-peak loads are also 
derived. As contrasted with the optimal capacity problem, optimal 
pricing to periodic demands is not a weighting problem but involves 
efficient use of existing capacity to service each demand class taken 
separately. 


I. The Soctal Welfare Function 


We simplify our analysis by assuming that all of the optimum condi- 
tions of production and exchange are satisfied elsewhere in the economy. 
This is a strong assumption and may vitiate the analysis in the minds of 
some. However, some such assumption is necessary if we are to avoid 
“second best" digressions, and implicitly this assumption underlies the 
analyses of Boiteux, Steiner, and Hirshleifer. We are therefore merely 
making explicit what has previously been implicit in the peak-load- 
pricing literature. Moreover, since this assumption supplies us with 
conditions which permit us to employ the theoretical apparatus of par- 
tial welfare economics to derive benchmark relations if nothing else, and as 
there is no well-specified alternative (the claim that our assumptions are 
not obviously satisfied needs to be articulated before it becomes useful), 
we will proceed on this basis.* 

Social benefit will therefore be given by total revenue plus consumers’ 
surplus, and social cost (treated as opportunity cost and assuming no 
technological externalities) will be separable into total pecuniary cost 
less intramarginal rent. Assuming that all factors are available to the 
enterprise in completely elastic supply, intramarginal rents will be zero 
and the net welfare gain is: 
although the presence of indivisibilities implies lumpiness in certain inputs, the lumps cannot 
be so large as to produce changes in relative outputs and prices over the whole economy. If 
this were the case, our partial equilibrium approach would have to be replaced by a general 
equilibrium analysis. 

* That assumptions of this sort are enormously helpful in producing insights on complex 
economic questions is illustrated by the remarkably insightful treatment of the fishery regula- 
tion problem by Ralph Turvey [8]. The reason we believe he was able to get so far with the 


fishery problem is precisely because he was willing to make simplifying assumptions and 
thereby provide a fundamental welfare motivation for his analysis. ` 
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(1) W = SB — SC 
= TR +5 — TC 
where W=net welfare gain, SB=social benefit, SC=social cost, 
TR= total revenue, S= consumers’ surplus, and TC = total cost. 
Differentiating this expression with respect to output, we obtain as 


necessary? and sufficient conditions for a maximum the familiar rela- 
tions: 








(2) we rre+s9—“ (TC) 0 
dQ dQ dQ 
whence P—MC=0 
aw dP 
(3) jo 49 dp (TC) « 0 


Assuming that we have completely divisible plant, that capacity costs 
(defined more precisely in Section IT) are B per unit per period, and that 
operating costs are b per unit per period, we have: 


(4) TC = (b + 8)Q, 


so that by (2) the optimal scale (for a given uniform class of demands) 
will be that value of Q for which P=d-+8. 

If the physical plant is taken as given and the only decision is one of 
pricing optimally within the capacity constraint (Q), we have: 


(5) max W = (TR + S) — bQ 
st O<O. 
Setting this up as a Lagrangian 
(6) max L(Q,3) = (TR -- S) — 0-0-9, - 


5 That the derivative of the total revenue plus consumers’ surplus term (TR-I-S) with respect 
to quantity is simply price can be seen from the fact that 


Q 
TR+S = f P(Q'dQ', where P(Q) is 
0 
the demand curve. Differentiating this expression with respect to Q yields 
P TRES) = [Pode 
dQ dQ Jo 
= P(Q). 
As pointed out below, we treat P(Q’) as the uncompensated demand curve and thus consumers’ 
surplus is given by the Marshallian triangle. It is not necessary, however, to define consumers’ 
surplus in this way to show that the welfare gain is maximized by equating price to marginal 


cost. But clearly this specification leads to the P= MC result, which is all that we require in 
order to support the argument in the text. 
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and differentiating partially with respect to Q and ^ and equating to 
zero, we have: 


(7) | P=ab+ 
(8) Q <Q. 


By the Kuhn-Tucker Theorem [5], if the constraint isnot binding and 
equation (8) is satisfied as an inequality, À is zero, and the optimal price 
is where output equates price to short-run marginal cost, namely b. 
When the capacity constraint is reached, however, the value of ^ be- 
comes positive, and the resulting price necessarily exceeds b. If b+A 
754-8 (and demand is expected to continue at this level), an expansion 
of plant is signaled, whereas if 5-]-A « 04-8, plant should be retired.’ 

The above are the principal optimality rules for a system in which 
plant is fully divisible and a single uniform class of demands exists. We 
turn now to consider the effects of relaxing these two assumptions. First, 
however, two characteristics of our welfare function not explicitly stated 
above are noted: (1) benefits and costs are weighted equally “to whom- 
soever they may accrue," and thus society is indifferent to the income 
redistribution effects under this formulation; (2) the welfare function 
can be rearranged in a form more convenient for the subsequent exposi- 
tion by expressing it as 


(1) W=S+(TR—TC) 


where the first term is the consumers’ surplus and the second term the 
producers’ net revenue. For purposes of symmetry (although contrary 
to the standard usage, where the expression applies only to rents to 
intramarginal factors) we will refer to this net revenue term as ''pro- 
ducers’ surplus." 


II. Uniform Load and Indivisible Plant 


As already indicated, we distinguish between operating costs and 
capacity costs. Operating costs are mainly the energy costs of generation 
and transmission. Marginal operating costs (short-run marginal costs) 
are assumed to be constant, at a rate of b per unit per period, so long as 
output is less than capacity. When capacity is reached, however, mar- 
ginal operating costs become effectively infinite. Thus a sharp kink de- 
velops at the existing capacity level. 

Plant can be efficiently supplied only in integer multiples of output 
units of size E and cost T. The foregone alternative is an equivalent risk 

t If b+A>b+8, clearly \> and the shadow price of the constraint exceeds the cost of 
installing an additional unit of capacity. Hence plant expansion is indicated. Where b+) 


<b+8, so that A «B, plant should be retired rather than renewed until an equality between 
à and £ is restored. 
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annuity which pays an amount y per period over the useful life of the 
plant. Average capacity costs per period of a fully utilized efficiency unit 
of size E are thus y/ E plus the average maintenance cost per period, the 
sum of which we will call 8. Subject to these indivisibility conditions, 
constant returns to scale prevail and long-run marginal costs are given 


by b--8. 


P 





Q* = nE FE Q 


FIGURE 1 


We assume that the enterprise is initially in a fully adjusted equilib- 
rium position in which short-run marginal costs, long-run marginal 
costs, and price are all equal. This is shown in Figure 1 where the de- 
mand curve is D; and the output Of =nE, where n is a positive integer. 
Price in these circumstances will be b+ 8 so that total revenue equals 
total cost. Producers' surplus is therefore zero and the net gain, W, is 
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given by the consumers’ surplus region UNG (assuming constant mar- 
ginal utility of money over the relevant range).’ 

Assume now we have a once-for-all shift in demand to D;. Under what 
conditions does it become optimal to add a new capacity unit? Clearly if 
D; were to pass through K so that at a price of 6+ the quantity de- 
manded would be Qf + E, a new efficiency unit would be warranted. But 
what if D: passes through some intermediate position between N and K 
such as J? Is there any justification for adding a new efficiency. unit 
under these circumstances, and if so what price should be charged? 
Given our welfare function, the answer is clearly affirmative and the 
condition under which it becomes desirable is when the area IJN just 
exceeds the area JKL. With the new capacity unit in place, the appro- 
priate price is given by the intersection of SRM C, with Di, namely Ps. 

To see that this is the condition under which the new efficiency unit 
should be added suppose that, with demand at the level Dy, the area 
IJN is just equal to JKL and the enterprise continues to operate with 
Qt units of capacity. A price of P, will be required to ration capacity 
output under these conditions. Thus producers’ surplus (total revenue 
less total cost) will be given by HING and consumers’ surplus will be 
VIH. The welfare gain will be the sum, or VING. Should a new eff- 
ciency unit be added and price set at OF (where D; and SRMC; inter- 
sect), we find producers’ surplus reduced in the amount HING+G/LF 
--JKL while consumers’ surplus increases by BHING--GJLF--IJ N. 
Thus the net gain is Z/N —J KL, which by assumption is zero. Hence, 
from a welfare point of view, one is presumably indifferent between 
remaining at Of and moving to Qt? H- E. But whenever JN » JKL the 
net welfare gain will be positive, in which case the new efficiency unit 
should be added and, for all positions intermediate between J and K, the 
enterprise will be operated at a loss. 

Indeed we see that, in this system with indivisible plant, the fully 
adjusted long-run static equilibrium can be one in which either positive 
or negative net profits are realized despite (discontinuously) constant 
returns to scale. Only accidentally? will the enterprise earn zero profits 
at the welfare maximum. 

If the assumption that the shift from D, to Diis a once-for-all change 
is replaced by one in which D, is merely a transitory position in a system 
where demand is continuously increasing, does our criterion for installa- 

? This is another simplifying assumption, but one which, we suspect, is not likely to be 
seriously violated. See Alfred Marshall [6, pp. 132, 334-35, 842] for a similar view that the 
inaccuracy involved in employing this assumption is usually negligible. D. M. Winch has 
recently argued that, even where the marginal utility of monay is not constant, the Marshallian 


triangle continues to he an accurate measure of what he refers to as "consumers! gain” so long 
as income distribution is a matter of indifference [9, pp. 395-407, 422]. 


* This will occur with probability zero if demand is a random variable with continuous dis- 
tribution function. 
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tion of the additional capacity require modification? In some superficial 
sense it might appear that these dynamic conditions would warrant in- 
stallation prior to the time at which the static criterion is satisfied. It is 
obvious, however, that if the new capacity is added before the area 
IJN>JKL, the welfare gain is less in those periods when IJN «JKL 
than it otherwise would be, and no type of discounting procedure that 
expresses future gains in terms of present values will alter this result. 
Thus the criterion for installation remains the same: add the new capac- 
ity when IJN first exceeds JKL, but not before.? 

The introduction of uncertainty requires that the analysis be adapted 
accordingly. In circumstances such as these where we are prescribing 
optimal social policy and the risk of system ruin due to the failure of any 
particular enterprise is negligible, and where we are assuming that the 
mix of projects is suitably diversified so as to secure the advantages of 
pooling, special allowance for risk would appear unnecessary. Instead, 
simple conversion to expected values would seem appropriate so that the 
counterpart of our previous criterion is to add capacity whenever 
E(IJN) > EJKL), where E(-) denotes expectation. 


III. Peak and Off-Peak Loads 


The analysis of periodic loads requires that costs and demands be 
specified with more than ordinary care. Specifications that conveniently 
solve a special case (such as the principal case examined by Boiteux, 
Steiner, and Hirshleifer in which there are two loads, each of identical 
length) may be difficult or awkward to generalize. Even more serious, 
the "apparent" generalization may lead to error. We therefore take the 
entire demand cycle as the natural unit against which to express costs. 
Assuming that the "period" referred to in Sections I and II is the same 
length as an entire cycle (typically a day), the specification of costs used 


? Jf there is an installation lag, of course, it will be necessary to anticipate demands in order 
for capacity to be operative at the desired time. With a positive rate of interest, the capacity 
should be timed to come into operation after J7N>JKL. This correction is trivial, however, 
and also applies if there is an installation lag under once-for-all changes in demand. 

If the assumption of continuously increasing demand is replaced by one of secularly increas- 
ing demand with cyclical variation about the trend, the criterion still remains largely intact. 
Thus, installation lags aside, installation never precedes but is always made subject to the 
condition that JJN>JKEL. However, whereas this was the necessary and sufficient condition 
for adding capacity under our welfare criterion given the static or continuously increasing 
demand conditions, it is only a necessary condition when cyclical variation is present. Whether 
the installation should be made at the time that demand first satisfies this relation, or be de- 
ferred to the second or nth time that the inequality JJN<JKL is reversed, depends on the 
phase and frequency of cyclical variation. More specifically, our objective is to time the instal- 
lation so as to maximize the discounted value of net benefits, and this need not coincide with 
the first switch-over from JIN<JKL to lJN>JEL. Thus if, for example, the first switch-over 
occurred at the very peak of a cycle, installation at the time of the switch-over would be quite 
without purpose for the downturn would set in immediately and the additional capacity would 
exceed optimal (IJN «J KL). 


WILLIAMSON: PEAK-LOAD PRICING 817 


previously applies directly to our analysis of peak-load pricing. Thus 
under our formulation there is no difference between the conventional 
costing practices used in the analysis of uniform loads and those used to 
study the periodic-load problem, whereas this is not true in each of the 
papers referred to above. We therefore define short-run marginal costs as 
the operating costs of supplying the incremental unit of output (at levels 
of operation less than capacity) over an entire cycle, namely b per unit 
per cycle. Since incremental capacity costs continue at the rate of B per 
unit per cycle, long-run marginal costs are 5--B per unit per cycle. 

In order for this specification of costs to be “appropriate” to the prob- 
lem of peak-load pricing, it is also necessary that demands be specified in 
a consistent way. In particular, it is necessary to weight each demand by 
the fraction of the cycle over which it prevails. Thus, demand is ex- 
pressed as D;“i), where i refers to the subperiod in question and super- 
script (w;) to the fraction of the cycle during which the demand in ques- 
tion prevails, with each demand curve showing the amount of output 
per cycle which would be demanded at every price were the demand in 
question to prevail over the entire cycle. This permits us to handle sub- 
periods of unequal duration, whereas equal-length subperiods are all 
that are explicitly dealt with (and appear to be implicit where the length 
of period is not stated) in earlier analyses. Thus our formulation is more 
general in this respect than those which have been developed previously. 
In order to simplify the analysis we make the conventional assumption 
that each periodic demand is independent. Whether or not this is a 
reasonable assumption is, of course, an empirical question. In circum- 
stances where time patterns of consumption are relatively inflexible, the 
independence assumption is presumably a close approximation. 

We assume divisible plant initially and consider the two-period case 
with an off-peak load of length 8 hours and a peak load of 16 hours, so 
that demand is expressed as D11/9 and D,@/®, respectively. These de- 
mand conditions, together with the cost relations specified above, are 
shown in Figure 2. 

Solving for the optimum plant size geometrically requires that we 
develop a technique for combining the individual periodic-load curves to 
obtain an over-all “effective demand for capacity" relation. For this 
purpose we note tbat, taking each periodic load by itself and assuming 
that the plant 1s operated only for the one load and is shut down during 
the remainder of the cycle, the price charged in the interval during 
which the plant is operated must be b+8/w; (where w; is the fraction of 
the cycle during which load ¢ prevails) in order that enterprise net reve- 
nue be zero. 'That is, under the conditions described, total revenue from 
operations will be P,Qw,, total costs will be b0.+8Q;, and only if 
P;=6+8/w, will total revenue less total costs yield the zero net revenue 
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costs (b), multiplying this difference by the fraction (w,) of the cycle 
during which the periodic load in question prevails, and adding verti- 
cally this weighted demand-for-capacity curve to the short-run marginal 
cost curve. The resulting curve intersects +8 at precisely the value of 
Q; for which P;-5--8/w; on the corresponding periodic-load curve. 
Extending the analysis so as to obtain an over-all demand-for-capacity 
curve requires that we combine the contributions to capacity made in 
every subperiod. This is accomplished by adding vertically to the short- 
run marginal cost curve the vertical summation of the individual 
weighted demand-for-capacity curves (obtained according to the proce- 
dure described above). The resulting effective demand-for-capacity 
curve for D,“/® and D,@/® is shown as Dg in Figure 2. It will be noted 
that Dg is kinked at F, which corresponds to output level Qi, since for 
outputs that exceed Qi; the demand price along the off-peak-load curve 
is everywhere below SRMC. That this construction is correct and leads 
to a set of results that parallel those obtained for the uniform-load anal- 
ysis in Section II can be seen by considering the solutions that obtain 
under two different values of capacity cost (£1 and fs) in Figure 2. 

For 8— i the LRM C; intersects the demand-for-capacity curve Dg at 
B, so that the optimum scale is Qf. SRM Ci is horizontal at level b from 
O to Of and is vertical thereafter. Thus the appropriate output in each 
subperiod is Q7, with the price being Pu in the off-peak-load period and 
Px, at peak load. Total revenue is given by PuOt(4)-+ Pa(QT) (2) while 
total cost is (b--£:) QT. That these must be equal is seen by observing 
that for any value of f1 for which the corresponding LRMC curve inter- 
sects Dg anywhere in the range AF, and assuming that capacity is opti- 
mally adjusted and that Pn and Ps: are chosen so as to equate SRMCr 
and demand price, the following relation will hold: (54-81) —Pu=2 [Pa 
— (b--8:) ]. Thus, the amount by which revenues in the off-peak-load 
period fail to cover pro rata total costs is precisely offset by revenues in 
the peak-load period in excess of pro rata total costs. Put differently, net 
revenue is identically zero in this system with completely divisible plant 
so long as (1) the intersection of the demand-for-capacity curve and the 
long-run marginal cost curve is used to define plant capacity and (2) 
prices in each period are set at the level at which the short-run marginal 
cost curve intersects the respective periodic-load demand curve. Our 
construction of Dg guarantees this result. 

Consider now a capacity cost of f per unit per period. LRMC, now 
intersects D at G, so that the optimum scale is Q7. SRM C; is horizontal 
at level b from O to Qj and then moves vertically upward. The appropri- 
ate prices and outputs, therefore, are Pi; (=b) and Qs in the off-peak 
period, and Ps, QF during peak load. The revenues and operating costs 
during the off-peak load are equal. Thus revenues during peak load must 
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be sufficient to cover both operating costs and the entire capital charge if 
zero net revenues are to be realized. Again, our construction of the effec- 
tive demand-for-capacity curve, Dy, assures this result. To see this, we 
observe that, by virtue of this construction, P4 necessarily equals 
b-1- (3/2) b: at Q2. Therefore revenue during peak load is (54-3/20:) Q$ - 
2/3, or (2/3) (5Q2--8Q2. Operating cost during peak load is (2/3) (502). 
Hence the excess of revenue over operating cost during peak load is 
6:03, which is the capacity cost per cycle, and zero net revenue results. 

That positions B and G are optimal as claimed can also be seen by 
considering the effect on welfare of an incremental change in Qf and Qj, 
respectively. An increase in scale leads to a decrease in producers’ sur- 
plus that exceeds the gain in consumers’ surplus; a decrease in scale 
yields an increase in producers’ surplus that is less than the loss of con- 
sumers’ surplus. This can be judged by reference to either the Dg curve 
or the individual load curves taken separately. 

The problem can also be formulated algebraically and identical results 
obtained. Using subscripts 1 and 2 to refer to off-peak and peak-load 
demands, respectively, and wi and ws as the corresponding fraction of a 
cycle accounted for by each (and witw,<1, with the equality hold- 
ing unless there is a third period in the cycle during which plant is shut 
down altogether), we have as our periodic-load counterpart of (1) 


(9) W = (TR, + Siwi + (TR: + Sg)ws — bQiwi — bQawa — Qs. 


The objective is to find the pricing rule in each subperiod and the opti- 
mum capacity, Qs. If, as in case 1 described above, plant is utilized to 
capacity during both off-peak and peak-load periods, we have Qi= Qi. 
Letting Q— 01— (s, optimum plant size is obtained by differentiating 
(9^) W = (TR, + Si)wi d- (TR: + Ss) — bQ(w:i + 104) EC 8:0 
with respect to Q. Thus we obtain: 

oW 
(10) a0 = Puw, + Piw — bw, + Ws) — 8170 


Or 
Pauwi + Piw: = b(wy + we) + £i. 


Letting wı= 1/3 and w= 2/3, this is precisely the result obtained from 
our geometry in Figure 2 for the case where 8 — f. 
If instead plant is utilized to capacity only under peak-load demands, 
we have by differentiating (9) partially with respect to Q, and Qs: 
oW 


11 —— = Put — bw; = 0 
(11) 80; 31:1 1 
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or 
Pa == b 
aW 
(12) 30; = Paw, — bw, — fa = 0 
or 
Pas —b- Bs 
We 


These are precisely the results obtained from our analysis of Figure 2 for 
B— f. Thus price in the off-peak interval is set equal to short-run margi- 
nal cost. The price during peak load is set at incremental operating cost 
(b) plus incremental capacity cost (82) divided by the fraction of cycle 
time accounted for by peak load (w,).}° 

The multiperiod generalization of equations (9)—(12) is both easy and 
obvious. The welfare function in this instance becomes 


W = (Rid Swi — > bQu; — BQ*, 
f=] teal 


where Q* refers to optimum system capacity. Optimality requires that 
P;=b in those periods when plant is not utilized to capacity and, letting 
I be the subset of periods when capacity is fully utilized, 


> (Pi — b) w= B 
id 


By way of summarizing the argument, we have as basic principles for 
dealing with periodic demands (assuming that costs and demands are 
defined as suggested above): 


A. Optimal plant size (assuming fully divisible plant) is given by the 
intersection of the LRMC curve and the effective demand-for- 
capacity curve. 

B. Optimal price in every subperiod is given by the intersection of the 
SRMC curve and the subperiod demand curve. 

1? Tf, as in Section I, we take capacity as given by the constraint O and formulate the welfare- 


maximization problem as a Lagrangian, the parallel results to those obtained in equation (7) 
are: 


(i) i£ Q1 = Q; (the case where B = £i) 
Puw + Piws = b +`, 
(ii) if Q1 < Qs (the case where 8 = £1) 
Pisa zw. b 


Pua =p +t. 
Ws 


Again, À; is the shadow price associated with the constraint, and if M> ff; an expansion is sig- 
naled whereas if A; <8; & contraction is indicated. 
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C. In & fully adjusted, continuously utilized system with only two 
periodic loads: 

(a) Peak-load price always exceeds LRMC. 

(b) Off-peak-load price is always below LRMC. 

(c) Only when the off-peak load fails to use plant to capacity when 
priced at SR MC does the peak load bear the entire burden of the 
capacity costs. 

Before extending the analysis to deal with indivisible plant, we con- 
sider first how our approach differs from those of Boiteux, Steiner, and 
Hirshleifer. With respect to Boiteux, the principal difference is that he 
uses only equal-length subperiods (both in his geometry and [appar- 
ently] in the appendix) and hence there is a lack of generality in his 
results. Although he solves the optimum pricing problem for the two- 
period case both geometrically and analytically, he lacks a device for 
aggregating periodic loads geometrically and thus solves the optimum 
capacity problem only analytically (and only for the special case of 
equal-length-subperiod loads). 

Steiner and Hirshleifer each employs a geometric technique that cor- 
rectly handles the peak-load capacity and pricing problem for the case of 
two equal-length-subperiod loads. Instead of using a weighted average 
of subperiod demands to obtain an effective demand-for-capacity curve 
in the way we have done, they sum the periodic loads vertically. This 
technique, together with the way in which they define their costs in 
order to support the technique, suggests that the periodic-load problem 
requires rather unconventional apparatus for its solution. It thus ap- 
pears that the solution to the periodic-load problem is something other 
than a simple generalization of the usual uniform-load results. In addi- 
tion, both Steiner's geometric treatment of the three-period case [7, pp. 
590—91] and Hirsbleifer's verbal generalization to the #— (equal length) 
period case [3, pp. 456-57] require that capacity costs be redefined for 
each condition. It is obvious, however, that capacity costs per cycle are 
Independent of the number of subperiods included, and expressing costs 
in terms of the cycle, as we have, rather than for the subperiod, as they 
do, avoids this respecification problem. Moreover, since neither explic- 
itly indicates the necessity for this respecification, uncritical implemen- 
tation of their results easily leads to error.” 

* Consider, for example, what seems to us the “natural” interpretation of Hirshleifer's argu- 
ment. For the two-period case he observes that “Tf the demand price... for a single period 
alone did exceed b-+-8, an increase in capacity is obviously called for” [3, p. 456]. Generalizing to 
the n-period case he states that “more capacity should be added if . . . [in any of the n-periods] 
the demand [price] for asy single period alone . . . exceeds 54-8" (3, p. 457 (italics added)]. In 
the absence of explicit instructions to the contrary, the standard presumption is that the 
specification of 8 in both citations is identical. But, assuming that both statements are correct, 


this is clearly impossible. Thus suppose that demand price exceeded 54-8 in only one of the 
subperiods in both the two-period and s-period cases and that during the remainder of the 
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Consider now the extension of our analysis to deal with indivisible 
plant. Replacing the assumption of fully divisible plant by one in which 
indivisibilities are present is made easy by our construction of an effec- 
tive demand-for-capacity curve. Using this device, our analysis in Sec- 
tion II applies directly. Thus the criterion for shifting from Of to Of+E 
is identical to that shown in Figure 1: whenever the triangular area 
defined by Qf, the effective demand-for-capacity curve, and the LRMC 
exceeds the area within Of+ E, the Dg curve, and LRMC, the additional 
efficiency unit should be installed. The conditions under which one 
would be just indifferent between adding the capacity or not are shown 
in Figure 3. 

Again we assume that the off-peak load prevails for 1/3 of the cycle 
and the peak load for 2/3, Dz being the weighted sum of D,@™ and 
D,?/), By construction, JJN=JKL, so that the benefits of installing 
the additional efficiency unit are just offset by the costs. In terms of the 
individual demand curves, the following relation holds: 2/3(N FG) 
—2/3(GKH) —1/3(M N KO) —0, where 2/3(N FG—GKH) is the amount 
by which the increase in consumers' surplus that is realized by adding 
the new capacity exceeds the loss in producers’ surplus during peak-load 
operations (assuming that demand is supplied at SRMC prices both 
before and after), and 1/3 M N KO is the amount by which the additional 
consumers’ surplus falls short of the loss in producers’ surplus during 
off-peak operations. 

All of the implications that were developed in Section II concerning 
the effects of indivisibilities, including those that were obtained in con- 
nection with variable demand, likewise apply to the analysis of periodic 
demand. One additional comment, however, might be useful. 

It will be noted that peak-load price in Figure 3 after installation of 
the new efficiency unit is less than LRMC. This appears to contradict our 
proposition C(a) given earlier. Actually, however, there is no inconsis- 
tency; the circumstances are different between Figures 2 and 3—the 
difference of course is that fully divisible plant is no longer assumed, 
whereas it was previously. Optimally adjusted plant under the assump- 
tions of constant returns to scale and complete divisibility leads to zero 


cycle capacity is never reached, so that service is supplied at the short-run marginal cost price 
of b. Thus the only contribution to capacity costs in each case occurs during the one subperiod 
when price exceeds 5. Letting capacity be Q*, the net revenue over operating costs is 8O* (1/2) 
for the two-period case and 8Q* (1/5) for the n-period case, assuming that each of the s periodic 
loads is of equal length. Obviously if capacity costs are covered for the two-period problem 
they can not be for the n-period case. Hence the presumption that 8 is the same in both-the 
two-period and s-period cases must be replaced by one in which, if 2: is the capacity cost in the 
two-period case and f, in the s-period case, 9,» 1/2 B. Given this respecification, Hirshleifer's 
optimality rules are correct, but not otherwise. Since both he and Steiner fail to indicate that 
such & respecification is necessary, the possibility that their preacriptions would lead to error 
can hardly be dismissed, 
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profits and, necessarily, peak-load price will exceed LRMC. The opti- 
mally adjusted plant when indivisibilities are present, however, will 
only accidentally lead to zero profits. Thus, if demand is Dr+e, the 
optimal plant size is Of +E, and although P, may exceed LRMC, it need 
not (and indeed does not in the circumstances shown in Figure 3). 


IV. Conclusions 


Although we have hardly disposed of all of the interesting questions 
that relate to the optimal pricing of periodic loads, we believe that the 
approach employed tends to clarify the issues in a useful way and readily 
lends itself both to specific application and to possible extensions. By 
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explicitly introducing a social welfare function at the outset we attempt 
to emphasize that the choice of optimal size plant and the pricing of 
services from plant of given capacity are not special problems at all but 
are merely particular applications of a perfectly general welfare formu- 
lation. Thus a good deal of the mystique which has tended to surround 
the analysis of peak-load pricing can be dispelled at the outset. This 
approach has the further advantage that we can interpret in welfare 
terms each of our results as they are derived and thereby provide a more 
convincing rationale for the results than merely arguing that they come 
from “straightforward maximization techniques.” 

That the analysis of periodic loads differs only in degree and not in 
kind from the more commonly investigated uniform-load problem is 
made particularly evident by our use of the “‘effective demand for ca- 
pacity curve” device. By carefully defining our cost and demand rela- 
tionships in advance, any periodic-load problem can be reduced to a 
demand-for-capacity analysis for purposes of selecting optimal plant 
size, and this holds whether we deal with completely divisible or indi- 
visible plant. The optimal capacity criterion is identically the same in 
each case. Pricing to periodic loads and to uniform loads similarly follow 
the same pricing criterion: equate short-run marginal cost to demand 
price. Each periodic load must be priced separately, however; our 
weighted average demand curve is relevant only for long-run optimality 
(plant size) adjustments. 

Possible extensions of our analysis would presumably include relaxing 
the assumption that demands in each period are independent. It is un- 
likely, however, that a useful geometry can be devised to deal with this 
more general case. Likewise it may be desirable to quality the proposi- 
tion that continuously equating short-run marginal cost to demand 
price is optimal. As Boiteux has pointed out, it may be useful for cus- 
tomer planning purposes to follow a more stable pricing policy [1, pp. 
70-72]. However, Boiteux's proposal that “Whatever the capacity of 
existing plant, the need to keep prices steady generally leads prices to be 
fixed as if the plant were of optimum size” [1, p. 72] itself appears to be 
suboptimal. Rather, optimality requires that the benefits of pricing 
according to short-run marginal cost (the pricing rule that obtains under 
our welfare formulation) be weighed against the benefits of Boiteux’s 
stable price proposal and an appropriate balance struck. For this pur- 
pose, a more broadly conceived social welfare function that makes ex- 
plicit the gains to be secured through price stability is required. The 
trade-off between the short-run benefits of price flexibility and the long- 
run benefits of stability can then, presumably, be optimally arranged. 

Generalizing the analysis to deal with nonlinear costs might also seem 
useful. This is easily accomplished analytically, but our geometry fails to 
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apply in this instance. Under the assumption of long-run constant re- 
turns to scale, so that the LRMC curve remains horizontal and only the 
short-run cost curves display curvature, the nonlinear case yields results 
qualitatively similar to those obtained above. Since the analysis of 
unequal-length periodic loads with nonlinear costs is somewhat more 
involved, does not lend itself to treatment geometrically, and fails to 
produce insights that differ appreciably from those obtained from the 
linear model, there are obvious advantages, for purposes of explicating 
the peak-load problem, in using the simpler linear form. 

The relevance of the analysis to problems other than electricity gen- 
eration might also be indicated. The optimality principles derived above 
regarding capacity and pricing of electricity apply to any public service 
which our welfare formulation and cost and demand specifications prop- 
erly embrace. This would presumably include the investment in and 
operation of transportation facilities (airports, public surface transpor- 
tation, bridges, etc.), recreation facilities, natural gas transmission, etc. 
Since the bridge problem is one of such long-standing interest, yet re- 
mains the source of continuing confusion, an application of the analysis 
to this question might be particularly useful. Tbe major cause for mis- 
understanding here is the failure to distinguish between circumstances 
where capacity is a parameter from those in which it is a variable. Opti- 
mal pricing for a facility of specified capacity is given by the rules shown 
in equation (7) and footnote 10. As is obvious from inspection of these 
relations, if (for whatever reason) an oversized bridge is “inherited,” so 
that the value of M in these expressions is zero or negligible, and if oper- 
ating costs are also so small that they can be disregarded, a zero use 
charge will be optimal. If, however, capacity is a variable rather than a 


2 The nonlinear cost problem can be formulated as: maximize, : 
W= 2, (TR + S0m — 2. (TV Cio — 8Q*. 


Differentiating partially with respect to Q;, we obtain s equations of the form 
Pi = SRMC |o., 
and differentiating with respect to Q*, we have 


n ð 
p= — 2. 30" (TV Cy) wx. 


Thus price in every period is set equal to short-run marginal cost, and capacity is extended 
until the weighted average marginal change in operating costs is equal to the marginal capacity 
cost, f. 

: Jt should be noted that Hirshleifer solves geometrically the case of nonlinear costs with 
constant returns to scale for the problem of identical-length-subperiod load by employing 
Steiner's vertical summation procedure [3, pp. 452-57). We also point out that, as anyone 
familiar with the Hirshleifer-Steiner dispute over the interpretation of marginal costs as they 
apply to the economics of peak-load pricing will recognize, we agree with Hirshleifer that the 
solution does not involve discriminatory prices. 


WILLIAMSON: PEAK-LOAD PRICING 827 


parameter so that facility size can be adjusted (and indivisibility con- 
straints aside), optimal pricing and optimal plant size are given by the 
relations shown in Figure 2 and equations (10)-(12). Even with zero 
operating costs, a positive use charge will be required here since, with 
capacity correctly selected, a positive price will be needed to ration 
capacity between those activities for which marginal benefits are high 
and those for which it is low. Assuming constant returns to scale, opti- 
mal pricing to this fully adjusted facility will yield precisely zero net 
revenues, and the bridge in these circumstances will be self-supporting. 
This latter, however, has no special normative significance. If there are 
indivisibilities, if increasing or decreasing returns to scale exist, or if 
capacity is given rather than subject to determination, optimal pricing 
will yield the zero net revenue result only accidentally if at all. 
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MULTIPERIOD FUTURE CONSUMPTION 
AS AN AGGREGATE 


By Nissan LIVIATAN* 


The two-dimensional analysis of the optimal allocation of the con- 
sumer’s wealth between present and future consumption in a two-period 
model is presented in most modern textbooks by means of the well- 
known diagram of Irving Fisher. However, when Fisher considered the 
possibility of extending his diagram to a multiperiod analysis he com- 
mented: “The truth seems to be that no complete visualization of this 
difficult problem is possible. The only complete symbolization which 
seems to be possible is in terms of mathematical formulas" [3, p. 287]. 

While in general Fisher is right with respect to the complete visualiza- 
tion, the question arises as to how far one can go by using a simple two- 
dimensional diagram. After all we are often not interested in the deter- 
mination of consumption in every future period but rather in the deter- 
mination of current consumption and current capital accumulation. The 
purpose of this note is accordingly to analyze the conditions under which 
it is possible to break down the complicated problem of multiperiod 
planning into a problem of allocating consumer resources between pres- 
ent and future consumption where the latter is represented by a single 
quantity. When this is possible we may analyze the relevant problems 
by the ordinary two-dimensional indifference-map technique. 

More specifically, the multiperiod consumer is supposed to maximize 
a utility function U(Co, Cy, - - - Ca), where C, denotes planned con- 
sumption for period #, subject to his wealth constraint.* The optimal 
values of all the C/'s obviously cannot be determined by a two-dimen- 
sional analysis. We may pose however the following question: under 
what conditions is it possible to represent the stream of future consump- 
tion Ci, © +--+, C; by a single "good" (say X) and to form a utility func- 
tion [say V(Co, X)| which can be maximized subject to a two-dimen- 
sional wealth constraint (involving only C, and X as endogenous 
variables) so as to yield the correct optimal value of Co (and, indirectly, 
of current capital accumulation). By “correct” I mean of course that 
value of Cs which would result from maximizing the completely specified 
utility function U(Co, Ci, - - - , Ca) subject to the relevant (n-++-1 dimen- 
sional) wealth constraint. A basic problem which arises in this connec- 

* The author is senior lecturer in economics at the Hebrew University, Jerusalem. 

1 Cited by F. M. Westfield in [10, p. 1037]. 


! C, ig assumed to be, physically or economically, a single good which accounts for total 
consumption in period 4. 
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tion is whether the two-dimensional system remains valid under changes 
in various exogenous parameters. 

In our analysis special consideration will be given to two recently 
suggested measures which can essentially be interpreted as representing 
multiperiod future consumption by a single variable. One measure is 
that of Leontief [7, p. 105], who represents the “future” by the perpet- 
ual (equal) stream of future consumption, and the other measure is that 
of Dewey [1, p. 134], who represents it by the wealth which is planned 
for the next period. Although these measures have an intuitive appeal, it 
is by no means clear that we may use them under all circumstances. 
Indeed we shall show that under fairly common variations in external 
conditions these measures become economically meaningless. At the 
same time we shall point out some important cases where the foregoing 
measures are meaningful. In particular we shall show that it is possible 
to provide a rigorous theoretical justification for aggregation over future 
consumption in the models considered by Leontief and Dewey. 


I. Exogenous Interest Rates 


Consider an individual consumer in a market economy who has a 
given amount of wealth W which he plans to consume over n+ 1 periods. 
As before, denote the planned values of consumption by Co, Ci, © - - Cy. 
If necessary, C, may be thought of as the terminal stock of wealth which 
the consumer plans to bequeath or to carry over beyond the planning 
horizon. It is assumed that the consumer is faced with fixed (exogenous) 
interest rates between any two consecutive periods, denoting the interest 
rate between period :—1 and # by r;. We may then easily compute the 
“price” (or transformation rate), say P:, of consumption in period f, in 
terms of current consumption Cy. Clearly we have: 


NE 1 
tia ~ dian aa ~? 
1 1 1 


“eao OE (1 + ra) 


(In the special case where all r/'s are equal (1) reduces to P,— 1/(1-]-7)*). 
Using this notation, the consumer's budget constraint is given by: 


(2) W = PCa + P1C4, + 05 -t PCa. 


The conditions under which we may aggregate over Ci, --- , C, are of 
two kinds: those which restrict the variation of the interest rates and 
those which restrict the form of the utility function. We begin with the 
former. Suppose that we consider situations where the r,’s, and hence 
also the Pps, remain constant throughout the analysis. We shall indicate 


(1) Py =1,Pi= 


P, 
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these constant values by adding a zero superscript to r; and P,, writing 
r? and P,°. In this case we may apply Hicks’s composite-good theorem 
[6, pp. 33-34 and 312-13] which states that a group of commodities 
with fixed relative prices can be treated as an ordinary individual com- 
modity. We may then define 


2. 8 
Fa >> PC, 
fme J 


as our composite good (the price of which is unity) and draw the usual 
type of indifference curves in the (Co, F) plane, corresponding to a utility 
function V(C,, F), and ordinary budget lines, corresponding to W = C, 
J-F. By Hicks’s theorem this “reduced system” can be used to deter- 
mine the correct optimal values of C, and of capital accumulation? 
rW - (14-r)C». It is clear that the foregoing reduced system can be used 
to analyze the income effect* of a change in W on Co. This is in fact the 
main theoretical use of the reduced system since, as we shall see, it can- 
not generally be used to study the effects of a change in the rate of 
interest. 
It may be noted that 


F= Y PC, 
1 


is the “present value of future consumption" 5 which is the same thing as 
the “present value of planned wealth for the next period.” Alterna- 
tively, we are free to define our composite good as 


M 


F 
FO = (1 +r)F = T 


i.e., as "planned wealth for the next period" (valued as of that period) 
which coincides with Dewey's measure. The latter procedure is legiti- 
mate since we are allowed to multiply a Hicksian composite good by a 
constant (14-72) provided, of course, we adjust its price accordingly. 

5 This is defined as the difference between W in the next period and in the present period, 
when consumption takes place in the beginning of any period. The value of consumption which 
leads to & zero accumulation, i.e., ri*/(1-4-7,?) W, can be properly called “permanent income." 

* In some cases this is our primary interest. For example In the presentation of his consump- 
tion theory Friedman's main concern is to show how Ce varies as a result of a change in the 
consumers wealth. (See Friedman [4].) In view of our analysis there is no need in such cases to 
restrict oneself, as Friedman does, to a two-period graphical analysis [4, pp. 8-10]. 

* Note that 


*. 0 


is the present value of an annuity of one dollar for s periods, beginning with the next period. 
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Thus if we work with 7? its “price” will be 1/(1-++7°), and the budget 
line will be 


W = Co + po 





1+ fr 


When all r;'s are equal we may, by the foregoing reasoning, define a 
composite good F®=rF[=r(W—C,) |, which is the Leontief measure of 
the potential’ constant stream of future consumption which can be 
maintained indefinitely starting from the next period. The budget line is 
then given by W=C,+(1/r)F®. Thus Dewey’s and Leontief’s mea- 
sures are legitimate for the present case. 

Suppose now we wish to analyze the effect of a change in interest rates 
on Cy or on capital accumulation within the framework of a reduced 
system including only C, and some composite good to represent future 
consumption. Suppose first that all rps are equal, so that P,— 1/(14-r)*. 
When r changes, every P, will change in a different proportion. Alterna- 
tively, the relative price, say P,a/P,—1-L-r, must change. Since the 
relative prices of the Crs (£—1,- - - , n) must change, the foregoing 
composite goods (F, F®, F®) become economically meaningless. A 
two-dimensional analysis must therefore be ruled out. 

Let us return to the case where the r,’s may differ for various periods. 
Is it then possible to vary the r,’s in such a way as to leave the ratios of 
the Prs (f£—1,- -- , n) constant? When this is possible, we may still 
have a true composite good to represent the future, under appropriate 
variations in the rps. At first glance it may seem that there are many 
ways of varying the r;'s so as to leave the ratios of the Prs (t=1, - - + , ») 
unchanged. However a closer examination will reveal that there 1s only a 
single way of accomplishing this, namely by changing only n, leaving all 
other ris (£—2, - - - , n) unchanged. This follows from the special form 
in which the P,’s are related to the r/s by means of equation (1). Sup- 
pose, e.g., that we change rz. Then P1/ P= 14-1 changes, so that relative 
prices are no longer constant. This will remain true for a change in any 
r, or in a combination of r/'s, when 22, - - - , n. If, however, we change 
only ri, then all the relative prices for any pair of Prs (t=1, 2,--- , 1) 
will remain unaffected since 1/(1--ri) is a common factor of all these 
P 8 








1 1 i 
P, being given by ————- 5a eou . 
(» seas Oe eon. i25. pre 


§ Note that this measure has nothing to do with the planned optimal disiribulton of consump- 
tion in future periods. Note also that although this measure refers to an infinite stream there is 
no need at all to assume that the actual planning horizon for consumption (i.e. the one on which 
F is based) is infinite too. 
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We may consider the foregoing case as one where the elasticity of 
expectations with regard to a change in r; is zero (since it does not affect 
the values of the future r,’s). For this case we may define our composite 
good as 


F* sea 5 P von 
1 
where 


SN 4 ££ 


dcr iter Loree 


and where the zero superscripts denote the initial set of parameters 
(rès and Ps). This is equivalent to the valuation of a Hicksian com- 
posite good in terms of constant “base point" price. Since we permit 
changes in r; only, the “current” (variable) prices become 





itn ite) Ll+r? 
The price (P) of the composite good F* is then 





P, 1 + 71 
= — = t=1 n 
2 1 + fi ( + 3 J) 
which satisfies the “value identity” 
PF* = > PC, 
i 


(noting that P;=PP?). The budget line is then given by W —- Co4-PF* 
and we may carry out the usual two-dimensional analysis with C, and 
F* as our commodities. In this particular case we may analyze in two 
dimensions not only the effect of a change in W, but also a change in the 
rate of interest provided the latter is confined to a change in r1 only. 
This is as far as we can go when our restrictions relate to interest rates 
only. We may however consider restriction on the utility function itself. 
In particular suppose that the utility function U(Co, Ci, © - - Ca) can be 
written as a “separable” function U [Cs, H(Ci, - - - , Ca) | where in turn 
H( )isalinear homogeneous function in Cj, - - - , Ca. It may be noted 
that the foregoing separability and homogeneity assumptions are per- 
haps not as unrealistic when applied to a utility function which deals 
with aggregate consumption in various periods in contrast with one 
which deals with individual categories of consumption (food, clothing, 
etc.). In this connection we may also note that the assumption that the 


LIVIATAN: MULTIPERIOD FUTURE CONSUMPTION 833 


utility function is homogeneous in the C,’s (including Co) is the basis of 
some well-known modern consumption theories.’ Now, it has been 
shown [5, Ch. 4] that when the utility function is separable and homo- 
geneous in the foregoing manner, then there exists an ideal price deflator? 
P(Pi, - - - , Pa) for “money outlay” 


2: ve Cr, 
1 


so that we may form a reduced utility function Q(Co, D) where 
2, P 
i 
Donc 
P(Pi, aig Pa) 


If we work with Q(Co, D) and with budget lines W=C,.+ PD, then we 
shall be able to determine the correct optimal values of Cy and D (which 
implies that we can determine correctly the optimal value of 


> PC: 
1 


and hence also of capital accumulation). 

We must stress, however, that aggregation under the foregoing re- 
strictions on the utility function is of very limited use. The difficulty 
stems from the fact that the slope coefficient of the budget line P( ) 
depends not only on the P,’s (or r,’s) but also on the specific form of the 
function H(C, - - - , Ca) above (as can be seen from the example given 
in footnote 8). In other words, the slope of the budget line at some set of 
interest rates depends on the consumer's tastes. Consequently we cannot 
know in general what will be the effect of a change in r; on P without 
knowing the consumer's tastes. This rules out effectively the possibility 


T Namely Friedman’s “Permanent Income Hypothesis" and Modigliani’s “Life Cycle 
Hypothesis.” See M. Friedman [4] and F. Modigliani and R. Brumberg [8]. 


= H(Ci, "tg Cx). 











8 P(P,,-++», Pa) isa linear homogeneous function in the Prs. If, e.g., H(Ci, - - - , Ca) is of 
the form 
CIO CP, 
then P( ) will be of the form 
ay, 84 Gk 
25 at 2. gi 2 0t 
a P Pa 
»-(ig(5) (B) oe (Ft 
1 1 G4 Os 


where the summation is always from 1 to s. This example has been taken from an article by 
R. Solow on a different problem which can however be related to the present one. See R. Solow 
[9, p. 105]. 
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of analyzing the effect of a change in r; on Cs and on capital accumula- 
tion. The only changes we can analyze in this case are changes in wealth 
(where the slope of the budget line remains unchanged). But as we have 
seen, in order to analyze changes in wealth we do not need to impose any 
restrictions on the utility function. Thus, while it is true that with a 
separable and homogeneous utility function we have perfect quantity 
and price indexes for aggregative future consumption, these indexes (and 
their underlying assumptions) are not required for the analysis of wealth 
effects, and are not sufficient for the general analysis of changes in the 
fis. 


II. The “Robinson Crusoe Economy" 


There exists a tendency to apply some version of Fisher's apparatus to 
deal with the economy as a whole on the assumption that we are per- 
mitted to use community indifference curves and some simple type of an 
aggregative production function. Thus, for example, both Leontief and 
Dewey were concerned with a model of the foregoing kind. Clearly, this 
set of assumptions amounts to considering a one-man (‘‘Robinson 
Crusoe") economy. Let us now examine the possibility of aggregation 
over future consumption (Ci, © - - , Ca) within the framework of such an 
economy. First let us formulate the model more accurately. 

On the consumption side we consider an individual ("Robinson 
Crusoe") whose preferences for alternative collections Co, Ci, - - + C, are 
ordered by a utility function U(Co, Ci, +++, C,). Turning to the pro- 
duction side we assume that there exists a homogeneous good which can 
be used both as a present consumption good and as an input to produce 
next period's consumption. The quantity of this good at the beginning of 
any period (/) will be denoted by K; and referred to as “capital in period 
i." We assume a simple Ramsey-type production function ? 


(3) Kui = f(K1— Ci); t= 0, beregata], 


which shows how the unconsumed part of capital at any period can be 
used to produce the (net )initial capital stock of the next period, Ordi- 
narly we assume f'( )>0, f”( ) «0, i.e., the marginal product of 
K,— C, is positive and decreasing. It may be assumed, without affecting 
the argument, that there is a constant amount of labor input (for all #) 
cooperating with capital. It will be convenient to identify the terminal 
capital stock K, with C, since it is either consumed or “bequeathed.” In 
any case K, represents a “final use” within the framework of this model 
and has therefore to enter the utility function as do the other C;’s. 

We may now derive the transformation function between the Crs as 


? This type of production function is implicit in Dewey’s paper and is used often elsewhere, 
See, e.g., R. Dorfman and others [2, pp. 271-76]. 
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follows. Write (3) in full as 
(4) Kı = f(Ko — Co); Ks = f(Ki — C); s; Ce = f(a — Cu). 


Substitute successively (working from left to right) the right-hand side 
of each equation in (4) into the following one. This will eliminate all 
K,’s except for Ko and will lead to a transformation function 


(5) T(Ci, °, Ca; Ky) = 0 


with Ko as a parameter. This function shows all possible collections 
which can be produced starting with a given value of initial capital. If, 
for example, we set »=3 we have 


(6) T(Co, Ci, Cs, Ca; Ky) = Ca — SUAE. — Co) — Ci] — Ca} = 0. 


The difference between the present model and the one in Section I is 
that now the marginal rates of transformation (MRT) between the C;,’s 
are no longer constant, but rather vary with their quantities. The MRT 
between C; and C, can be calculated as follows. Given the initial Ky and 
some specified set Co, Ci, © - - , Ca, we can determine via (4) the values of 
all K,¢=1,---+,n—1). It follows that all the arguments of the func- 
tions in (4) are determined. Suppose now we wish to calculate the MRT 
between C, and Ci. If the consumer gives up one unit of C, he may in- 
crease C; (holding all other C,’s constant) by the marginal product 
f'(Ky—Cy. The negative of the latter is therefore the required 
MRT. Similarly a sacrifice of one unit of Co can increase C4 (holding 
Ci, C5, - * - , C, constant) by /'(Fy— Co)f'(K1— C3), which is the MRT 
(in numerical value) between C, and Cz. In general,? the MRT between 
C, and C, is given by the product 


—f'(Ko "v. Cof' (Ki 2 Cı) dins F (Keni m e-1)- 


10 Alternatively, differentiate the system (4) w.r.t. Co and C, holding all other C;’s (and Ko) 
constant. If q «n, then for t= this leads to 


dC, e f'( Kai = Ca )dKna "a 0, 


since dC, — 0 by assumption. However, since f’>0, this implies GK, .; - 0. Using this result and 
applying similar reasoning we find that dK:=0 for ?—q-F1,::- ,n-—1. However dK g41 
ef'(Kq— C). (GKo—d C4) «0 implies dK ,=dC,+0. Hence 


dC, = dK, = f'(Ko.1— Co dK,a zt 0. 
Similarly 
dK, = F(K ii — Cord Ki #0 
for £22, +++ , g— 1. Finally, 
dK, = — f'(Ks — Cody. 
By successive substitution we eliminate the dK;’s and obtain (for q-1, * * * , s): 
dC, oT() .0eT() 


d — J’ (Kimi Coa) (Ke-3 — Cus) + f (Ko — Co) = — $6. ^ 
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The reciprocal of this product (in absolute value) is the “price” in terms 
of Cy of producing an additional unit of C,(t— g). The latter "price" is in 
a sense the counterpart of the price P; which we considered in Section I. 
Similarly f'(K,— C4) — 1.is the counterpart of Pest. 

The problem which we must investigate now is. whether it is Basile 
in the present model to determine the optimal values of C; and of capital 
accumulation by means of a two-dimensional utility analysis, where one 
variable is C, and the other variable is an index of future consumption 
possibilities. We shall now show that the answer to this question is posi- 
tive. We shall also show how the reduced utility function is to be con- 
structed from the original (complete) one. 

Consider first the case n=3 described by (6). Note here that Cy and 
Ky enter T(C o, C1, Ca, Cs; Ko) 0 by means of the expression f(Ka— Co). 
However, since the latter equals Ki, we may write (6) as > ~ 


— fifi: i Cy) - n C] = DE Ci, Cy Cy) —0 


which defines a transformation fünction between Kı, C, C4 and G. In 


general this function is T*(Ki, Cy, - - + ; Cx) =0. Now the maximization 
problem when we work with the complete system is: maximize 
VCC ee). db. 0 Coo VC 


subject to the production constraint T(Co, Ci, -© - , Ca; Ko) «0. Let us 
break this problem down into. two stages. In the first stage maximize 
U(Cs Cy, -*-, Ca) subject to T*(Ki, C ---, C,)-—0 for arbitrary 
values of C; and Ki. Now for given arbitrary values of Cy and Ki it is 
possible to determine an optimal set of C;, * * - , C, which (together 
with Co) corresponds to a particular value of U ( ). This (conditionally) 
maximized value of U, to be denoted by Um, will of course vary for 
alternative sets of (Co, Ki). Let us denote the dependence of Um on Cy 
and Kı by a function, say Um= M (Co, Ki).1! Given any pair of collec- 
tions (Co, Ki), the consumer can determine directly by means of 
M(C Kı) which one he prefers. Hence M(Co, Ki) may serve the same 
analytic purposes as an ordinary utility function in the two-commodity 
While the utility function is defined for arbitrary values of C, and Ki, 
it is clear that from the point of view of the production possibilities these 
variables are not independent. In fact, by (4), these variables are re- 
lated by means of the transformation function K1—/(K,— Co) 0. In 
order to determine the optimal values of Ce and Ki, we must therefore go 


! Alternatively, the optimal values of Ci, - > - , Ca which correspond to every set Co, Kı can 


be expressed by means of functions, say Crm gO ic. Kı). Substituting these functions in U we 
oe 


U|Cs, £'? (Co, Ki), ++ +, 9 (Co, K:)] = M(Co, Ki). 
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through a second stage of maximization where we maximize M(Co, Ky) 
subject to K1—/(K,— C») =0. We may now regard the second stage of 
maximization as the standard (two-period) problem of maximizing a 
utility function M(Co, Kı) subject to a production (or budget) con- 
straint. This establishes the fact that in the present model K, can fully 
represent future consumption plans. 

'The equilibrium position is illustrated by the point E in Figure 1. The 
slope of the transformation curve at this point, i.e., f’(Ko—0C), is the 
marginal rate of transformation between Cy and Ci. This rate (minus 1) 
is also the relevant marginal rate of return on investment. The size of 
capital accumulation can be calculated by Ki— Ko. Finally note that by 
varying the initial amount of Ky we can trace out the whole income con- 
sumption curve RR’ from which we may derive the consumption func- 
tion Co= C(K;). This is the demand function for C, in the present model 
since Ky is the only exogenous factor. 

We may note that Ki, which is "planned wealth for the next period,” 
is the variable which Dewey uses in his two-dimensional analysis. Tt 1s 
easy to see that the foregoing analysis can be carried out alternatively in 
terms of Leontief's “perpetual consumption" measure. The constant 
value of future consumption, say Cy, can be obtained by solving the 
equation Ki=f(Ki- Cy). for Cy. Thus if Ci- C, then K= K so that C; 
can be maintained forever. We now assume that f'(K1— Cy) » 1 for all 
values of Ki, i.e., at Ki- C, the marginal nei rate of return is positive 
(note that 3f there are no transfer costs between periods then f' can never 
fall below unity”). Under this assumption C; is a monotonic increasing 
function of Ki, so that we may also express Ky as a function of C;, say 
Kı=g(C;). Substituting g(C;) for Kı in the utility function M we obtain 
M [C g(Cj)]: M*(C,, C,). Similarly substituting in the production 
function we obtain g(C;) —f( Ky— Co) =0. It can be verified by. differen- 
tating the latter transformation function w.r.t. Cy and Cj, using the 
assumptions f' » 1 and f" <0, that it is of the usual type (i.e., negatively 
sloped!’ and concave). We now have a utility function and a production 
(or transformation) function in terms of Co and C, so that we may carry 
out the two-dimensional utility analysis in the usual manner. 

It may be noted that at alternative equilibrium situations (corre- 
sponding to alternative values of Ky) the MRT's between C, and C, will 
generally vary. It seenis therefore somewhat surprising that in spite of 
this fact the two-dimensional analysis (as in Fig. 1) remains valid, 
whereas the aggregation procedure in Section I failed when we varied 


13 This has been pointed out to me by T D. Patinkin. 
n More d x 
dC, f (E, > Ca) 


ic, LRG yg = c) - I 
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M(C,K,)=const. 





f(Kz C. 
K s Ca 
Q 0 


FIGURE 1 


interest rates (and hence the transformation rates). The explanation is 
. however simple and is related to the fact that in Section I the interest 
rates were exogenous and the corresponding P,’s were given parameters 
from the point of view of the consumer. Consequently when the P;’s 
changed in different proportions, we could argue by means of the 
Hicksian composite good theorem that the aggregation procedure is 
generally not valid. In the Robinson Crusoe model, however, the trans- 
formation rates are endogenous and cannot therefore be interpreted as 
exogenous prices. The only parameter which varies in the latter model is 
K., and this corresponds exactly to a change in initial wealth W, in 
Section I, with the rps remaining constant. It may be recalled that in . 
this case we could define in Section I a true composite good to represent 
future consumption. The general result is therefore that, when we deal 
with “wealth effects" (of changes in W or Ky), we can always define a 
meaningful composite good of future multiperiod consumption. 
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One may introduce into the Robinson Crusoe economy something 
similar to exogenous interest rates by assuming some form of (ex- 
pected) technical change. Suppose, e.g., that instead of (3) we have 
Kusi= bf(K.—C,) where 6(>1) is a parameter of technical change which 
is known to Mr. Crusoe. On the basis of this production function we may 
derive a utility function M(C», Ki) as before. However as the (exoge- 
nous) b changes, the former indifference map will no longer be valid. 

A similar statement can be made concerning the labor input which we 
have assumed to be constant. Suppose that in each period there is a 
certain quantity of exogenously given labor input. If this quantity varies 
among periods, then for each period we shall have a different production 
function, say Ki4i:=/(K,—C,). This does not prevent us from deriving 
a utility function M(C, Ki) as before. However, the latter function will 
depend on the parameters of labor imput. For an alternative set of labor 
inputs the original M( ) becomes meaningless. 


III. Conclusions 


For an individual consumer, who’ is faced with exogenous interest 
rates, it is possible to perform perfect aggregation over the stream of 
future consumption in order to carry out a two dimensional analysis of 
current consumption and of current capital accumulation under the 
following conditions: (a) When the interest rates are fixed throughout. In 
this case we can study the effect of a change in wealth on the foregoing 
variables. (b) When all interest rates are fixed except the one between 
the current period and the next one (ri). In this case we may study, in 
addition to the effect of a change in wealth, the effect of a change in ri. 
(c) When the utility function is restricted to the special form 


U|Co, H(Ci, ++ + Cn) 


where H( ) is a homogeneous function. It is then formally possible to 
describe the consumer’s equilibrium in terms of C, and the value of H by 
means of a two-dimensional indifference-curves diagram. In this case, 
however, the two-dimensional analysis is of limited use since the slope of 
the budget line will depend not only on interest rates but also on the 
consumer's tastes, i.e. on the specific form of the funtcion H(  ). 

When we extend our analysis to deal with the economy as a whole the 
interest rates become endogenous variables and consequently our analy- 
sis must be confined to the effect of changes in initial capital. In particu- 
lar for a Robinson Crusoe economy with a single homogeneous good and 
a simple Ramsey-type production function K,,;- f(K,— Cy) it is possible 
to carry out a two-dimensional utility analysis of Ki and C, for the pur- 
pose of studying the effects of a change in initial wealth [as in case (a) 
above]. 
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COMMUNICATIONS 


The Role of Capital-Goods Trade in the Theory of 
International Trade 


In most treatises.on the theory, of international trade, the causes and nature 
of trade in capital goods receive little attention. Typically, only when inter- 
national movements of capital funds are introduced into the discussion is such 
trade even mentioned and then usually only in connection with the so-called 
“transfer” problem. Trade models that follow the traditional assumption of 
excluding international movements of-capital funds invariably are set up en- 
tirely in static terms. A given stock of capital equipment is assumed to exist, 
and the possibility of any net saving is ruled out. Consequently, an exchange 
of currently produced consumption goods for part of a country’s given stock 
of capital goods is not possible, since it would involve domestic saving by the 
nation importing the capital goods.? 

This traditional approach is completely inadequate in these times, when 
economic growth is such an important goal, especially for the less developed 
nations. Capital-goods trade is a crucial part of the dynamic relationship be- 
tween international trade and development. Part of the imports of investment 
goods into less developed countries is financed by international flows of capi- 
tal funds, but a significant portion of this trade is financed by current foreign 
exchange earnings. International trade theory must cover both situations. The 
production of capital goods as well as consumer goods must be introduced into 
trade models, and the Fou analysis integrated with domestic capital ac- 
cumulation theory. 

This paper will modify the static nature of existing trade theory by intro- 
ducing explicitly the possibility of capital-goods trade that is financed from 
current export earnings. The factors that determine whether in fact at a par- 
ticular time such trade will take place and, if so, how much and at what ex- 
change ratio are analyzed as well as the elements affecting changes in the vol- 
ume and terms of this trade as accumulation and. growth proceed. Similarly, 


*In his survey article on trade theory, J. Bhagwati comments upon the lack of analysis 
on this subject and also surveys what recent writings there are on the topic [1, pp. 51-53]. 
However, since Bhagwati’s paper appeared (and also since this paper was written), H. Oniki 
and H. Uzawa have published an elegant mathematical analysis of trade in capital goods 
[9]. In contrast to the comparative statics approach here, Oniki and Uzawa frame their 
analysis in dynamic terms. The main difference in basic assumptions is that they postulate 
& constant average propensity to save throughout the accumulation process, whereas sav- 
ings is made a function: both of the interest rate and the level of income in the model used 
here. 

` Tt is perans not out of place to remind irets that the traditional dwan of trade 
theory concerning the immobility of capital refers to abstract capital and not capital goods. 
See, for example [8, p. 77] [2, pp. 5-6] [3, p. 27]. 

_ Another method commonly followed to avoid the issue of capital-goods trade is to 
assume that labor and natural resources are the only productive factors. [7] and [4] are 
examples of writers using this approach. 


842 THE AMERICAN ECONOMIC REVIEW 


the impact of capital-goods trade on the development process itself is ana- 
lyzed. The case where capital funds as well as capital goods flow across inter- 
national borders also is included and contrasted i the situation where only 
capital-goods trade occurs. 


I 


For explanatory purposes, it is useful first to consider the pattern of ac- 
cumulation within a country in the absence of both trade in capital goods and 
international capital movements. Suppose there are two commodities, one of 
which is an infinitely durable capital good that, together with the other factor, 
labor, can be employed in producing either additional units of this capital 
good or the other consumption commodity. The actual quantity of the capital 
good produced in any time period is a function of the preferences of the popu- 
lation for the consumption good over their time horizons and the technological 
nature of the production functions for the two commodities. In a world of 
perfect certainty in which future markets exist, & particular time pattern of 
investment would be selected by the community at the outset and followed 
during the entire accumulation process. However, if there is imperfect knowl- 
edge about the future, individuals will revise their accumulation plans ¢ as time 
passes and new information becomes available. 

A simple model based upon the latter type of behavior, which was de- 
veloped by Leontief [5] [6] [12], is represented in Figure 1. The indifference 
curves in the first quadrant, e.g., ¢ and #, show the community’s preferences 
between present and future consumption.* In selecting the current period’s 
saving level, decision units in the economy are assumed to act as if they will 
not accumulate additional capital in any future periods. However, as each pe- 
riod passes, they revise these plans.and undertake further saving until the 
marginal productivity of capital falls to the level at which it equals the com- 
munity’s marginal time preference rate between present and future consump- 
tion at the current period’s income level. 

The fourth quadrant indicates the current period’s production-possibility 
curve between the consumption commodity and the capital good. This curve 
shifts outward over time as the productivity of the given labor force is raised 
by means of capital accumulation. The third quadrant shows the increase in 
potential consumption associated with the various quantities of the capital 
good that can be produced in the current period. This consumption-output 
curve for various sizes of the capital stock (and the full utilization of the fixed 


*In the model and throughout this paper, production functions are assumed to be homo- 
geneous of the first degree and to be identical for all trading partners. Factor-intenslty 
reversals are also ruled out. In addition, it is assumed that there are no qualitative differ- 
ences between the labor forces of different countries. 


*Since this paper is not concerned with the welfare aspects of international trade, it is 
useful for expositional purposes to assume that each individual in a country is identical with 
respect to tastes and factor endowment. For simplicity, the community’s preference for 
present versus future consumption also is taken to be such that at a given Interest rate the 
fraction of income saved remains constant as income increases. However, the higher the 
interest rate, the higher this fraction becomes. 
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labor supply) is drawn such that in each period it begins on the x-axis at a 
point indicating the maximum amount of the consumption good that the econ- 
omy can produce in the period. For example, initially it is supposed that OA 
(equals OG) of the consumption good can be produced if all available capital 
and labor are used for this purpose. If, however, AB of current potential con- 
sumption is foregone in order to produce BC of the capital good, potential 
consumption in future periods will increase by GZ. To represent this possibili- 
ty in the first quadrant, as well as all the other possibilities between present 
and future consumption (the curve RTL), a 45° line is drawn in the second 
quadrant from J to J. Thus if the economy saves RS (equals AB) 
of current income and accumulates BC (equals JH) of the capital good, it 
will be left with OB of the consumption good in the current period, but can 
produce BT (equals OJ and OJ) of this commodity in each future period. 


UNITS OF THE CONSUMPTION GOOD 
IN EACH FUTURE PERIOD 
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Since an indifference curve between present and future income is assumed to 
be tangent to the consumption-possibility curve between present and future 
periods at the point T, the community will save RS in the initial period. 

On the basis of the capital accumulated in the first period, the production- 
possibility curve shifts outward to £e. The capital-output curve beyond the 
point H is also redrawn beginning at O/ (equals Of) in order to 
depict the output possibilities associated with further accumulation. From 
these two curves a new consumption-possibility curve could be drawn in the 
first quadrant, and a new saving point determined, The consumption-possibili- 
ty curves will eventually become flatter over time as the marginal productiv- 
ity of capital declines. When an indifference curve is tangent to a consump- 
tion-possibility curve at a point on the 45? ES a stationary-state Pa is 
attained.® 


II 


Consider now the effects on this accumulation process if international trade 
in the two commodities is opened up, Should the country be able to trade all 
of its potential output of either good (as well as the stock of capital goods al- 
ready produced) at an exchange ratio indicated by the slope of the line abc, 
its consumption-possibility curve would shift outwards to AfvK.® Compared to 
the fornier consumption curve (RTL), this new consumption-possibility curve 
permits the community to select a point at which both current and future con- 
sumption will be greater than previously. Assuming the point v to be the opti- 
mum point, the economy accumulates nm of capital in the period, partly by 
domestic capital-good production and partly by exporting the consumption 
commodity for additional amounts of the capital good. . 

For each hypothetical exchange ratio there will be a new consumption-pos- 
. Sibility curve, a particular optimum volume of capital accumulation, and an 
international offer of one commodity for the other. The actual exchange ratio 
and trade that will emerge in the period depends upon the shape of the offer 
curves of all the trading nations and is set at the point where total exports 
equal total imports for each of the two items. 

Unless countervailing saving preferences offset the production biases, a rela- 
tively capital-scarce nation will import the capital good, which is assumed to 
be uniformly capital-intensive compared to the consumption good, and export 
the consumption commodity. The effect of this trade will be to accelerate capi- 
tal formation in countries importing the capital good, compared to the growth 
that will take place from a given initial factor endowment level in the non- 
trading case. However, the accumulation rate may or may not increase for the 
capital-good-exporting nation.’ 

“One could introduce given rates of population growth and EA RE progress so 
that the system approached some positive growth rate rather than a stationary position. 

` *'The fh portion of the curve is based upon the exchange of the existing capital stock for 
the consumption good at the given exchange ratio. 

‘This point can be shown in Figure 1. Since the price of capital goods falls for this 
capital-good-importing country after trade is opened up, the new consumption-possibility 
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As explained in the no-trade case, capital formation pushes out a country’s 
production-possibility curve. This output expansion will be accompanied by a 
gradual decline in the relative price of the capital good. The interest rate will 
also decline as the marginal productivity of capital falls. Moreover, since the 
decision units in each economy revise their investment plans each period as 
their incomes rise and in fact continue to save as long as the expected marginal 
productivity of capital is greater than their marginal time-preference rate be- 
tween present and future income, actual interest rates (as distinct from ex- 
pected rates) will be equal among those trading nations who produce some of 
each commodity.® The interest rate will finally decline to a level where no fur- 
ther saving takes place.'? If tastes are the same among the trading nations, a 
group equilibrium position will be reached with each nation possessing the 
same capital/labor ratio." Trade in the two commodities will cease at this 
point. l 

Shifts in the terms of trade for countries either exporting or importing capi- 
tal goods are affected by much the same sort of factors determining the ex- 
change ratio for countries trading consumption goods. For example, a shift in 
preferences that raises saving propensities in either group of nations works to 
worsen the terms of trade of the countries importing capital equipment. In- 
creasing the initial stock of capital in either group of countries or raising the 
marginal productivity of capital, however, may either increase or decrease the 
price of capital goods, depending upon the relative strength of the substitution 


curve directly east of the old equilibrium point T, must be steeper than at T. Therefore, 
if future consumption is not an inferior commodity, the total volume of capital goods 
imported and produced domestically will be greater than under the no-trading conditions. 
For the capital-good-exporting nation, however, the new consumption-possibility curve 
will be flatter than before directly east of the old equilibrium saving point. Consequently, 
a lower accumulation point could be chosen without violating the noninferior good 
assumption. 

If the assumption of similar tastes and factor endowments for all individuals within each 
country is dropped, these conclusions will be modified. In particular, since—under the usual 
assumptions about production functions—the opening-up of trade increases the income of 
the abundant factor and decreases that of the scarce factor, there is likely to be a redis- 
tributive effect that lowers the aggregate saving propensity in labor-abundant countries 
and raises it in capital-abundant economies. It is possible for this shift to be so strong 
that initially the growth rate declines in labor-abundant countries that import capital goods. 

*This follows from the export-creating effect of capital accumulation for countries 
exporting the capital good (and the import-replacing effect of accumulation for countries 
importing the capital good), i.e, the Rybczynski effect in production, and from the assump- 
tion of & positive marginal propensity to consume the consumption item in the future periods, 

* Besides the, production of some amounts of the capital good and the consumption good, 
this condition requires that the full set of other assumptions needed for factor-price equaliza- 
tion be satisfied, See [4, pp. 48-49] and [10]. 

? A country might still export capital goods at this stage, however. 

“Tf tastes differ among the trading countries, relative factor endowments will not be 
the same at a no-trade, stationary-state equilibrium point. World income also will be higher 
than under no-trade conditions. 

“ The rate of interest, however, will still be equal among the countries, even though there 
is no production of the capital good. 
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and income effects between present and future consumption. The same holds 
true for increases in the labor supply, except that in this case the factor in- 
crease—besides having a production effect—tends to decrease a country’s pro- 
pensity to save and therefore its demand for capital goods. 

Should the relatively capital-abundant nations impose tariffs on the export 
product of the capital-scarce areas and thereby lower the international price of 
this item relative to the capital good, the accumulation rate of the latter na- 
tions will slacken. On the other hand, if the capital-scarce nations possess and 
exercise their monopoly power without retaliatory action by the capital abun- 
dant areas, they will increase their capital-formation rate. 


II 


Consider next the effects of dropping the assumption that capital is immo- 
bile between countries. This means that capital goods can flow from one coun- 
try to another without being financed by consumption-goods exports. Under 
the assumptions made in elaborating the previous model, the opening-up of 
capital flows will result in & transfer of part of the capital stock of capital- 
abundant nations to the capital-scarce countries. The transfer will cease when 
all possess the same ratio of capital to labor, since at that point the marginal 
productivity of capital will be the same in every country. However, this is not 
the end of capital flows and trade even under the assumption of similar 
preferences? in both trading nations. National income as distinct from domes- 
tic product will be higher in the creditor nations due to the interest payments 
on their invested capital. Whereas the consumption-possibility curves for do- 
mestic investment will be the same in all countries, the volume of savings will 
be greater in the creditor countries because of their higher income levels. Ad- 
ditional capital, therefore, will tend to flow into the initially capital-poor coun- 
tries as the accumulation process runs its course. Furthermore, the capital 
goods needed to undertake this additional accumulation will not be entirely 
produced in the initially capital-rich countries. Since the production possibili- 
ty curves are the same in all countries, it will be advantageous for the creditor 
countries to obtain some of the capital goods needed for their investment in 
the debtor nations by purchasing them with exports of the consumption 
commodity. 

Under the similar taste assumption the equilibrium capital-labor ratio will 
be the same in this case as in the no-trade and capital-goods-trade cases. But, 
unless the equilibrium interest rate is zero, the income level of the initially 
capital-abundant nations will be higher than in the relatively capital-scarce 
countries, because of their interest receipts. The capital-scarce countries are, on 
the other hand, able to reach the equilibrium capital-labor ratio in a shorter 
period of time than in the trade-alone and no-trade cases. They reap the 
benefits of capital accumulation on the productivity of their labor without 
having to pay the full foregone-consumption price of the equilibrium capital 
stock. 


n Time preference functions are assumed to have the characteristics described in footnote 4. 
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IV 


The preceding conclusion concerning the cessation of trade when equilibri- 
um is reached has been based upon a simple two-commodity, two-factor 
model. Introducing another capital good as both an input and output does not 
change this conclusion. However, if the output bundle is composed of (say) 
two consumption goods and one capital good and the factors of production 
consist of the capital good, labor, and a natural resource, then the outcome is 
modified. With two immobile factors, the same factor ratios in general will 
not be reached among trading nations under the similar taste assumption, 
and trade in consumption goods will continue at the stationary-state 
position.** 

For a larger proportion of trade, however, fixed natural resources (as dis- 
tinct from traded primary products) are likely to become a less important 
source of comparative cost differences among countries as technology and liv- 
ing standards rise in the world. It may be increasingly useful to regard inter- 
national trade, especially among the more advanced countries, as essentially 
an adjustment process in response to a disequilibrium situation. Moreover, if 
we consider the skill component of the labor force as a manipulatable variable 
that, by means of educational expenditures, changes during the capital ac- 
cumulation process, then factor-ratio differences other than those based on 
natural resources are not permanent. Therefore, trade should be regarded as 
based on such factors as short-run differences in the knowledge of productive 
techniques, and differences in tastes—a factor that may also be best regarded 
as short-run. Differences in the nature and rate of technological discoveries, 
differences in rates of population growth, differences in preference changes, 
etc., may well maintain the relative importance of international trade, but the 
pure theory of trade should make clear the dynamic forces tending to reduce 
trade. By ignoring capital-goods trade that is financed by current exports, in- 
ternational trade theory has failed to do so. 

RosERT E. BALDWIN* 
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Foreign Graduate Students: in ‘Béonomies: 


Since the end of World War, II there has been sustained EOS in hes num- 
ber of foreigners undertaking graduate work at U.S. universities. For the last 
ten years the rate of increase has averaged 11 per cent per. year,’ considerably 
higher. than the average 7 per cent rate of growth? in total graduate enroll- 
ment, Behind the expansion lies a complex of factors: a world-wide emphasis 
on education and development which has resulted in a rise in the demand for 
trained. personnel; a.willingness on the part. of U.S. graduate schools to accept 
for training a large number of students from abroad; the ability of institu- 
tions to provide the necessary. financing; and an improvement in education in 
many countries which has prepared. more students for graduate work. Foreign 
students inevitably raise problems for the universities. While the problems are 
not different in kind, they are certainly exaggerated in degree from those asso- 
ciated with training Americans. It is harder to interpret and compare creden- 
tials of foreign applicants; to find adequate financing for foreign students who 
are frequently ünable to draw upon personal funds because of currency regu- 
lations, and whose employment opportunities in the United States are re- 
stricted by. law; to design courses with content: and level appropriate for stu- 
dents of diverse backgrounds; to teach people whose comprehension of En- 
glish is imperfect; and to find topics suitable and faculty able to supervise dis- 
sertations for those who wish to work on problems of their own countries.’ 

As recently as a decade ago these difficulties, at least as regards depart- 
ments of economics, were largely confined to a small group of universities 


! This i is the rate of growth for the decade 1954-1964. Each us the Institute of Inter- 
national Education conducts a census of foreign students in the United States. The Hee 
on overseas students are taken from the Institute's anntml reports: [4]. 

à This rate is for the nine years 1954-63. The figure on graduate enrollment for 1963 was 
taken from [7], that for 1954 from [6, p. 210]. 
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which trained the majority of students from abroad.* But today graduate stu- 
dents from overseas are found in almost all U.S. economics departments.* The 
problems, especially those of selection, are compounded by the fact that appli- 
cations no longer come from a select group of overseas schools but from a 
wide array of countries and institutions.’ The increase in graduate students 
from abroad in economics has averaged 20 per cent per year® compared to 12 
per cent’ for the total graduate enrollment in economics, Today with roughly 
one out of every four advanced students being foreign, economics is as a disci- 
pline second only to agriculture in the percentage of its graduate candidates 
who come from abroad. 

While the number of graduate students in economics from all areas of the 
world has risen in recent years, the most rapid growth has been in students 
from Africa and Latin America. Table 1 shows the number of students coming 
from the world’s principal regions and separately for countries with 35 or 
more graduate students in economics. Information is also given in the table on 
the country of origin of graduate students in business administration, all for- 
eign students, and graduate students in economics for the year. 1962-63.? 

Some students from abroad never go back to their homelands. It has been 
estimated that in total about 10 per cent of all foreign students remain in the 
United States, but no more than 7 per cent of the Chinese students from Tai- 
wan, Hong Kong, and other South East Asian countries ever return to that 
area of the world [3]. The percentage going back to Korea is not much larger. 
Other countries with a substantial “loss” of students include India, Iran, 
Egypt, Lebanon, Pakistan, Greece, Colombia, Argentina, and Ecuador [3]. 
No separate information is available for economists,? but anyone who has vis- 
ited the campuses of the smaller colleges is aware that a substantial number of 


3 During the decade 1945-54 over half the foreign graduate students in economics were 
trained at 10 institutions. 

‘There is still considerable concentration of foreign students at particular schools; half 
the foreign economics students were enrolled at 18 institutions in 1964-65. But out of 170 
universities offering graduate work in economics, 153 reported at least one foreigner enrolled. 


€ In 1964-65 graduate students in economics came from 109 countries. During the decade 
1945-54, 40 per cent of foreign students in economics came from European and North 
American universities; in 1964-65 only 20 per cent came from these two areas. 

©The data on students in economics are available only for recent years. The rate reported 
is for the three-year period 1961-64 and is based on a tabulations prepared by the 
Institute of International Education. 

‘This rate is for the three-year period 1960-63 and is uken from the annual reports 
of [7]. 

* These figures exaggerate the numbers coming annually from India, China, Korea, and 
the United Arab Republic. Of those who began their graduate work in economics in 1963 
or 1964, only 4.7 per cent came from India, 6.4 per cerit from China, 3.2 per cent from 
Korea, and g 1.4 per cent from the United Arab Republic. The difference in figures is due to 
the fact that students from these countries remain longer on average in the United States. 

*Herbert Grubel has provided the author with some unpublished data on the number 
of foreign-born economists in the United States. His figurés show that 1300 or 12 per cent 
of the total are foreign born. Of this number, however, only Bu 300 came from regions 
other than Europe and Canada. 
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faculty at these schools are foreign-born. The new immigration bill will proba- 
bly increase the number of those remaining in the United States by granting 
immigrant status to individuals “capable of performing specified functions for 
which a shortage of employable and willing persons exists in the United States 
cocti LS. pete). 

Table 2 gives information supplied by economics departments with 30 or 
more students from abroad on enrollment, degrees, and financing of foreign 
graduates)? Eight of these 18 departments appear on Cartter’s list of the 
country's leading 20 [1]. In fact, of all foreign graduate students in econom- 
ics in 1964-65, 40 per cent were enrolled at the leading 20 institutions. 

Officials of the leading departments reported to the author that in the past 
the mean academic performance of foreign graduate students in economics has 
been poorer than that of U.S. students, and the dispersion of the foreigners’ 
records has also been greater. Table 3 gives a breakdown on enrollment and 
degrees for 98 departments of economics as a group, and for 18 departments of 
agricultural economics. This information suggests that, at least in regard to 
earning degrees, foreigners do about as well in graduate schools as domestic 
students. For example while 27 per cent of the present Master's candidates are 
from abroad, foreigners received 30 per cent of the Master's degrees between 
1959 and 1964. For doctoral candidates the situation is that 25 per cent of the 
students are foreign and between 1959 and 1964 foreigners received 20 per 
cent of the degrees. In the past, however, the proportion of doctoral candi- 
dates from overseas was smaller than it is today; adjustment for the lag would 
show that foreigners have also been about as successful as Americans in earn- 
ing the Ph.D. degree. 

The data in Table 2 suggest that at some schools foreigners have been less 
successful than Americans in earning the doctorate. A comparison of enroll- 
ment and degrees is, however, less accurate for a single institution than for a 
group. At the 20 leading departments 28 per cent of the enrolled doctoral can- 
didates are foreign; between 1959 and 1964 students from abroad earned 26 
per cent of the Ph. D.’s awarded by these departments. 

The tabulations of the Institute of International Education show that the 
percentage of foreign graduate students studying for the doctorate in econom- 


° The departmental figures used in this communication are, except where noted, drawn 
from reports submitted by the departments to the AEA for the compilation of [5]. Though 
all figures were checked with the departments, the author feels that certain questions may 
have been misunderstood and the figures inaccurately reported by some departments. 


" It has been said that some departments do not require as high a level of performance 
from foreign students as from Americans for the degree. Wharton [9] [10] stresses this 
point and then, as have other commentators on the subject, condemns the awarding of 
“second class” degrees to those from abroad. Wharton’s policy prescription is to assist 
foreigners to achieve the same level of attainment by spending longer on their education. 
There may, however, be a role to be played by “half-trained” economists; using Friedman’s 
analogy in discussing the training of doctors and lawyers [2, p. 153], the developing countries 
probably cannot afford only “Cadillac” economists. Certainly some American colleges employ 
teachers without the highest level of training. Perhaps the policy solution is more “labels” 
rather than more training. 
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TABLE 3—ENROLLMENT AND DEGREES BY NATIONALITY 






Departments of Economics" Mecca Agricul- 
Nationality Nationality 


U.S 
Enrollment 1964-65 
M.A. 282 
Ph.D. 245 
Special 15: 
Degree Status 
Not Reported — 
Total 542 
Degrees Awarded 1959—64^ 
M.A. 512 
Ph.D. 235 





* Based on figures submitted by 98 departments of economics. 

b Based on figures submitted by 18 departments of agricultural economics. 

° For a few departments the period for which degrees were reported differed slightly from 
the dates indicated, e.g., 1960—64. 


ics rose from 30 per cent in 1962 to 40 per cent in 1964.1? This trend seems 
destined to continue. Universities in the developing world are now attempting 
to upgrade standards by employing better-trained faculty. In the future most 
of those seeking Master's degrees will probably be planning careers in 
administration.? And many of these will receive their training in their own or 
neighboring countries. For these reasons it seems unlikely that there will be 
much growth in the number of foreigners seeking the M.A. degree in the 
United States. On the other hand, an increase in the number of applicants for 
doctoral programs seems almost certain because of the expansion in the for- 
eign demand for people with the Ph.D. and in the supply of those prepared to 
undertake graduate work at an advanced level. 

Table 4 shows that in 1964-65 only a fraction of foreign students received 
all or part of their funds from the universities. Universities tend to award 
their own funds to doctoral candidates, students from developed countries, 
and those already on campus. Other institutions giving aid follow different 
policies. The United States Government, for example, emphasizes fellowships 
of one or two years for Master's candidates from developing areas. Graduates 
in economics get considerably more support from their own and the United 
States government than do students in general; the governments of the Near 
East and Africa are particularly active in supporting economists. 


= The departmental figures presented in Table 3 indicate that 50 per cent of the foreign 
students were pursuing doctoral programs; the difference is explained by the fact that most 
of the departments not included in the table offered only Master's programs. 

? For these students graduate schools of business and public administration may provide 
training more suitable to their career objectives than departments of economics. 
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TABLE 4—FonEIGN STUDENT FINANCING BY SOURCE OF FUNDS^ 





Private 


Uni- U.S. | Foreign : 
poe s EIE T o 
Graduates in Economics 1964-65 | 29.505| 28.7%} 15.195| 10.395 16.495; 100% 
Degree Status: 
No Degree 25.7 44.3 7.8 10.7 11.4 100 
M.A. 18.3 34.7 20.0 9.9 17.0 100 
Ph.D. 43.1 19.3 10.8 10.6 16.2 100 
Areas of the World: si 
Far East 31.1 38.4 12:1 4.3 13.0 100 
Latin America 18.1 18.8 27.5 11.5 24.0 100 
Europe 43.7 20.3 10.0 4.3 21.6 100 
Near and Middle East 22.4 30.0 21.0 15.9 10.3 100 - 
Africa 16.6 17.6 15.0 32.6 18.2 100 
Canada and Bermuda 46.2 28.3 0.7 9.7 15.2 100 
Oceania, etc. 63.2 10.5 5.3 5.3 15.8 100 
Graduates in Economics 1962-63 | 28.9 27.9 14.6 10.5 18.2 100 
Graduates and Undergraduates ; 
in Economics 1964—65 24.7 38.1 14.5 8.9 13.9 100 
Years Enrolled 
First Year 20.0 36.1 19.2 7.1 16.8 100 
Second Year 26.6 31.7 17.6 8.8 15.3 100 
Three or more years 29.4 41.7 8.9 9.5 10.1 100 
Graduates and Undergraduates 
All Disciplines 1964-65 24.3 46.2 10.1 6.5 12.8 100 


* Based on special tabulations prepared by the Institute of International Education and 
tables in [4]. Those who were financed by two sources (e.g., university and United States 
Government) are divided equally between the two classes. 


Foreign students may well find it increasingly difficult to win acceptance at 
the leading institutions. Seven out of the top 20 departments (as listed by 
Cartter [1]) no longer offer programs leading to the Master's degree. And be- 
cause their preparation is different, foreign candidates frequently require semi- 
remedial training before beginning their doctoral studies; at institutions with- 
out a Master's program, courses at this level are commonly not available. The 
seven departments specializing in doctoral work follow restrictive admission 
policies, accepting in 1964-1965 on average only 13 per cent of their foreign 
applicants against a 43 per cent acceptance rate at the other 13 leading depart- 
ments. If specialization spreads, there may be a demand in the future for some 
departments to offer a Master's program designed to prepare students with 
weaker backgrounds, both foreign and American, for doctoral work at the 
leading institutions. 

To assist the economics departments determine which applicants meet their 
admission standards, the AEA has established a Foreign Students Screening 
Project. Committees of economists have been set up in many developing coun- 
tries to interview candidates, evaluate their credentials, and report to the eco- 
nomics departments on student qualifications. Any department wishing an 
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evaluation of a foreign applicant should contact the Association’s offices in 
Evanston. At least six weeks time should be allowed to obtain a report. 
Mitrarp F. Lonc* 
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An Implication of the Labor-Surplus Assumption 


In recent articles, G. Ranis and J. C. H. Fei [1] [3] have significantly 
elaborated the basic W. A. Lewis model (2] of the labor-surplus economy. In 
their model, a successful development effort is fueled by the saving of indus- 
trial capitalists which permits a portion of industrial output to be invested 
in both the industrial commercialized sector and the agricultural labor- 
surplus sector. Investment must be allocated to permit the simultaneous 
absorption by the industrial sector of (1) a larger agricultural surplus, and 
(2) a greater proportion of the labor force (at a constant real wage) [3, pp. 
540-46]. 

Since the allocation of investment between the two sectors is crucial to the 
growth and labor reallocation process, more should be said about the 
capital-allocation mechanism than the authors have already done (3, p. 
545]. This brief note suggests that the micro foundations of the agricultural 
sector's private investment function may be extremely shaky so long as 
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labor-surplus conditions prevail. Official intervention in investment deci- 
sions may indeed be in order, as the authors suggest [3, p. 545], if the devel- 
opment effort is to succeed. 

The labor-surplus assumption implies that the marginal social product of 
capital (its shadow price) exceeds its marginal private product. Moreover, 
án exogenous rise in the labor force (e.g., due to higher birth or survival 
rates) will drive down the private return to capital while its social product 
rises. Conversely, an increase in capital employed with a given labor force 
will raise its private return although its marginal social product fails. 

This “perverse” effect is illustrated in Figure 1. The capital stock and 
land are held constant, and labor is plotted along the horizontal axis. The 
marginal products of labor (fz) and capital (fx) are plotted along the verti- 
cal axis together with the traditional real wage (ti) and the private return to 
capital (r). Labor surplus conditions prevail if L exceeds Lo, since the margi- 
nal product of labor falls short of its real wage in that range. At Lo, the total 
product is 


Le 
25 frAl. 
EU 


The wage bill is OLsHü and capital's rent is the shaded “triangle,” E. The 
marginal private and social rates of return on capital coincide at ro=/fxo. Tf 
the labor supply were to rise to Z4, the wage bill rises to 0£,Di, and capitals 
rent is reduced by the shaded triangle, F. The marginal social return on 
capital rises to fx; but its marginal private return falls to ry. 


It would be hazardous to ascribe economic meaning to these results with- 
out detailed knowledge of the micro decision-making units and their institu- 
tional environment. The crucial point is whether or not investment decisions 
are made with respect to the marginal social product of capital (fx) or its 
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marginal private product (r). If investment decisions are made within an 
extended family unit, then little if any distinction is made between capital 
and labor income. Consequently, this type of unit can be expected to com- 
pare the change to its total product by adding more capita] with the margi- 
nal cost of doing so. Thus fx, not r, is the relevant decision-making variable, 
and no special problem is introduced by the divergence of fx and r owing to 
labor-surplus conditions. 

On the other hand, if the investment decision is made by a landlord who 
(1) has alternate investment opportunities, (2) is committed to paying the 
traditional real wage, and (3) is unwilling or unable to control L, then r is 
clearly relevant, not fx. If ro is the opportunity cost of investing in his agri- 
cultural enterprise, then a rise in labor from Lo to Lı may induce him to 
allow his agricultural capital to depreciate and invest elsewhere. Alterna- 
tively, he may raise his rate of return by more investment, restoring r to fro. 
But surely it is not clear that a falling rate of return will induce a higher rate 
of investment. | 

Various tenant and sharecropping arrangements bring both fx and r into a 
joint decision-making process too involved to analyze here. Nevertheless, 
perhaps enough has been said to suggest that the labor-surplus assumption 
may imply private investment behavior in the labor-surplus sector which 
could lead to underinvestment in agriculture, à fall in the industrial terms of 
trade with agriculture, and a consequent retardation of the development 
process. 

PELE A. NEHER* 


* The author is a graduate student of economics at Brown University. He wishes to thank 
G. H. Borts, J. Hanson, and a referee of this Review for their suggestions. Remaining errors 
are the author's. 
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Some Simple Propositions Concerning Cost-Push Inflation 


The government's wage-price guidepost policy is predicated on the as- 
sumption that firms in basic industries possess discretionary pricing power. 
But this assumption in itself does not suffice to justify government inter- 
vention in steel, copper, and aluminum pricing decisions. The case for 
intervention rests on the presumption that price adjustments in those key 
sectors have a significant effect upon the general price level. Clearly, if wage- 
price guideposts are to be frequently invoked in an attempt to combat infla- 
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tion, the task of obtaining quantitative estimates of the inflationary impact 
of autonomous price and wage adjustments in key sectors of the economy is 
of critical importance. 

How much inflation would have been generated if the price of steel had 
increased by $6.00 per ton in 1962? Obviously, the answer to this question 
must hinge in large measure upon the response of wages, profit markups, 
and prices in other sectors of the economy. In the first section of this paper 
we estimate the extent of the inflation that would have been generated if the 
price of steel had increased by $6.00 per ton in 1962 while the response of 
other sectors of the economy was constrained by the guideposts. Guidepost 
policy allows steel-using firms to respond to rising material costs by raising 
their prices rather than reducing their profit margins; similarly, the cus- 
tomers of steel-using firms may pass along their costs, and so on to the even- 
tual consumer. On the other hand, the guide posts do not permit money 
wage rates to adjust in response to rising prices. If the price response of 
steel-using sectors and labor are not governed by the guideposts, our initial 
estimate of the inflationary effect of a $6.00 increase in the price of steel 
must be modified. Section II considers the implications of certain sectors 
absorbing cost increases from profit margins rather than passing them along 
to their customers. Section III evaluates the effects of induced markup and 
wage increases that violate the guideposts. 

Our estimates are based on a series of quite general propositions that can 
be employed for estimating the inflationary effects of autonomous price and 
wage adjustments in any sector. In deriving these propositions, we employ 
the input-output approach developed by Wassily Leontief [2] for analyzing 
price movements. 'This approach takes into account both the direct pur- 
chases of steel and the steel content of other purchased inputs in evaluating 
the effect of à change in the price of steel upon production costs in other 
industries. This same procedure was utilized by Otto Eckstein and Gary 
Fromm [1] in their analysis of the contribution of steel to the inflation of the 
1950's. In contrast to Eckstein and Fromm, however, we shall employ the 
implicit GNP price deflator as & gauge of movements in the general price 
level. The complicated input-output procedure reduces to a matter of quite 
simple computations once the GNP deflator rather than the wholesale price 
index is selected as the gauge of movements in the general price level.? 


! Wage increases under the guideposts are equal to the trend rate of over-all productivity 
increase, which can be regarded as exogenous in analyzing the incremental effects of autonom- 
ous price adjustments. On the other hand, firms are permitted to raise prices in response to in- 
creases in nonlabor costs. Cf. [5, p. 189]. 


! A disadvantage of the wholesale price index as a measure of inflation arises from the ex- 
cessive weighting that it gives to such commodities as steel, because commodities enter the 
index repeatedly at successive stages of the production process. The GNP deflator has con- 
siderably broader coverage, including services and construction. While the GNP index has 
limitations as & measure of long-run price movements because of difficulties involved in making 
appropriate adjustment for quality improvements, this limitation is not critical when the ob- 
jective is to measure the incremental effect on the general level of prices of autonomous price 
and markup changes. An advantage of the GNP deflator is that it is based upon current quan- 
tity weights. 


COMMUNICATIONS 859 


I. The Basic Proposition 
We shall establish the following proposition: 


The impact upon the GNP implicit price deflator of an autonomous 
increase in the gross profit margin of a particular industry may be 
approximated by dividing GNP into the product of the change in the 
margin times the level of gross output for that industry, provided that 
gross profit margins in other sectors and wage rates are unaffected. 


This proposition suggests that if the steel industry had raised prices by 
$6.00 per ton in 1962 (an increase of approximately 3.8 per cent), it would 
have raised the general price level as measured by the GNP deflator by only 
one-tenth of one per cent;* that is, since 98.3 million tons of steel were pro- 
duced in that year and GNP was $553.9 billion, 


Ap — $6.00 X 98.3 million tons 
p $553.9 billion 


Although this figure may appear small, there are several reasons why it 
probably overstates the inflation that would be generated by a rise in the 
price of steel if firms in other sectors of the economy and labor abided by the 
guideposts. We shall see that the derivation of our basic proposition requires 
the assumption that the composition of final demand and the input-output 
coefficients are insensitive to moderate changes in relative prices. In utiliz- 
ing the final bill of goods that was actually purchased in the absence of the 
steel price rise in this calculation we are in effect employing a Laspeyres 
price index, and thus exaggerating the effects of the price increase.* The 
assumption of fixed technological coefficients also contributes to an over- 
statement of the inflationary impact of an increase in the price of steel.’ 
Furthermore, the proposition refers to a gross profit margin rather than to a 
price increase; consequently, it leads to an overstatement of the effects of a 
$6.00 per ton increase in the price of steel to the extent that the price adjust- 
ments permitted of other sectors under the guideposts, by increasing the 


= 0.001065 or 0.106597. 


3 This is an estimate of the incremental effect upon the general level of prices of an increase 
in the steel margin. The actual change hinges upon how a host of inflationary and deflationary 
forces balance out. The implicit price index increased from 115.8 to 116.7 (19542 100) from 
1961 to 1962, and our estimate is that the index would have stood at 116.8 if the price of steel 
had increased by $6.00 per ton in 1962. 


* The GNP deflator is a Paasche index; it uses current rather than base-period weights. But 
since the $6.00 per ton increase was not maintained, our measure utilizes weights in the ab- 
sence of the price change, and is Laspeyres in the sense in which the term is used by welfare 
economists. More technically, prices are weighted in the GNP deflator in accordance with the 
actual composition of final demand (the final bill of goods); if the price increase had been 
maintained, the application of our proposition would have yielded the change in a Paasche 
index because the weights would have reflected the shift in the composition of final demand 
induced by the price change. 

5 A hypothetical example will illustrate the necessity of assuming fixed technological coeff- 
cients. If aluminum and steel were essentially perfect substitutes, and if relative prices were 
such that steel-users were on the borderline of indifference between using aluminum rather 
than steel, a $6.00 per ton increase in the price of steel would precipitate the general substitu- 
tion of aluminum for steel without any material impact upon the price of final product. 
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costs of raw materials in the production of steel, prevent a full $6.00 per ton 
increase in the steel margin. 

In demonstrating the validity of our proposition it is convenient to em- 
ploy matrix algebra. Let P=[p,] denote the row vector of industry prices, 
A=[a,;] an input-output matrix of technological coefficients a,; revealing 
the quantity of good ; required to produce a unit of gross output of good 7, 
M = [m,] a row vector of gross profit margins, L= diag (/;) a diagonal matrix 
of labor coefficients indicating the amount of labor of the tth type necessary 
to produce one unit of the ith commodity, and W=[w,] a row vector of 
industry wage rates. Then the matrix equation 


(1) M=P—PA—WL 


defines the gross profit margin of each sector as the difference between price 
and unit material and labor costs. Thus, the gross profit margin includes 
capital consumption allowances and indirect business taxes. From this ex- 
pression it is apparent that given industry markups, wages, and the ma- 
trices A and L, the vector of sector prices may be determined by calculating 


(2) P=(M+WL(I — A) 


The GNP deflator is obtained by dividing GNP in current dollars by the 
value of final outputs measured by pricesin the base period. Let the column 
vector Y=[y,] denote the final bill of goods whose components reveal for 
each commodity 7 the sum of investment, consumption, government spend- 
ing, and the excess of exports over imports. Provided that trade, construc- 
tion, etc., have been included as sectors in addition to manufacturing, GNP 
is simply PY, and the GNP deflator may be denoted by: 


(3) $ = PY/P'*Y, 


where the superscript indicates, in general, that the variables refer to the 
base period. Utilizing (2) in conjunction with the fundamental equation of 
input-output analysis, Y =(I— A) X, yields: 


(4) PY = (M+ WL)(I — A)(I — A)X = (M -WL)X; 


this states that GNP is identical to the sum of value added by each industry. 
Substituting (4) into (3) and differentiating with respect to m,, the ith indus- 
try's profit margin, we have: 





(5) — = 


* Our basic proposition does not require the use of an estimated input-output matrix. This 
means that exogenous changes in the input-output and labor utilization coefficients as & result 
of such factors as technological change offer no difficulties, although we do require that the 
coefficients be insensitive to moderate changes in relative prices and wages. Note too that 
empirical considerations do not restrict the number of sectors, no problem of aggregation cón- 
fronts us, and in principle we could regard quantities ag measured in conventional physical 
units (e.g., tons of steel and hours of labor); alternatively, of course, the output of each sector 
can be measured in terms of prices in a base period, the units of measure being dollars, as is 
customary in empirical input-output applications. 
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Because the model is linear, 





(6) | Ap = 


which is our basic proposition. As a convention, it is convenient to adopt as 
the base P? the level of prices that actually would have prevailed in the 
absence of the margin change, hence, 100A? is the percentage increase in the 
GNP deflator generated by the increase in the profit margin. 

It is interesting to contrast the simplicity of (6) with the computations 
undertaken by Eckstein and Fromm [1] in their input-output analysis of the 
inflation of the 1950's. While they also assume that wage rates and profit 
margins in other sectors of the economy are unaffected by steel-pricing 
policy, they employ the wholesale price index rather than the GNP deflator. 
With this approach they have, instead of our equation (4), the expression: 


(7) PQ = (M + WL)U — A)?Q', 


where Q is a column vector of weights in the wholesale price index. The level 
of the index, then, is 


PO (M+ wn- AJQ 





" Pe = "pups pipe 
and 

c,Q? 
(9) Abs m peQ? Abi, 


where the vector c; is the ith row of (I —.4)-1. The implementation of this 
approach requires a reconciliation of the wholesale price index classification 
with that of an empirically estimated input-output matrix of flow coeffi- 
cients, the inversion of 7 — 4, and computation of the inner product of the 
vector of price index weights times the steel row of (/ — A)-!. This approach, 
unlike ours, is sensitive to errors in measuring the input-output coefficients.’ 

Charles L. Schultze [4] has employed a national-income-accounting 
framework which facilitates the comparison of industry price and cost 
movements with changes in the GNP deflator. He has emphasized [4, pp. 
19, 52] that his detailed tables presenting the contribution of various sectors 
of the economy to changes in the general price level for the 1947—57 period 
should be given an accounting rather than a “casual” interpretation. Since 
his tables are based on a formula equivalent to that stated in our basic pro- 


1 Eckstein and Fromm argued that if it had not been for the “extraordinary behavior ot 
steel” the wholesale price index would have risen by 14 rather than 23 points from 1947 to 
1958. This does not imply, however, that the application of their procedure would yield an 
estimate of the inflationary effect of a $6.00 increase in the price of steel in 1962 grossly dif- 
ferent from ours. The $6.00 increase that generated so much excitement in 1962 was much 
smaller in magnitude than the steel price increases that occurred in the decade examined by 
Eckstein and Fromm. 
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position, our analysis suggests that precisely the same assumptions as those 
specified in this paper and by Eckstein and Fromm would have to be satis- 
fied before Schultze’s calculations could be regarded as indicating the extent 
to which various sectors have caused inflation. Specifically, changes in 
profit margins and money wage rates must be exogenous and, in addition, 
the technological coefficients must be insensitive to moderate changes in 
relative prices.® 


II. Cost Absorption 


If, as is sometimes alleged, firms in certain sectors of the economy exercise 
discretionary pricing power rather than responding promptly to changing 
demand and cost conditions, it seems probable that these same firms may 
choose partially to absorb cost increases, at least temporarily, rather than 
pass them along to their customers through higher prices. In these circum- 
stances, the inflationary impact of an increase in a basic industry’s markup 
upon the general price level will be reduced or delayed. We shall show: 


When some industries absorb cost increases, while the remaining 
industries preserve profit margins in the face of changing costs, the 
inflationary impact of an autonomous increase in the gross profit mar-. 
gin of a particular industry is governed by the proportion of that indus- 
try's total output not required, directly or indirectly, by the cost- 
absorbing industries. 


To verify this assertion, which constitutes the price-dual of Paul Samuel- 
son's application of the LeChatelier Principle to input-output models [3], let 
us suppose, as a matter of notational convenience, that the first s sectors 
adjust prices in order to preserve profit margins while the remaining 
na3—n— n, sectors absorb cost increases. Let us consider the nX 8 matrix A of 
input-output coefficients in partitioned form: 


A = ps pd , 
Agi; Ag 
where the submatrix Ax is of dimension ny Xm, Án is 1X2, etc.; similarly, 


we partition P—[P;; Ps], and so forth. The matrix equation explaining 
prices in the margin-preserving industries is 


(10) Pi = Pidu + PiÁn + Mi + Wilh 
(11) = (PAs E Mi + Wily) (Lf a Ay) 71. 


Since the last 4 sectors are cost absorbers, the vector P} is exogenous. If we 
let the nı component column vector Xj*— [x] denote (7— 45) !Y;, the 
market value of all goods and services produced in the economy is 


(12) PY = PiYi t+ PiYs = (P2An + Mi + Wil) XE + PY: 
(13) = PY(AnXf + Y) + (Mi + WIL) Xf. 


8 See footnote 5. 
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Substituting this last expression into equation (3) yields a new expression 
for the GNP deflator: 


= P:(AnX#* + Yo) + (Mı + Wily) Xt 


14 
(14) Sur 
If one of the first n; (margin-preserving) sectors autonomously adjusts its 
profit margin, the GNP deflator will obviously change by 


af 
(15) Ap = Pu Am, (i = 1, 2, d n). 


This is smaller than our original estimate of the inflationary impact of a 
markup change by the proportion xi /x;—the fraction of the actual gross 
output of the markup increasing sector that is not used, directly or in- 
directly, by cost-absorbing industries in the production of the final bill of 
goods. On the other hand, the sector initiating the inflation may be a cost- 
absorber; that is, it increases its price and allows any subsequent induced 
cost increases to erode its gross profit margin. From (14) we see that in this 
case 


gr 
(16) TT (mdi c,m), 
where 
= asst; +; 
jel 


is the ith element of the column vector X,** = Ag X:+ Ys. The quantity z;** 
is that component of x; that is not used, directly or indirectly, by cost- 
absorbing industries. 

In utilizing our first proposition to estimate that the effect of a $6.00 in- 
crease in the price of steel would raise the GNP deflator by 0.11 per cent if 
all other sectors observed the guideposts, we were neglecting the possibility 
that the rise in prices precipitated by this action might raise the costs of 
inputs to steel and prevent the margin on steel from rising by a full $6.00 per 
ton. A $6.00 price increase under these circumstances means that steel is a 
cost-absorbing sector, and our estimate overstates the effects of the price 
increase by the ratio x,**/z,;, where z,** is the output of steel that Is not used, 
directly or indirectly, as inputs by the steel industry. 


III. Attempts to Preserve Real Shares 


Our suggestion that a $6.00.per ton increase in the price of steel would 
have raised the general level of prices by about one-tenth of one per cent was 
based on the assumption that money wage rates and profit margins in other 
sectors are unaffected by increases in prices, as required by guidepost policy. 
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In this section we explore the consequence of attempts in other sectors to 
preserve real wages or profit margins following an exogenous price increase. 
We begin by considering the effect of attempts by labor in all industries to 
maintain real wage rates. We will show that: 


If all money wage rates adjust to the increase in the cost of living, the 
original inflationary impact of an increase in the gross profit margin will 
be multiplied by the reciprocal of one minus labor’s share. 


Since labor’s share in U. S. output is roughly three-fifths, the inflationary 
impact of a $6.00 per ton increase in the price of steel would have been about 
0.27 per cent instead of the 0.11 per cent, if all wages adjusted to the price 
increase. 

This revised estimate relies on the assumption that movements induced in 
the cost of living index are about the same as the changes in the implicit 
GNP deflator so that the vector of industry money wages is: > 


(17) | W= pws, - 


where the scalar f is again the GNP deflator and W? the vector of initial 
money wage rates. Substituting (17) into equations (4) and (3) yields: 





(18) PY = (M + 9W*D)X, 
and l 

(M + 9W?L)X 
(19) p= —— c2 
Hence, 

MX MX/ i 
ad PCUPY-O WX rites 
where 

W*LX 
PY 


denotes labor’s share. 
The inflationary effect of a change Am, in the markup of sector i is there- 
fore: ` 


? PY M =A 





If only certain portions of the labor force maintain real wage rates as prices 
rise, A in equation (21) corresponds to that fraction of GNP represented by 
their money wages. 

More generally, equation (21) reveals the effects of the preservation of 
real gross profit margins and wages in specific industries, once A is appropri- 
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ately reinterpreted.? Suppose, for example, that while labor and producers in 
the manufacturing sector, other than steel, observe the guideposts, prices 
and wages in nonmanufacturing sectors adjust so as to preserve real shares. 
Under these circumstances, the inflationary impact of a $6.00 per ton in- 
crease in the price of steel would be considerably larger than our initial esti- 
mate suggested. Since gross product originating in manufacturing is roughly 
one-third of GNP, A= $ and a $6.00 steel markup increase in these circum- 
stances would raise the GNP deflator by approximately: 





= ;) = 0.32%. 


Ap 1065% 
Following the procedure set forth in Section II, this estimate can be ad- 
justed to take account of cost absorption, i.e., deterioration in the real wage 
or profit margins in various sectors. 


IV. C onclusions 


Any analysis of cost-push inflation is incomplete, for the concept neglects 
the fact that price increases reduce real final demand unless offset by expan- 
sionary monetary or fiscal policy. Subject to this limitation, the propositions 
set forth in this paper provide a simple method for obtaining quantitative 
estimates of the inflationary effects of autonomous price increases, once the 
responses of other sectors are specified. 

The extent to which a departure from the guideposts actually contributes 
to inflation depends upon both the magnitude of the violation and the sensi- 
tivity of the general price level to price adjustments made by the sector 
deviating from the rules of noninflationary behavior. We estimate that a 
$6.00 increase in the price of steel in 1962 would have raised the GNP de- 
flator by less than 0.11 per cent, +f labor and firms in other sectors of the 
economy had observed the guideposts. This suggests that violations of the 
administration's guideposts by so called “key industries" have not in them- 
selves constituted a clear and present danger to price stability. 

Autonomous price adjustments that induce other sectors to violate the 
guideposts have a more substantial effect. For example, we found that the 
inflationary impact of a $6.00 per ton increase in the price of steel in 1962 
would have been 0.27 per cent if unions negotiated wage adjustments pre- 
serving labor’s real share. Additional inflation would have been generated if 
firms in other sectors of the economy were induced to raise their profit mar- 
gins. This suggests that the case for enforcing the guideposts must be based 
on the argument that price adjustments in key sectors constitute a danger- 


? An increase In a particular sector's margin will cause all prices to rise proportionately if 
all other sectors adjust their prices so as to preserve their real shares. This result, which is in 
conformity with classical general equilibrium theory, is derived by observing that in these 
circumstances equation (20) reduces to p= M X /sni*x;, where į denotes the sector attempting 
to increase its margin, the only sector that suffers from money illusion. If no sector suffers from 
money illusion, A=1 and prices will rise indefinitely as the result of a sector’s attempt to raise 
the real value of its margin. 


866 THE AMERICAN ECONOMIC REVIEW 


ous precedent which will generate inflation by precipitating wholesale viola- 
tion of the rules of noninflationary price behavior. 


WILLIAM BRAINARD AND MICHAEL C. Loveri* 
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Rejoinder 


We wish that finished steel mill product prices had not doubled from 1947 
to 1957—or at least had risen no more than prices generally. We would have 
been spared a lot of writing. The steel companies would have been spared 
losses of markets to other materials, deterioration of their profit position, 
and the public attention which they do not welcome. Steel workers—whose 
wage increases contributed to the inflation in steel in the mid-1950’s— 
would have been spared large job losses and a weakening of their bargaining 
position. And the economy would not have suffered a loss in its international 
balance of trade of $1.25 billion in steel alone between 1955-57 and 1965, 
plus additional losses in machinery and other metal products. 

Our steel study of 1959 pointed out the obvious, that steel prices rose a 
great deal and that they had a pervasive effect on industrial product prices. 
Our methodology, using input-output, had some novelty, but the main 
points could have been made by simpler computations. 

The paper has spawned a succession of other papers, some serious pieces 
of work, others not. (Our favorite reply is U.S. Steel’s Jules Feiffer-like ad in 
a recent New Yorker.) The Brainard-Lovell paper does fall in the serious 
category, but not as serious as they think. Two of their three main points are 
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not particularly novel or new, and where they venture into new territory 
they are not quite serious. 


Our comments follow the organization of their paper. 

1. The logic of Proposition I has long been recognized. The arithmetic 
proposed by Brainard-Lovell was actually applied in our paper in footnote 
9 [2]. Charles L. Schultze’s analysis to which they refer is based on essentially 
the same scheme. And Martin Bailey presented a very similar mathematical 
argument in 1962 [1]. 

Brainard and Lovell’s empirical point is that a $6 per ton increase in 1962 
would have raised the GNP deflator by only 0.1 per cent if all other sectors 
followed guideposts. This seems like a tiny number, but if a single, price 
change can raise the economy’s over-all price level by 0.1 per cent, that is 
quite astonishing. During the period of industrial price stability from 1959 
to 1963, the over-all GNP deflator rose by 1.3 per cent a year mainly due 
to the rise of the indexes for construction, services, and government. Be- 
cause the deflators for construction and government are price indexes of 
Inputs rather than outputs, this figure overstates the price rise of that 
period, From 1963 to 1965 the GNP deflator rose at an annual rate of 1.8 
per cent, or an extra $ per cent. And more recently the rise in the deflator 
accelerated to 24 per cent. If the difference between price stability and 
inflation is only about one percentage point in the GNP deflator, then the 
Brainard-Lovell findings should make us look out for steel price increases. 

Brainard-Lovell also raise once more the old issue of the GNP deflator vs. 
the wholesale price index as an indicator of inflation. Both have their merits 
and their faults. The GNP deflator has substantial upward bias because its 
government and construction components are largely based on input rather 
than output prices. These two sectors account for almost half the rise in 
the period 1959-1963. The rest was mainly in services, another sector 
where prices are hard to measure. And these are all sectors with little direct 
participation in international trade. So this index is not a good base for 
measuring the significance of changes in specific industrial prices. 

The over-all wholesale price index suffers from a kind of “double count- 
ing" because it is weighted by the relative importance of sales, irrespective 
of whether these are in final demand or intermediate markets. For this rea- 
son our study gave equal stress to the impact on the wholesale price index 
for finished goods, where intermediate products such as steel have no direct 
weight at all. 

But more important, and as Brainard-Lovell agree, the isolated price 
increase is not the end of the story. Several basic materials, including 
steel, aluminum, plastics, (and also foreign steel) are substitutes; a price 
increase in one of these materials tends to produce Increases in the sub- 
stitutes. So substitution is a two-edged sword as far as inflation is con- 
cerned. More generally, the various feedbacks and spillovers in product 
and factor markets are the essence of the inflationary process. 

2. The second proposition is obviously correct. It says that, if some 
industries absorb cost increases and others pass them on, there will be less 
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inflation if the cost increases apply to cost-absorbing industries, Surely 
no one ever thought otherwise, 

3. The third section is an attempt to take account of the wage side of a 
mechanical wage-price spiral, in which all of the price increases are passed 
on in higher money wages, and all of the wage increases are passed on in 
higher prices. This is essentially a form of multiplier process, in which the 
analogue to the marginal propensity to spend is the fraction of income pay- 
ments going to wages. Nonwage income is the leakage. 

The empirical result which emerges—a multiplier of 3 on the initial price | 
rise because the wage share is 4—is an interesting illustration but not a 
serious estimate. The model leaves a good deal to be desired. The more its 
logic 1s extended to other incomes, the larger becomes this multiplier. For 
example, higher steel prices will raise the price of equipment, making for 
larger depreciation charges. And we know that wage determination is 
rather more complex. l 

4, The conclusion states “any analysis of cost-push inflation is incom- 
plete, for the concept neglects the fact that price increases reduce real final 
demand unless offset by expansionary monetary or fiscal policy.” This com- 
monly made statement overlooks the fact that a cost-push price increase 
simultaneously provides the increased income to validate itself. The increase 
of price does not directly cut purchasing power. It only transfers it. The 
beneficiaries of the cost-push price increase raise their own money income, 
thereby keeping total real purchasing power in the economy intact. A neu- 
tral fiscal policy, defined as absence of any. discretionary action, does not 
offset the price increase except in so far as inflation may lead to an auto- 
matic increase in the full-employment surplus. Whether “expansionary 
monetary policy" is needed to permit the price increase to be matched by 
rising demand depends upon semantics. If a neutral monetary policy is 
defined as maintenance of a constant free-reserve target, a definition given 
weight by the monetary authorities, then a cost-push inflation will auto- 
matically lead to an increase of the money supply. 

Lest we be misunderstood, we add that cost-push has been no more thana 
minor element in the recent increases of industrial prices. And steel prices 
were virtually stable in recent years. The steel price-wage episode of the 
1950’s might now best be turned over to the historians. The flood of 
imports and public concern have changed the behavior of steel prices in the 
United States. Perhaps this is one problem that has been solved. 

OTTO ECKSTEIN AND Gary Fromm* 
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Lifetime Income and Economic Growth: Comment 


In a recent article [1], Herman P. Miller discusses the effects of economic 
growth on lifetime earnings. His main findings are: 

1. The effects of economic growth are substantial and “the usual proce- 
dure for estimating lifetime income based on cross-section surveys tends to 
produce underestimates because of the failure to take future growth into 
account." 

2. *... the impact of growth appears to be greater for young men than 
for those past the prime working years" [1, p. 834]. These findings are based 
on Table 2 of [1] in which Miller breaks the relative change in income of 
given-age cohorts between 1949 and 1959 down into "change associated 
with age" and “change due to economic growth" and finds that the latter is 
of a substantial magnitude and that it declines rather rapidly with age. 

In Figure 1, B— A is the rise in income of an age cohort over the decade 
1950—60. This increase can be expressed in terms of the income of the cohort 
at the beginning of the decade and broken down into two components: 


(1) a4. 


The first component can be regarded as the age effect, as measured in rela- 
tive terms along the earlier cross-section income-age curve. The second com- 
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ponent is in fact what Miller treats as the “growth” effect. However, a com- 
plete breakdown of the relative rise of income of an age cohort over the 
decade is 


ii B-4 C-4,B- ie) as 
A A C A "P 


C—A . . B -— 
where F may again be designated the age effect, 

















may 





C—A B-— 
be regarded as a pu1e growth effect, and (+) ( C =) is an inter- 


action component. Miller's measure of the "growth" effect is the sum of the 
pure growth effect and the interaction component with the following results: 

a. His measure is generally higher than the pure growth effect. This is 
because the age effect as observed in cross-section data is positive and rela- 
tively large over most of the span. 

b. His measure of the “growth” effect will show a decline with age when 
the age effect 1s constant, will generally overstate the decline when it exists, 
and may understate a rise or even turn it into a decline. The reason is that 
the age effect, upon which Miller's "growth" effect was shown to depend, 
declines with age. This is reflected in the concavity of the log income-age 
curve as observed in cross-section data.! 


—C 
rather than 





B 
The advantage of measuring the effect of growth by 


B-C 





by is particularly clear in the case where economic growth is neutral 
with respect to age. If neutrality is defined in terms of unchanging relative 
age differentials in income (Le., the log income-age curve as observed in 
cross-section data slides uniformly upwards) then the growth effect as 


1 R, is the relative change in income of an age cohort over a decade; Ra is the relative age 
effect in the cross section; R; is the pure growth effect which is the relative change in income 
of an age group over & decade. Miller's measure of the growth effect, Rz", is 


a^ Ry = Ra — Re + Ra). 
Differentiating with respect to age, a, 


(2" HR. x Re et Ry. 


The first term is negative because of the concavity of the cross-section income-age curve. When 
the pure growth effect, Rp, is constant with respect to age, the second term vanishes, but Rj* 
will show a decline with age. If R, declines with age (dR,/da negative), Rọ” will decline faster 
unless the age effect is negative and large. If R; rises with age, R,™ can rise faster, or slower, or 
even decline. 
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measured by will be, in the case of neutral growth, equal for all 





age groups.? E » the measure used by Miller, will however show in 
this case a decline with age. Miller did not see any inconsistency between his 
finding that “the impact of growth appeared to be greater for the young 
men" [1, p. 834] and his own observation that “the variation in income with 
age based on cross-section data [i.e., presumably relative age differentials in 
income]... has been found to be quite stable" [1, p. 840]. The case of neu- 
tral growth is particularly important because only then can we interpret the 
relation between income and age in cross-section data as the static life cycle. 
Neutrality is a necessary but not a sufficient condition for unequivocal 
measurement of the age effect along either cross section curve. 


Table 1 presents a comparison between the growth effect as measured 








Be 
here, » and as measured by Miller ( z -) The first is calcu- 


lated directly as the relative difference in the income of identical age groups 
between the two censuses, based on the data in Table 1 of [1]. Miller's mea- 


TABLE 1—TxHe EFFECT OF GROWTH ON INCOME By AGE, 1949-59s 



















“Pure Growth Effect" 
(B—C)/C 


Miller's “Growth” Effect 
(B—C)/A 


Color, Years 
of School 
Completed 


AH Classes 

Total 
Elementary: 

Less than 
8 years 


“Source and Explanation: see text. 


2? Alternatively, the effects may be defined in absolute terms with “neutrality” correspond- 
ing to a case where absolute age differentials in income are constant through time. 
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sure is based on columns (3), Table 2 of [1].* The pure growth effect is some- 
what higher in the age group 35—44 than in older age groups but the decline, 
where it exists, is much smaller than reported by Miller, and in some cases 
there is actually an increase with age where Miller shows a decline. It is also 
interesting to note that the group least affected by growth is the group 
45—54 and not the oldest group 55-64. 

A discussion of the substantive issue of the relation of the economic 
growth to the shape of the i income-age curve is Deren the scope of this note. 


YoRAM BEN-PoRATH* 
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5 Miller's annual rates in his Table 2 are one-tenth of the decadal rates. | 
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Engineering Production Functions and Capital-Labor 
Substitution in Metal Machining: Comment 


I. Engineering vs. Heuristic Production Functions 


For some time the theory of the firm has been subject to an unfortunate 
division: in the classroom we talk about production functions involving 
physical inputs and a physical output; in our empirical work we are content 
to estimate cost or production functions from value and accounting data.! 
The former have come to be called “engineering production functions," 
while the latter have been termed “index numbers of production" [3], ‘‘dis- 
tribution functions" [4], and "surrogate production functions" [13]. At- 
tempts to refine these empirical production functions to bring them closer to 
the physical production functions of the classroom have led to a mass of 
literature. The difficulties involve such questions as: Under what conditions 
may factors be aggregated [5]? Should capital be measured as a stock or 
service?* Should there be corrections for price changes? (If so, should these 
entail weighting by (1) constant peress, (2) moving averages, or (3) labor 
time equivalents [15]?) 

In an attempt to break out ọf ns dualism and its, set of problems, 
Mordecai Kurz and Alan Manne used “engineering data” to estimate 


1 For a review of the literature, s see [17]; ; for a detailed discussion of the Cobb-Douglas func- 
tion, see [12]. 

? 'The definition of an engineering production function is a bit more specific as given by 
Chenery [1]. Output is a function of engineering variables, i.e., the qualities or characteristics 
of inputs, Equivalently, an engineering production function is a relationship between a physical 
output and physical inputs where each input is a vector of characteristics [1, pp. 511-13]. - 


3 For a discussion of these concepts, see Lave [10, Ch. 10, Sec. G]: 
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capital-labor tradeoffs in the metal-machining industry [9]. The novel fea- 
ture of the analysis was that output was measured by the numbers of opera- 
tions (of each particular type) that could be performed on aparticular 
machine during a work day. Since these observations consisted of output in 
physical units and capital in physical units (labor is accommodating), Kurz 
and Manne hoped to generate capital-labor tradeoffs free from the problems 
generally encountered in estimating production functions.‘ 

In estimating' Cobb-Douglas and constant elasticity of substitution pro- 
duction functions, Kurz and Manne measured capital as the purchase price 
of each type of machine. Inefficient observations, those inside the capital- 
labor-output frontier, were deleted from the analysis. In estimating the 
functions, dummy variables were used to take account of the difference 
between output tasks. For example, there were five classifications for the 
size of the piece being machined: very small to very large. These classifica- 
tions, in the form of 0-1 dummy variables, are shown in equation (1): 


(1) log Y = bo + bisi + Base + bass + basa + bass + +++ + P log K 


where the s; indicate the five size classifications, K is the purchase price of a 
particular machine, and Y is the number of pieces turned out during a nor- 
mal working day. (Groups of dummy variables for shape, tolerance, and lot 
size were also used.) An observation might consist of the number (Y) of 
pieces of size 3 (s3=1, $1 s= 547 55 — 0) which were turned out by a ma- 
chine costing $10,000 during a work day (Y and K are divided by L, the 
number of men working on the machine). When this equation was fitted to 
the data, the statistical results were good and the coefficients made eco- 
nomic sense (the implied share of labor in output was compared to Census 
estimates and the two were quite close). 

Eirik Furubotn argued that eqüation (1) was not an engineering produc- 
tion function since capital is defined in terms of price, not physical units [6]. 
He also argued that the measure of capital (machine purchase price) is in- 
adequate and “... the quantitative results obtained are open to question 

. " [6, p. 515]. Furubotn contended that the analysis could not be cor- 
rected (^... the censoring rule is invalid as stated by Kurz and Manne, 
and incapable of useful revision" [6, p. 615]) since the valuation of capital is 
necessarily subjective depending on the expectations of entrepreneurs. 

Is it possible to estimate an engineering relation of the sort defined in the 
classroom? Just what did Kurz and Manne estimate? How might their 
procedure have been changed? 


II. Theoretical vs. Empirical Production Functions 


Furubotn emphasizes the distinction between the physical production 
— of the classroom and the sort of function estimated in practice: 


dur iH function is to be established, information on prices is 
not needed. The efficient technical alternatives can be separated from 
the total array of processes on the basis of objective physical criteria; 


1 Other work along these lines includes [1], [2], [7], [14]. 


i 
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the problem here is technical rather than economic. Needless confusion 
is created whenever the distinction between these two levels of choice is 
blurred [6, p. 515]. 


In practice the technological relationships can not be kept so pure. As 
Chenery points out, the engineer is faced with a mushrooming set of possible 
input combinations, owing to the large number of possible materials that are 
relatively close substitutes [1, p. 509]. Unless alternatives can be ruled out, 
the set becomes so large that there is no possibility of handling it empiri- 
cally. (For example, a desk might be made of wood, steel, gold, diamonds, or 
many other materials; if the engineer attempted to consider all materials 
that would make a feasible desk, the number of alternatives would be too 
large to evaluate.) The engineer, according to Chenery, rules out inputs by 
assuming a set of prices. In contrast, the economist limits alternatives by 
aggregating inputs into two or three sets of factors, e.g., labor, capital, raw 
materials [1, p. 510]. 

Each of these simplifications leaves its mark on the estimated relation. 
The engineer’s production function will continue to describe the efficient 
process only as long as relative prices are approximately constant. The 
economist’s relation depends on each factor behaving as a Hicksian “‘com- 
posite commodity” (relative prices within each factor category must be 
constant) [8, pp. 33-34]. In addition, all relative technological relations 
between capital, labor, and raw materials must be essentially constant. 

With a large number of inputs, and a moderately large book of technol- 
ogy “blueprints,” it is extremely unlikely that a single, reasonably simple 
function would describe all efficient input-output combinations. Yet, it is 
just such a simple function which must be estimated in practice. Even neg- 
lecting the question of the constancy of the book of blueprints (neglecting 
technological change), only a part of the technology can be described, and 
that only approximately. In estimating & production function, one is esti- 
mating an approximation; it is important that the estimation procedure 
tailor the approximation to a particular use, Only if the biases and limita- 
tions of the data and estimation procedure are unimportant to the particu- 
lar context can a useful relation be estimated. | 


IIT. Capital-Labor Tradeoffs in Metal Machining 


To come back to the metal-machining context, the pure, physical produc- 
tion functional can be none other than the entire set of relations collected by 
Markowitz and Rowe [11]. These data, with which Kurz and Manne began 
their analysis, describe various physical outputs in terms of the labor and 
time required to produce them on a given machine; they are derived inde- 
pendently of prices. Unfortunately, the data are not very useful in this form. 
Without a scheme for aggregating or comparing the various machine tools, 
there is no way of summarizing the data and they remain 1,143 observations 
on 115 machines performing 129 tasks. Since these data were collected under 
the assumption of fixed labor-machine proportions, one cannot even get 
useful isoquants. 

Simplifying assumptions are necessary before the Markowitz-Rowe data 
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can be used to estimate capital-labor substitution. Machines must be com- 
pared and so some sort of price weights are necessary. Kurz and Manne used 
purchase price of each machine tool, and so their relation gives an estimate 
of the tradeoff between labor and machine purchase price. This tradeoff is an 
extremely limited one, as Furubotn points out, since a machine costing one 
dollar more than another, but lasting five times as long, would be labeled 
“inefficient” (assuming both give the same output per labor hour). Such a 
limited tradeoff might be relevant for & firm with an extremely limited 
amount of funds for purchasing equipment. 

To estimate capital-labor tradeoffs, Furubotn argues, present value, not 
purchase price, is the correct measure for comparing machines. Indeed, one 
must agree that purchase price is not likely to be a good surrogate for capi- 
tal's services. But one must specify the nature of the required relation before 
capital's services can be measured. 

Kurz and Manne decided to estimate an optimal efficiency locus rather 
than an "efficiency in practice" or "average efficiency” locus. This decision 
simplifies the analysis since it makes the problem of measuring capital more 
tractable. Which of the two measures (stock or service) will give the better 
approximation to capital's role and usefulness? Since it is the efficiency locus 
we are considering, we may assume that capital will be used efficiently. With 
full utilization and a fixed rate of interest, the two measures will be equiva- 
lent except for expectations about the future: what will be the rates of obso- 
lescence, price change, and technological change? Furubotn is correct in 
arguing that entrepreneurs will answer these questions differently, and so 
the value of capital will vary between entrepreneurs. However, Kurz and 
Manne are again free to choose the “correct” or “perfect foresight” expecta- 
tions since they are estimating the efficiency locus. 

The Markowitz-Rowe observations were generated independently: of 
price data; they represent an attempt to derive an exhaustive list of the 
operations that might be performed on 115 tools. No matter what set of 
prices is used to compare machines, some of these observations will be in- 
efficient. What place should an observation inside the production frontier 
have in estimating capital-labor tradeoffs? As in a theoretical treatment, 
these observations must be deleted before fitting the production relation. 
However, the censoring rule must be specified carefully and must be rele- 
vant to the use to which the resulting estimates will be put. The estimates 
are likely to be quite sensitive to the criteria of efficiency. 


IV. Changing the Kurz-Manne Procedure 


In an empirical study of the Kurz-Manne sort, a number of assumptions 
and approximations are required. An essential part of the study involves 


5 The get of “correct” expectations will be manifested in the model by the choice of capital 
(machine) values. Machines whose values render them “inefficient” will be deleted from the 
analysis. A machine will be purchased only if its price is less than or equal to the present dis- 
counted value of the profit that would be realized by using this machine. Thus, an independent 
hypothesis emerging from the analysis might be that inefficient machines, ones deleted from 
the analysis for all tasks, should be left unsold in the market. 
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testing the implications of the estimates. Kurz and Manne tested their esti- 
mates by comparing the share of capital in value added (implied by their 
estimates) with capital's share as given in the US. Census of Manufacturers. 
The Census data are not pure and so the two “... cannot be compared 
directly ...” [9, p. 677]; but the figures are comparable and lend some 
confidence to the estimates. ` 

A more direct way to test the estimated “del might have involved as- 
suming a price of labor (the price of capital is already in the model) and 
getting the implied prices and price differentials of each “task” (performing 
each machining operation). If the metal-machining industry is competitive 
and efficient, the prices implied by the model should be found in the market. 
Even if there is imperfect competition in the market, some of the prices 
ought to be correct (some of the tasks will be priced competitively) and all 
other prices should be above the predicted ones. Such a comparison (more 
than one hundred prices for comparison would emerge) should prove a sensi- 
tive one in testing the twin hypotheses of (a) competition and efficiency in 
metal machining, and (b) thé reasonableness of tbe estimated model. 

The last two comments are related to the Kurz-Manne statistical analy- 
sis. Dummy variables are used to take account of differences in size, shape, 
tolerance, and lot size of the piece being machined. As specified, the model 
cannot be estimated since it would give rise to a singular variance-covari- 
ance matrix [16]. Kurz and Manne follow the general procedure of excluding 
one variable from each of the sets of dummy variables and then using simple 
least squares. However, they do not note that the coefficients which are 
estimated will be the difference between the coefficient of each remaining 
variable and the coefficient of the excluded variable. Changing the excluded 
variable would have changed the number of “significant” coefficients.® 

Finally, it should be noted that their estimation procedures are part of a 
covariance analysis. They have asked questions about the relation between 
the capital coefficient and the various tasks. Such issues are part of the gen- 
eral question of which groups of observations.may be pooled to obtain 
parameter estimates of wider scope. Questions of interest include: (a) What 
sort of aggregation across machines or tasks is statistically permissible? 
In other words, is there a single model that describes all machine tools? 
(b) Just how many different capital coefficients and different intercepts 
should there be? (c) Is there really capital-labor substitution between dif- 
ferent machines? Covariance analysis would. provide answers to these 


questions. 
V. Conclusion ` 


The Kurz-Manne analysis represents & path-breaking attempt to esti- 
mate characteristics of the production function from engineering data. As 
with most pioneering studies, there were a number of difficulties and un- 


§ Suppose Y xs bobis tbs tbisa;, while s -E-5--53— 1. Then S'S will be singular and estima- 
tion by simple, least-squares techniques will be impossible. However, substitution is possible: 
571—5—5 and so Y —b-t-bis- 5s 5(1—5-—5); which simplifies to Y= (bo—b:) -+ (b: 
— h)sı + (by—5))s;. Thus, one would estimate Y= ao+a15:-+-Gasq. Testing the significance of a, is 
equivalent to testing whether b, is significantly different from 5;. If one chose to exclude an si 
whose b; was quite different from the other 6’s, all of the a; would be “significant.” 
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necessary limitations. Some of these were corrected by Furubotn; others are 
suggested here. In large part the problems stem from the failure to set out a 
specific question for analysis. It is not possible to estimate a general capital- 
labor substitution relation for metal machining, even given the existing 
technology. To render the data susceptible to analysis, some sort of machine 
prices are necessary, a censoring rule must be specified, and many other 
assumptions are needed. Since a range of plausible alternatives exists for 
each of the assumptions, the one actually chosen must be justified as being 
particularly appropriate to the purpose at hand. 
LESTER B. Lave* 


* The author is assistant professor of economics at Carnegie Institute of Technology. While 
not responsible for any remaining errors, Leland Case, Robert Strotz, Judith Rice, and Robert 
Eisner provided helpful criticism. 
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Engineering Production Functions and Capital-Labor 
Substitution in Metal Machining: Reply 


A point of universal agreement is that the production function of pure 
theory raises the most difficult problems for empirical work. If the concept is 
interpreted rigorously, an impasse is reached because the set of efficient 
technical alternatives for the typical commodity is virtually limitless and, 
hence, incapable of capture by any practical econometric technique. Pro- 
fessor Lave has emphasized, correctly, the need for empirical studies to 
focus on what is, in effect, a partial production function—i.e., a function 
defined subject to a series of price conditions and able to show some subset 
of the efficient alternatives. However, as the Kurz-Manne paper [3] makes 
clear, the introduction of prices does not eliminate all difficulties; indeed, 
new problems arise which seem almost as intractable as those from which 
escape is sought. And it is these latter prablems that deserve further discus- 
sion. 


I. Alternate Censoring Rules and their Deficiencies 


The K-M censoring rule is misleading because it asserts that, whenever a 
number of machines have the same output per labor hour, the best choice is 
necessarily the machine which has the lowest price and involves the least 
investment outlay. To escape the bias this efficiency criterion imparts to 
the production model, an alternate rule is needed. One possibility is to base 
the selection of technical alternatives on a comparison of machine-tool 
prices with the corresponding present values which can be estimated for the 
separate tools.* The latter approach permits choices to be made from the 
standpoint of optimization over time. Thus, reasonable weight can be given 
to factors which operate throughout the whole life of & capital asset and 
influence its effective economic contribution to the firm.? 

The use of the present-value concept may help to resolve one difficulty, 
but immediately raises another. Obviously, the present value attached to 
any machine tool depends on the expectations held concerning the economic 
environment in which the input will perform. However, since different ob- 
servers are almost certain to see future technical and market developments 

1 Thus, any quality of a machine which tends to raise its supply price, without simultane- 
ously altering its one-period productivity, must be viewed as undesirable. 

2 There are, of course, problems connected with the use of the present value approach. In 
general, machines will involve different investment costa and have different lifespans; thus, 
additional assumptions about the investment plan are necessary to insure comparability of 
the alternatives. Further, questions arise about replacement policy and the extent of the 
planning period. 

3 One Implication is that choice of relatively high-priced machines is conceivable. The pro- 
duction function obtained need not he shaped by the odd strategy of investment minimization. 
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differently, varied estimates of present value are possible for a machine,‘ and 
the problem of subjectivity appears. It follows that there can be as many 
production functions as there are entrepreneurs considering investment. 


IL The Optimal Efficiency Locus as a Solution 


The line of reasoning pursued so far leads to rather depressing conclusions 
about the possibility for deriving useful empirical functions. Lave is more 
optimistic. His argument is that both the investment-minimization bias and 
the subjectivity problem disappear when the Kurz-Manne procedure is 
interpreted as a search for an “optimal efficiency locus.” In other words, if 
we assume continuous utilization of equipment at the technically optimal 
output rate, a constant rate of interest, and perfect knowledge of all relevant 
factor and commodity prices over the planning interval, the K-M censoring 
rule is said to be satisfactory. Presumably, the same machine tools will be 
selected as efficient whether choice is based on present value or one-period 
productivity. Subjectivity ceases to be a difficulty because each entrepre- 
neur acts on the same information. That is, each individual knows the cor- 
rect values of future prices and, if rational, will adjust his production plans 
accordingly—with the result that uniform behavior emerges. 

This defense of the K-M rule is ingenious; it is not, however, completely 
convincing. Even granting a universe of perfect foresight, there is no reason 
to believe that machines requiring the least capital outlay will always be 
optimal. For example, knowledge of future market conditions might indicate 
that relatively durable, and hence expensive, machines are preferable to 
less-durable units. While the arbitrary assumption of full utilization of 
equipment may make adaptability characteristics unimportant, machines 
possess other properties which have significance for the investment decision. 
Differences in safety, reliability of operation, ease of maintenance, etc. 
count for something, and thus conditions may easily be such that greater 
capital outlays rather than lesser outlays are desirable. One can assert that 
investment minimization is the best policy to follow in defining the produc- 
tion function, but the perfect-foresight model does not necessarily imply 
this. 

Quite apart from the criticism just noted, there is a serious question con- 
cerning the usefulness of a model based on the idea that entrepreneurs are in 
possession of perfect knowledge of future events. In the limiting case,the 
economic system would have to be free of both primary and secondary 
uncertainty. But this conception of the world is purely theoretic. Merely to 
eliminate secondary, or social, uncertainty would require a complete set of 
forward markets [2, pp. 141-44], so there is no practical way of approaching 
the state where all entrepreneurs act alike. The fact is that, by tying such 
rarefied theoretical conditions to the K-M production function, the function 
becomes a very specialized construct. And, in consequence, there is a real 
problem as to where it can be applied. Since the assumptions of the “optimal 
efficiency locus" will not be met in the real world, the alternatives it shows 


4 The productivity of a machine tool also depends on the precise nature of the technical 
organization into which it is fitted. See [1]. 
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for capital-labor substitution need not correspond to those seen (and acted 
on) by the average entrepreneur or government planner. On the other hand, 
the concept is less general than the conventional production function and, 
thus, can play no great role in pure theory. 


III. Some General Implications 


If Lave’s explanation is rejected, the situation reverts to the one described 
earlier. We can use the original K-M rule and accept the investment- 
minimization bias, or consider present values and run into the problem of 
subjectivity. Moreover, the difficulty noted here transcends the specific case 
of production relationships in the metal-machining industry; a decision on 
the type of censoring rule to be followed must be made whenever a partial 
production function is defined. 

The conventional production function, which encompasses ali efficient 
alternatives, can be established (in principle) without recourse to price data. 
By contrast, a partial function demands the stipulation of prices so that a 
censoring rule can be framed and the field of acceptable alternatives re- 
duced. There is, of course, latitude for the introduction of various price sets. 
However, the existence of durable capital equipment in productive processes 
implies the need for multiperiod analysis. And, in general, the information 
necessary to define a partial production function includes not only the cur- 
rent prices of capital goods but a complete array of factor and commodity 
prices for all dates to the planning horizon.’ In short, what is required is just 
the kind of information which is impossible to know with assurance, and thus 
a large measure of uncertainty must attach to any production relationship 
drawn up with the aid of price data. 

Em G. Fu2vBorN* 


5 A production function is supposed to show the greatest output obtainable from any given 
input combination. However, in the stock-flow or multiperiod case, both the physical output 
produced and the types of cooperating inputs used may change over time. Thus, a comparison 
of input combinations involving capital goods can become quite complex. In effect, dissimilar 
time streams of outputs (and inputs) have to be contrasted. The only way to evaluate such 
heterogeneous mixes is to convert all elements to discounted dollar sums; but this kind of 
undertaking requires the assumption of a multiperiod price structure. 

* The author is professor of economics at the State University of New York at Binghamton. 
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Essays on Economic Policy, Vols. I and IL. By Nicmoras Karpon. New 
York: Norton 1965; London: Gerald Duckworth & Co., Ltd., 1964. Pp. 
xxi, 293; xxii, 320. $7.50 each; 50s. i 

The task of the reviewer of Nicholas Kaldor’s Essays on Economic Policy is 
simplified by the fact that the author has included his own review of the vol- 
umes in two introductory chapters, He explains what the articles are about and 
why they have been included. 

One reason for inclusion is to review the author’s intellectual progress from 
pre-Keynesian economist to a neo-Keynesian Kaldorian. Thus, Volume I be- 
gins with the 1935 article, “Wage Subsidies as a Remedy for Unemployment.” 
Kaldor explains that no one in his right mind would now agree with the analy- 
sis of the article. It is based on the erroneous premise that it makes sense to 
speak of the real marginal product of labor in the short run. And, even if that 
assumption were not erroneous, the real wage could not be equal to the mar- 
ginal product since, in times of depression, the marginal product is greater 
than the average product. Keynes in the General Theory made the assump- 
tions that Kaldor now rejects, and I continue to find it a useful starting point. 
Despite the author’s disavowal, I continue to admire the article as the best 
treatment of the subject I know of, notwithstanding Kaldor’s new theories 
concerning such matters. 

The second essay, “Quantitative Aspects of the Full Employment Problem 
in Britain,” already published as an appendix to Beveridge’s Full Employ- 
ment in a Free Society, must arouse nostalgic memories in the countless econ- 
omists round the world who were working on the same problem, at the same 
time, on the same lines. As one of those, I express my admiration for Kaldor’s 
performance. Incidentally, the article is a useful reminder to those who re- 
garded the U.S. tax cut of 1964 as a new discovery in economic analysis, The 
achievement in 1964 was that the President and the Congress were persuaded 
to accept the economic analysis as the basis for political action. 

Kaldor observes the economic scene with the cold detachment of a Ricardo. 
While he is presumably attempting to design the kind of world he would like 
to see, ideology and emotion rarely intrude into the argument. He is a func- 
tionalist rather than a sentimentalist. No public tears are shed for the starving 
poor. A man may be as rich as Croesus provided he invests rather than con- 
sumes. In fact, as with Ricardo, capitalist savings are virtually the sole source 
of private saving. Landlords are not wicked; they are not functional. Like 
Ricardo also, great intellectual power is exhibited with an absence of wit, a 
solemnity of purpose, and hasty drafting. Spectacular conclusions emerge from 
the "stylising" (to use Kaldor’s word) of facts and premises. 

Flattering though comparison with Ricardo must be, Kaldor may not like 
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it, since he claims to have solved the problem of distribution and growth 
which baffled the classical economists; and which in his view the marginal 
productivity theory cannot solve under conditions of technological change. 
Since this theory underlies many of his policy recommendations, it is incum- 
bent on the reviewer to comment on it. Economists have been saturated with 
variants and elaboration of Kaldor’s theory in recent years. But the central 
ideas remain unchanged, and presumably the 1958 model, now republished, is 
still held by its author to be valid. 

The classical economists, Ricardo and Marx, said that savings came from 
profits, and that the profits share in national income determined the rate of 
investment and, hence, the rate of growth. Kaldor stands them on their heads. 
He argues that the full-employment rate of investment and, consequently, the 
rate of growth, is determined by the “technological climate,” and is indepen- 
dent of profit rates, interest rates, and wage rates. At the same time wage 
earners generally save nothing, profit receivers save a fixed proportion of their 
incomes. 

With the economy held at full employment, Keynesian Multiplier processes 
establish a rate of saving equal to the predetermined rate of investment. Since 
the multiplier cannot work on output, which is fixed in the short run, it must 
work on the distribution of income. The argument leads directly to the dra- 
maticaly simple formulas; P 1 lI andP G where P = profits; 


y a Y K a 
Y, real output; K, the stock of capital; G, the rate of growth; and a, capitalists’ 
propensity to save. l 

In short, the profits share, and, consequently, the wages share and the rate 
of profits, and the rate of growth are determined by the technological climate 
and the capitalists’ propensity to save. 

The consequences of the theory are alarming—if capitalists want to in- 
crease their share and the rate of profits, all they have to do is to increase con- 
sumption. Their profits will rise correspondingly and the wage earners will 
pay for their Cadillacs. On the other hand, if wage earners decide to save, 
their share will be reduced; and the rate of profits will increase. The savings 
of the workers will go to support not investment, but capitalist consumption. 
We have learned over the years to accept topsy-turvy economics. But this the- 
ory imposes new strains on one’s credulity. 

I do not mean by these remarks to imply that there is not much of value in 
Kaldor’s theory. In fact, it has much in common with Schumpeter. The inno- 
vator cannot, in the nature of the case, base his decisions on close calculation 
of factor scarcities and marginal productivities. A classical or neoclassical the- 
ory is almost bound to underplay the vital effects of innovation and technical 
change. But recognition of that fact does not require the overthrow of all that 
has gone before. | 

Kaldor recognizes, however, that his redistributive process is constrained by 
lower limits to real wages and profits. Wages cannot fall below “subsistence,” 
and profits cannot fall below the levels determined by "degree of monopoly." 
He does not show that these boundary conditions are, in general, inoperative. 
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If they are generally operative, we are back in a classical or neoclassical 
world. The supply of savings will have an influence on the amount and char- 
acter of full-employment investment. 

Furthermore, to assume a fixed capitalist propensity to consume seems to 
me wide of the mark. Corporations can and do alter their dividend policy in 
the light of their investment requirements. Decisions to invest can alter the 
rate of saving, but they may do this by altering the propensities rather than 
through bringing about Kaldorian redistributions. In my own work, I am con- 
tent to assume that the distribution between wages and profits remains fairly 
constant, apart from cyclical disturbances. 

Kaldor uses his theory in its unqualified form to arrive at important policy 
conclusions. He deduces that an increase in the rate of growth is likely to be 
inflationary. According to the theory, it will involve a redistribution in favor 
of capital. Wage earners will then try to recover their former relative position 
by pressing for money-wage increases, and wage-price inflation will be the re- 
sult. Most economists would argue that increased economic growth arising 
from productivity increases has effects on distribution that are not known in 
advance and, in any case, contributes to price stability by permitting in- 
creased money wage increases under conditions of stable prices. 

Another application of the theory leads to the conclusion that inflation may 
be necessary in a slow-growing economy with a correspondingly low rate of 
profit. If the real rate of profit, determined by the model, is 4 per cent, and the 
money rate of interest is also 4 per cent, there is no margin with stable prices 
to allow entrepreneurs to cover risk and uncertainty. In such a situation, Kal- 
dor recommends money-wage increases followed by price increases. For in- 
stance, 8 per cent inflation would provide a comfortable margin between the 
profit rate and the interest rate. While the real rate of profit and the distribu- 
tion between profits and labor remains unchanged, the inflation permits the 
entrepreneurs to exploit the rentiers, on a permanent as well as a temporary 
basis. The question that Kaldor does not answer is how much of this treat- 
ment the rentiers will stand. It is quite clear that they will not continue to be 
happy with 4 per cent, 

Kaldor complains (Vol. I, p. 189) that Keynes “who had such a remark- 
able intuition in this field, was curiously blind to the implications of continu- 
ally rising money wages for the inducement to invest." 

When we turn to Kaldor the tax expert, we return to the classical world, 
and Ricardo is on his feet again—especially with respect to underdeveloped 
countries, Savings again become the main determinant of investment and 
"taxation (and other compulsory levies) provides the most appropriate instru- 
ment for increasing savings for capital formation out of domestic sources" 
(Vol. I, p. 226). Here, the boundaries of the growth model have clearly been 
reached. In fact, he may well carry his point of view too far. Like many “de- 
velopment economists," he considers agriculture to be a large untapped source 
of revenue. The record of countries that have attempted to finance industriali- 
zation by taxation of agriculture is not reassuring. 

In addition to raising resources for development, Kaldor regards progressive 
taxation measures as a major and necessary instrument of redistribution of 
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income and wealth “as the only alternatives to Lenin or Mao Tse-tung.” 
Economists are rarely given opportunities to test their ideas in the “laborato- 
ry.” Kaldor is an exception; his tax proposals have aroused political contro- 
versy and sometimes disturbance in India, Ceylon, Mexico, Turkey, Ghana, 
and British Guiana. As he wryly says, “The power, behind the scenes, of the 
wealthy property-owning classes and business interests, proved to be very 
much greater than the responsible political functionaries suspected.” Land- 
lords and businessmen had evidently read somewhere that the power to tax is 
the power to destroy. But the record is still incomplete. Some of them may 
wish they had heeded Kaldor when they get Mao. 

I have not left myself enough space for a detailed review of the essays con- 
cerned with international problems. The earlier essays are concerned with the 
still-unsolved problem of reconciling domestic full employment policies with 
external balance. Kaldor is far more tolerant of direct import controls and bi- 
lateral arrangements than many economists. He does not discuss the possibili- 
ty of floating exchange rates. His preference is for a scheme of automatic com- 
pensatory finance that will permit countries to finance their deficits on a basis 
that is largely automatic. 

The problem that concerned Kaldor at the end of the 1940’s was different 
from the one that preoccupies economists today. He, like many of us, was then 
concerned with the international consequences of a depression in one or more 
of the industrial countries, which would reduce the demands of those countries 
for exports from the rest of the world and hence plague other countries. Such 
countries would then receive financial assistance to help them cope with events 
beyond their own control. 

The record of the intervening period has shown that deficits arise largely 
from the inflationary consequences of the country’s own internal policies, In 
that event, the granting of automatic credit could enable the inflating country 
to exploit the rest of the world. Kaldor was not alone in failing to foresee the 
inflationary tendencies of the contemporary world, which have resulted in part 
from the types of policy he recommends. But not everyone republishes his 
15-year old essays without modification or reconsideration. 

A large part of the second volume is concerned with the alleged economic 
disadvantages of primary producing countries. Kaldor has struggled valiantly 
to devise commodity stabilization schemes and commodity agreements that 
are generally acceptable—with no more success than anyone else. The volume 
includes a proposal for a commodity reserve currency, prepared jointly with 
A. G. Hart and J. Tinbergen, It would be inappropriate for me to attempt to 
comment on this highly interesting proposal in the present review. 

Whether or not one agrees, it is an exhilarating experience to observe Kal- ` 
dor’s unquestioned analytical ability applied to concrete problems. But the 
aspiring policy adviser will feel disconcerted about the power of logical argu- 
ment to exert a direct influence on the course of events. Most advice is effec- 
tive only when it goes in the same direction as the political tides. But one has 
the feeling that some puckish streak in. Kaldor prevents him from giving his 
proposals a fair chance. In his report on Chile, which was presumably in- 
tended to influence the Chilean government, he states: 
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In the circumstances, the general presumption must be that neither from 
the point of view of economic growth nor of social justice did these [direct 
economic] controls yield any net benefit as compared with what the situa- 
tion would have been if the allocation of resources had been left to the blind 
operation of market forces. There can be few fields of political action 
where the willingness of governments to prohibit and to prescribe is so out 
of proportion to the intelligence at their command as to what ought to be 
prohibited or prescribed. The application of detailed controls in capitalist 
economies is often no better than quack medicine. There is a great deal of 
straightforward corruption which goes to nullify the intended effects of 
detailed physical controls and yet leaves behind an unnecessary amount 
of social and economic rigidity” [Vol. IT, p. 235]. 


Without question, Kaldor has the courage of his convictions. Whether he is 
adept at the art of persuasion is a different matter. 
ARTHUR SMITHIES 
Harvard University 


Memoirs of Capitalism, Communism, and Nazism. By Carvin Hoover. Dur- 
ham, N.C.: Duke University Press, 1965. Pp. x, 302. $8.50. 


Economists have not customarily written their memoirs. I can recall only a 
. few, of which J. S. Mill’s classic Autobiography, Alvin Johnson's interesting 
Pioneers Progress, and John Ise's Sod House Days come readily to mind, and 
the last was concerned more with the life of Ise's parents than with his own. 
This is not as it should be. Lawyers regurgitate their briefs and extol their life 
in court, while doctors dwell fondly on their past operations. Why shouldn't 
economists have their say? 

The book before us is a nice blend of personal reminiscence, the develop- 
ment of ideas, and description and analysis of the part-time career—but very 
extensive at that—of a public servant. Hoover came from a low-income family 
in Illinois—his father was a section foreman on the Minneapolis and St. Louis 
railway—and his tender years were not very tender. Since the reviewer also 
spent some time as a section hand he can testify that there is no better spur to 
the desire to advance oneself than working on a tired railway roadbed under a 
Midwestern sun. Hoover describes his difficulties, despite the assistance of a 
devoted family, in getting a high school education and dwells, with forgivable 
nostalgia, on the three years spent at Monmouth College before he joined the 
army and sailed for France to participate actively in the last few months of 
World War I. 

After the war Hoover took up farming but soon decided, as so many have 
before and since, that there are easier and more profitable ways of making a 
living. One is reminded of that other Middlewesterner, that haberdasher from 
Kansas City, who also demonstrated that one of the routes to public advance- 
ment is inability to meet a payroll. After finishing his undergraduate work at 
Monmouth, Hoover, now married, decided to do his graduate work at Wiscon- 
sin on the advice of one of his teachers that “the economics department of the 
university was probably the best known in the United States." Here he came 
particularly under the influence of John R. Commons and Selig Perlman. åI- 
though his special field was labor problems, Commons awakened his interest 
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in economic history, and his first published work, in the Quarterly Journal in 
1926, was entitled “The Sea Loan in Genoa in the 12th and 13th Centuries.” 

Before completing his work for the Doctor’s degree Hoover accepted a posi- 
tion in the School of Business at the University of Minnesota, where he re- 
ports that “Professors Garver and Hansen went a long way in compensating 
for the deficiencies in my training in economic theory up to this time.” Despite 
this encroachment of orthodox economics, however, one can justly say, sur- 
veying the full sweep of Hoover’s work, that the Institutionalists of Wisconsin 
left a permanent impress. 

After two years at the University of Minnesota he accepted a call as assis- 
tant professor to Duke University where he has served for over forty years. 
The relation between Hoover and Duke University seems to have been a sin- 
gularly happy one. The University was extraordinarily generous with leaves of 
absence for research and government service and, in turn, Hoover accepted his 
full share and more of University obligations. For 20 years he was Chairman 
of the Department of Economics and for ten of these years Dean of the Grad- 
uate School. Greater love than this hath no man. 

Most of the book is devoted to his activities during leaves of absence from 
the University in the Soviet Union, in Germany, and in the service of the gov- 
ernment. Hoover’s central intellectual and moral interest has been the life of 
man under the totalitarian regimes of Communism and Nazism as compared 
with Western Capitalism. It is a theme that has run through his major books 
and much of his other writing. It appears in his first book, Economic Life of 
Soviet Russia, reappears in his second, Germany Enters the Third Reich, is 
carried forward in Dictators and Democracies, and is stated in mature reflec- 
tion in The Economy, Liberty and the State. The mixture of personal remi- 
niscence and analysis of the political economy of the various regimes he sub- 
jected to study makes of his memoires a sort of histoire raisonée of the 
twentieth century. 

Hoover's entry into government service came during the New Deal days of 
the 1930's. He describes himself as an early Keynesian convinced even before 
the appearance of the General Theory in 1936 that “a general deficiency of 
demand, such as existed during the Great Depression, could be cured by mas- 
sive creations of purchasing power through deficit financing." In late 1933 he 
accepted an invitation from Rex Tugwell to become an economic consultant to 
the Agricultural Adjustment Administration. Here he came in contact with a 
group of people whose diversity of background, outlook and personality was 
not to be matched until his later association with the O.S.S.; among them 
Henry Wallace, Chester Davis, Jerome Frank, Lee Pressman, Fred Howe. In 
the course of time Hoover took over Howe's position as Consumers! Counsel 
in which position he reports that his attempts to protect the consumer by price 
regulation left him with a deep nostalgia for the free market. He returned to 
Duke in the academic year 1936-37, devoting attention during the next few 
years to the economic problems of the South and to writing and speaking in 
favor of preparation for the war he saw coming. 

He entered government service again as a consultant to what later became 
the Office of Price Administration and, shortly after the United States de- 
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clared war, he joined the Office of Strategic Services. Hoover’s life as an Intel- 
ligence Agent was more glamorous than that of most economists who tempo- 
rarily entered that calling. After a few months in the Research and Analysis 
branch of the organization he joined the Secret Intelligence branch and was 
put in charge of operations in Scandinavia. Having contributed his mite to 
tearing down the German economy, he was soon to find himself, under Gener- 
als Clay and Draper, fighting off the minions of Morgenthau in order to build 
it up again. 

Although later Hoover was to be called back into intelligence work for short 
periods and spent some time on the Marshall Plan and later aid programs, he 
has devoted most of the postwar years to teaching and research. Top manage- 
ment at Duke and his colleagues in the Department of Economics must have 
breathed a sigh of relief to have their wandering scholar on the ground once 
more. Hoover, as a matter of fact, was one of the first of that tribe of econo- 
mists, now so numerous, who divide their time between public affairs and uni- 
versity life. In many cases scholarship suffers heavily or, if not that, attention 
to University affairs. Hoover, however, managed to publish eight books and 
innumerable articles while carrying more than his share of the load of aca- 
demic administration. And no one can deny that his varied and colorful career 
has provided material for memoirs substantially more captivating than a more 
sedentary life would have been likely to generate. 

Epwarp S. MASON 

Harvard. University 


The Politics of Bureaucracy. By Gorpon Turrock. Washington: Public 
Affairs Press, 1965. Pp. 228. $4.50, 

Gordon Tullock's book is an analytic study of the internal workings of hi- 
erarchical organization, purporting to refer to governmental and business 
units alike, but drawing most of its factual illustrations from his close expe- 
rience with the U.S. Foreign Service. The work presents an informal model of 
hierarchy. Roughly the first half has a preponderantly positive role: how such 
organizations operate. The second half has a more mixed but preponderantly 
normative role: why they operate inefficiently, and what can be done to im- 
prove performance. The distinctive approach of the book is to assume that 
each member of the hierarchy is a rational utility-maximizer, and to examine 
how this affects the setting of work goals at the different levels of the hierar- 
chy and the degree of fulfillment of these goals. The analytic unit is not the 
multiple pattern of a table of organization but the simple dyadic relationship 
—taken one at a time—of inferior to superior, superior to inferior, and peer to 
peer within the hierarchy. The approach carries the economist's method of the 
individualistic decision-making context into organization theory. This is part 
of a recent general stirring of interest, marked by the efforts of Anthony 
Downs, Buchanan and Tullock, and the present reviewer among others, in 
applying the general methods of economics to the explanation of political and 
other nonmarket forms of decision-making. 

The tenor of Tullock's conclusion is rather pessimistic. Because of individ- 
ualistic self-seeking throughout the organization there is likely to be 
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significant slippage between what is the ostensible function(s) of the organi- 
zation and what actually goes on. Only in an ideal, unrealizable state will an 
organization be efficient—i.e., will its rewards and punishments and operating 
procedures be structured so that individual interests dovetail to achieve the 
leader’s formulated goals. To a greater or lesser extent in real-world organiza- 
tions, for every dyadic relationship self-interest will generate a divergence be- 
tween the behavior of an inferior which maximizes his superior’s utility and 
that which maximizes his own utility. Therefore, detailed supervision at every 
level is critically necessary for tolerable performance, since good faith or in- 
trinsic teamwork cannot be assumed. But such supervision is generally severe- 
ly hampered by the unavailability of dependable evaluational shortcuts and the 
excessive costliness of what cumbersome observational methods are available. 
So supervision is allowed to be inadequate and so an organization will be 
inefficient. 

Worse than this, it is not simply that the cost of achieving organizational 
objectives will be higher than they “have to be” (in some sense), certain types 
of objectives can not be realized by hierarchical organizations at all! The 
more intricate and extensive is the coordination of activities needed to 
achieve the objective, the more inefficient will the hierarchical form of organi- 
zation be, since coordination demands supervisory relationships, and each 
such relationship results in slippage-error. Moreover, the errors of one super- 
visory level are cumulated at each subsequent level. The more levels of coor- 
dination that are necessary, the greater is the multiplier of cumulated error. 
Some complicated tasks—and Tullock makes it clear that he believes this ap- 
plies extensively to present governmental objectives—engender so much cu- 
mulative supervisory slippage that they literally cannot be achieved by hierar- 
chical organization, no matter how large the organization. It rests with decen- 
tralized modes of decision-making, such as the market, to accomplish such 
tasks if, indeed, they should be tried at all. (In the last section of the book, 
however, Tullock does consider supervisory methods that could improve 
efficiency somewhat.) 

Tullock’s results are not only disturbing, they are highly perplexing. Eco- 
nomic resource allocation theory suggests that a desideratum for internalizing 
certain processes under a “single” decision-making roof—a hierarchical orga- 
nization—instead of leaving them external to an enterprise with a relationship 
based on periodic market transactions, is the need for intimate extensive coor- 
dination or integration with other processes operated by the enterprise. In 
other words, the need for coordination makes hierarchy more attractive rela- 
tive to the market, not less. The key to the anomaly seems to rest in Tullock’s 
misleading identification of coordination with supervision. It is not the coor- 
dination of separate contributions that is necessarily erroneous, it is the ina- 
bility of the supervisor to be objectively certain that each or any one of the 
contributions is what he really wants. To be certain he would have to dupti- 
cate the work of each of his operatives. It is this duplication for each and 
every component that is administratively impossible. Tullock’s argument 
about coordination is misplaced. 


BOOK REVIEWS 889 


How serious is his argument about supervision? It stems from the argument 
that inferiors can have incentives to perform their tasks in ways that diverge 
from what their superiors want yet without their superiors knowing it. (The 
argument that they are giving superiors what they want but which diverges 
from the organization's objectives simply shifts us to the question of why 
these supervisors then do not perform their tasks in ways that conform to 
what their supervisors want, which is the logical structure of the issue we are 
considering.) It is one thing to argue the hypothetical existence of such an in- 
centive, it is another thing to establish the circumstances under which the in- 
centive will be acted on and the systematic manner in which it will be em- 
ployed. Without these it is extremely difficult to know how seriously to take 
the argument. 

We do have treatments in the literature about systematic management in- 
centives for nonprofit-maximizing behavior in large corporations, e.g., overem- 
phasis on growth, conservative investment patterns, excessive liquidity. But 
Tullock does not help us here. A real weakness of the book is that he is con- 
stantly asserting the significance of inefficiencies, but without giving a careful 
analysis of its conditions and directions. Only toward the end of the book in 
the somewhat different context of supervisory improvement can some of these 
issues be read between the lines. They are not systematically or deeply de- 
veloped in the positive analysis. Most of the illustrations he gives refer to the 
U.S. State Department. These may be true, and, indeed, attention to the spe- 
cial reasons why such inefficiencies should be expected to appear in this sort of 
bureaucracy would enhance the model. But Tullock does not carry the analy- 
_ sis (as opposed to the illustration) this far. If he had, and had called to our 
attention the extreme vagueness of the “output” of this "enterprise" and its 
highly unusual “production function," he would be unwilling to use it as heav- 
ily as he does as the example for bureaucratic inefficiencies in general. 

There are grounds for believing that slippage is not nearly so serious as 
Tullock insists. The main reason adduced by Tullock for slippage is the infe- 
rior's desire to please his superior when the latter's lack of information or 
preconceived opinions would be disturbed by an honest decision. But surely 
reality-testing is not so far away for the superior in most organizations (face 
State Department) that it is to #és interests to be and remain importantly in 
error by encouraging his inferiors to make him vulnerable with respect to Ais 
superiors. In the absence of such problematic bullheadedness from above, 
there are important payoffs to the inferior to perform his job well. And this 
subject represents another weakness of the book, since, while so much is made 
to depend on rewards and punishments for each participant, the character of 
these stimuli is inadequately treated. (One of the results of this is an incom- 
plete treatment of Parkinson's Law.) Almost no attention is given to the inter- 
nal reward from seeking to do a good job. One is almost made to believe that 
an employee will deliberately add up every column of figures wrongly unless 
his supervisor is checking him over his shoulder. Similarly, Tullock discounts 
the use of persuasion by superior to inferior to underscore the goals of the or- 
ganization. Empirical studies disagree. Meaningful participation, praise from 
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one’s superior, and the harmonious relationship which these entail, are chief 
ingredients of “good working conditions"— surely an important reward for di- 
recting human effort. 

Tullock’s book is peppered with items designed to irritate readers who do 
not share his deep suspicion of government in the modern world, as well as 
being based on a misleading distinction which identifies the term “govern- 
ment” with “monopoly” and “hierarchical organization,” and “economic” 
with “pure competition” and “market transaction.” Notwithstanding these 
irritations and the limitations on analytic scope referred to earlier, the book 
does lay a provocative groundwork for, and provides some lively insights into, 
the study of bureaucracies. While it swaggers and poses a bit like Machiavelli 
and Castiglione, it beckons us to follow in with some of the heavier—but also 
more ponderous, alas—ordnance of modern analytic discipline. 

JEROME ROTHENBERG 

Massachusetis Institute of Technology 


Price and Allocation Theory; Income and Employment 
Theory; Related Empirical Studies; History of 
Economic Thought 


The Stationary Economy. By J. E. MEApE. Chicago: Aldine Publishing Co., 
1965. Pp. 238. $6.00. 

According to the cover description, The Stationary Economy is intended to 
be “volume one of principles of political economy.” J. E. Meade’s treatment is 
unconventional and one must be careful to note just what is being attempted. 
The intentions are stated quite clearly on the cover: “A modern statement in 
the classical tradition, elegant and rigorous, of the basic concepts of economic 
analysis,” and in the Preface: “There is thus a crying need for attempts to 
translate, as far as this can be done, precise mathematical results into less 
technical terms and to relate all the branches of economic analysis to each 
other” (p. 8). Meade delimits his framework sharply: “It [this first volume] 
is based on models of economic systems in which there are no capital goods, 
and in which consumers’ tastes, technical knowledge, and the size and com- 
position of the population are static” (p. 8). i 

'Thus Meade states his intentions. The series is to be a comprehensive treat- 
ment of modern theory as it applies to the classical tradition. This volume 
represents an attempt to integrate and explicate (in clear and nonmathemati- 
cal terms) those parts of modern theory having to do with the stationary 
economy (with no capital goods). 

“A major function of our analysis in this volume will be to explain what 
economic efficiency means and to show how in the conditions now assumed an 
equilibrium based on the free operation of the price mechanism will achieve an 
economically efficient use of resources. But it will also be & major function of 
our analysis in this volume to point out that this ‘efficient’ equilibrium may 
also be a very ‘inequitable’ one" (p. 33). Beginning with the individual in the 
market place (the theory of consumer behavior), Meade goes on to describe 
market equilibrium, Then he develops, expertly and elegantly, the terms of 
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trade between shops and farms (under the assumption that total goods are 
fixed, but income distribution changes). The next step is to hold income dis- 
tribution constant and vary the production of consumer goods, under condi- 
tions of constant cost (consumer tastes must have changed). The following six 
chapters deal with various cases of fixed factors and increasing cost; the last 
two of these chapters make a brief excursion into changes in technical knowl- 
edge (Meade assumed that technology and tastes don’t change) and into fixed 
coefficient production functions. Chapter 12 is concerned with the efficiency 
and welfare issues surrounding the distribution of income. The last three 
chapters deal with planning in a socialist economy. 

Perhaps Meade attempts too much in a short book. Certainly, he can do no 
more than introduce most of his topics. Unfortunately, there is no attempt to 
refer the reader to other works for further study: except for two casual cita- 
tions in the Preface, no citation or reference appears in the book (there is not 
a single proper noun in the Index). 

Little attempt is made at a comprehensive statement of the body of micro- 
economic theory. For example, in discussing the derivation of the consumer’s 
preference map, there is no hint that various consistency conditions are neces- 
sary before the preference points can be integrated into a two or greater di- 
mension iso-utility surface (the problem that caused Pareto so much concern). 
It seems strange (in a principles of economics) that, in examining income and 
substitution effects, Meade presents the method developed by Hicks, but com- 
pletely neglects Slutsky’s analysis. One searches in vain for modern consump- 
tion theory (beginning with the theory of revealed preference) or modern pro- 
duction theory (e.g., maximization under constraints and duals). Both of these 
areas would seem to be part of the analysis of the stationary state—certainly 
both could use a clear exposition. Does Meade succeed in translating and inte- 
grating modern theory? If so, the success can be only a limited one since 
Meade seems to have chosen to ignore many of the results of the last 35 years. 

Meade states his intention of translating results into less technical terms. 
One will search in vain for a derivative, either in text, footnote, or appendix; 
one will search in vain for any mathematical statement more complete than a 
simple algebraic equation or geometric illustration. This framework imposes a 
distinctive character on the book. Of necessity, the arguments are closely rea- 
soned and often tedious; they must be kept simple, with the focus on two, or 
perhaps three, variables at a time. In view of the importance of the geometry, 
it is unfortunate that the figures are never titled, the axes are not clearly la- 
beled, and sometimes not labeled at all. 

And yet in one sense the book has succeeded. The central argument is clear 
and there are few distractions presented to the reader in this logical progres- 
sion from the individual to the planned economy. “, . . one should be extreme- 
ly frank about the assumptions which are being made at each stage for each 
model. This will unfortunately make many students despair of a discipline 
which appears so unrealistic. But this risk must be taken. Any other course 
means that the economist bamboozles himself as well as his students” (p. 23). 
“The art of political economy is to choose models which combine simplicity 
with relevance to certain important features of the real world. The economist 
can never be sure that he knows the answer” (p. 23). One might question the 
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relevance of the analysis (since capital, imperfect competition, and changes in 
taste and knowledge are excluded), but one cannot question the quality of the 
exposition. 

The book seems unlikely to displace the line of intermediate or advanced 
microeconomic theory books presently available—the lack of citations alone 
would insure that. Yet its potential usefulness is quite large. For the student 
who is confused, or a bit too glib with his sophisticated tools, the book will 
help gain a real understanding of the methods of economic analysis. Yet, de- 
spite this attempt to “translate precise mathematical results into less technical 
terms," one cannot help feel “But mathematics is helpful.” 

Lester B. LAVE 

Carnegie Institute of Technology 


A Scheme of Economic Theory. By G. L. S. SHACKLE. New York: Cambridge 
University Press, 1965. Pp. xi, 209. $7.50. 


Professor Shackle has written a book of essays on the following subjects: 
general equilibrium, Marshall’s use of short and long periods, Keynes’s em- 
ployment theory, Harrod and Domar on growth, Hicks on the trade cycle, the 
Austrian theory of capital, and the Leontief input-output model. 

The string on which these themes are threaded is the notion that different 
concepts of time are used in the various theories. The differing treatments of 
time, though each legitimate for its own end, form, nevertheless, a hierarchy 
of sorts, the highest in the firmament being those which take seriously oe 
problem of decision in an uncertain world. 

I confess myself unable to grasp Shackle’s concept of different time-con- 
cepts. But one can agree that theories vary in their assumptions about, and 
emphasis on, expectations and uncertainty. This seems to be the nub of the 
matter. 

The essay on Marshall is perhaps the best. Shackle attributes to Marshall, 
as his “daring innovation” (p. 28), the use of equilibrium to analyze processes 
of change; for he took the classical idea of market price adjusting to natural 
price and transformed it into a theory of economic evolution. His method was 
to interpret the “period,” whether short or long, as something seen ex ante by 
the businessman. The long-run normal expectation, though constantly influ- 
encing business behavior, is itself constantly evolving under the pressure 
of events, so that the classical stationary state is never attained. 

Keynes inherited Marshall’s use of the equilibrium method but, more im- 
pressed by the uncertainty clouding the future of business, thought of long- 
run expectations as so liable to sudden catastrophic shifts that no formal ex- 
planation of them could be attempted. In Keynes they become nothing more 
than a highly unstable parameter of the short-run equilibrium. Shackle’s expo- 
sition of Keynes is praiseworthily explicit about expectations. But it might 
have been clearer to the uninitiated if the propensity to consume had been for- 
mally introduced. We meet the marginal propensity, but are not told that it is 
the derivative of consumption as a function of income. 

Shackle seems to have missed an opportunity to relate Harrod’s concept of 
warranted growth to the Marshallian idea of evolving expectations. He has an 
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unfortunate misconception of the meaning of C in Harrod’s Equation, GC = s. 
He thinks of it as a technically required capital-output ratio, not as an ex post 
quantity. He is therefore at a loss (p. 108) to say what extra function is per- 
formed by the warranted growth equation, G,,C, = s, and what can be meant 
by a difference between C and C,, on which Harrod’s instability thesis depends 
(p. 115). | 

Turning to the equation for natural growth, G,C, = s, we are told (p. 122) 
that if Gy is above G,, growth at G, cannot be maintained. There will be a 
cumulative slump. On the other hand if G4 is “far below" G,, involuntary un- 
employment will appear and quickly grow. We are in for a cumulative slump 
either way, then. 

Hicks is praised for his ingenuity, but gets low marks for having the accel- 
erator, still lower for having autonomous investment, growing at the natural 
rate, and lowest of all for having a self-contained cycle model. Apparently in- 
vestment is so unsystematic in principle that it is hubristic to build a model in 
which investment is a determinate function of other variables in the system. 

Shackle’s dislike of closed dynamical systems is partly philosophical. They 
are “an abstract representation of perfect determinism,” and are unfavorably 
contrasted with Keynes’s “conception of the unpredictable caprice of things” 
(p. 185). The nature of his anxiety is not altogether clear. It seems not to be 
such that a stochastic reformulation would allay it. Yet he must be aware that 
no prediction is possible unless the model is complete, that even the predic- 
tions of a complete dynamical model are conditional statements, and that pre- 
dictions can be of value notwithstanding their “falsity,” because they may be 
sufficiently accurate for the purpose in hand. 

He also dislikes specific dynamical assumptions, on the ground that there is 
always an infinity of alternatives to choose from. But is not this as true in 
statics as in dynamics? Áre we without criteria for choosing between alterna- 
tive assumptions, whether statical or dynamical? 

This is not a book brimming with new ideas. The style is heavy with simile 
and metaphor, and is not always perspicuous. It makes somewhat exhausting 
reading. But the student may derive benefit, provided that he undertakes con- 
siderable preliminary study of the theories elsewhere. 

H. RosE 

University of Rochester 


The Economics of Inflationary Processes. By K. K. F. Zawapzxi. New York: 
Frederick A. Praeger; London: Weidenfeld and Nicolson, 1965. Pp. 288. 
$10.00; 50s. 

In an article published a decade and a half ago Ralph Turvey! distin- 
guished four basic types of inflation: 


Type A Prices: Cost-determined; Wages: Cost-determined 


Type B Prices: Flexible; Wages: Cost-determined 
Type C Prices: Cost-determined; Wages: Flexible 
Type D Prices: Flexible; Wages: Flexible 


1“Some Aspects of the Theory of Inflation in a Closed Economy,” Economic Journal, 
Sept. 1951, 531-43. 
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According to Turvey inflation is “a process resulting from competition in at- 
tempting to maintain: total real income, total real expenditure and/or total 
output at a level which has become physically impossible, or in attempting to 
increase any of them to a level which is physically impossible” (p. 534). 

K. K. F. Zawadzki's book, as the author readily acknowledges, is devoted 
largely to spelling out the implications of Turvey's models. Zawadzki's treat- 
ment has several distinctive features. First, it is highly abstract from begin- 
ning to end. The book contains no numbers, no references to specific countries 
or inflationary episodes, and only a bare minimum of special institutional as- 
sumptions. Ás a result the reader learns nothing about the relevance of the 
various Turvey-Zawadzki models to the real world. Second, despite its ab- 
stract and intricate nature, the exposition makes no use whatever of algebra or 
geometry. Fortunately the author writes in simple straightforward English 
and has organized his complex material with great care. Nevertheless the end 
product is neither easy to grasp nor, in my judgment, definitive. Third, except 
in a short introductory chapter, this book contains only a few skimpy refer- 
ences to other work. The literature on inflation, of course, is vast; in their sur- 
vey article (AER, September 1963) Bronfenbrenner and Holzman cited near- 
ly 200 contributions from the postwar period alone. Perhaps. the greatest lack ` 
in this area is an integrative tréatise. Zawadzki’s book does not meet this 
need. 

But let us turn from the omissions—after all, only the author can determine 
the scope of his work—and examine the book on its own terms. Chapters 2 to 
9, comprising nearly half of the volume, deal with inflation in closed station- 
ary economies. Each of Turvey's types of inflation 1s given a name and ana- 
lyzed in some detail. 

In struggle-for-income inflation (type A) both prices and wages are cost- 
determined; they adjust to the cost levels prevailing at the end of the preced- 
ing period. In excess-demand inflation (type B) prices adjust immediately to 
changes in demand, while wages follow with a one-period lag; in labor-short- 
age inflation (type C) the reverse is true. Both prices and wages are flexible 
in fully open inflation (type D). The discussion proceeds by taking up the 
various types of inflationary shocks that may initiate each inflation. Zawadzki 
then examines “‘the factors and forces which may make inflationary processes 
tend towards a stable equilibrium at a finite price level” (p. 79), the speed of 
inflation, and the effects on relative prices. 

The flavor of the argument can be apprehended if we take a quick look at 
the discussion of struggle-for-income inflation. The initial shock may take any 
of four forms: “(a) an autonomous wage increase resulting from the dissatis- 
faction of the workers with their real income position; (b) an autonomous in- 
crease in gross profit margins resulting from the dissatisfaction of the entre- 
preneurs with their real income position; (c) a decrease in the average pro- 
ductivity of labor; (d) an autonomous increase in costs other than labor 
costs" (p. 44). Unit costs rise tinder (a), (c), and (d) and therefore cause 
prices to rise in the next period; prices rise at once under (b). Since wages are 
cost-determined, they rise further as soon as prices rise; and so on. But the 
process is not likely to continue indefinitely. Either wages or prices may not 
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adjust completely to cost changes; there may be income redistribution toward 
high-saving groups; progressive taxation may generate a budget surplus for 
the government. 

Zawadzki recognizes that a process of this type requires either a passive 
monetary policy or a passive velocity of circulation to finance the augmented 
money flow and he assumes without further ado that somehow this will come 
about. It is precisely here that many readers will begin to lose interest, for 
there is little reason to believe (at least in the United States) that either the 
supply or demand for money will passively accommodate such an inflationary 
process. Nor is this difficulty unique to struggle-for-income inflation. 

In Chapters 10-14 Zawadzki turns to the analysis of inflation in open econ- 
omies. He assumes that the external effects of inflation will be continuously 
offset by exchange depreciation. The problem to be explored is under what cir- 
cumstances inflation permanently worsens or improves an economy’s interna- 
tional position, as gauged by changes in its terms of trade. The results are 
rather inconclusive, and I shall not attempt to report them here. 

The final four chapters deal mainly with the interrelationships between 
growth and inflation. Zawadzki’s analysis of growth, in accordance with the 
modern vogue, focuses exclusively on investment in nonhuman capital. Hence 
the effect of inflation on growth depends on how it affects the propensity to 
save and the inducement to invest. Zawadzki believes that income redistribu- 
tion because of inflation is extremely unlikely to increase the propensity to 
save since wages are apt to gain relative to profits. Leaving redistribution 
aside, Zawadzki argues that personal saving propensities are likely to fall, but 
that business saving, as a proportion of profits, will probably rise enough to 
produce a net rise in the propensity to save for the economy as a whole. The 
effects of inflation on the inducement to invest are harder to analyze, but Za- 
wadzki believes the net impact is more likely to be favorable to growth than 
not. On the whole Zawadzki gives somé very cautious support to those who 
believe that inflation will stimulate growth. But he ends his book with the 
thought that there are “no grounds for the belief that a mild inflation is a sim- 
ple and costless vehicle of economic progress” (p. 283). 

RicHarp T. SELDEN 

Cornell University 


Die Grundlagen der Theorie der Preisdifferenzierung. By ULRICH W. ELLING- 
HAUS. Tübingen: J.C.B. Mohr Verlag, 1965. Pp. 275. DM 40. 


Practical experience led the author to the conclusion that traditional price 
theory cannot include certain price strategies which play an essential role in 
modern economies, Therefore, no satisfactory explanations or guidelines, ap- 
plicable to the real world, can be offered. Ulrich Ellinghaus is of the opinion 
that with the help of new analytical methods it will be possible to arrive at 
equilibrium conditions which are of greater practical value for a world in 
which Auman beings produce and consume. The traditional theory assumes 
that economic subjects establish contacts among themselves only through mar- 
kets and with conflicting interests as the prime motivational factor. However, 
in reality, many types of individual and social relations exist, and a degree of 
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interdependence creates a common economic interest. Price formation is 
influenced by such circumstances and the reaction of individuals to them. The 
economic process cannot be explained by models in which a specific behavior 
is axiomatic. Economic behavior is based on certain social structures which 
must become a part of such models. 

The new methods which the author wants to introduce and to apply to the 

problem of price differentiation are game theory and economic morphology. 
He selected price differentiation because he sees in it an important aspect of 
the circular flow within the economy. Accordingly, the first three chapters of 
the book are devoted to definitions of terms and methodological questions. 
Only the last two chapters deal with price differentiation specifically. 
_ According to Ellinghaus, price differentiation exists when different prices 
are demanded and paid for the same economic good or service during one sin- 
gle period of time and at the same location. Differences in prices caused by 
transportation costs are excluded. The term “price discrimination” is reserved, 
as a terminus technicus, for special and exceptional cases. The purpose of eco- 
nomic models is explained, followed by a careful description of various types 
of models. Special attention is given to the general equilibrium concept and to 
the contributions of Walras and Pareto. The production and distribution as- 
pects are used to compare equilibrium models with a ace relations and 
game theory which is described in some detail. — ' 

Elinghaus comes to the conclusion that game theory aaia with mor- 
phological methods alone make it possible to include the conflict of individual 
decisions in the analysis. Of particular interest is what the author has to say 
about economic morphology. Whereas models are used for abstract isolation of 
typical symptoms, morphology is concerned with micro- and macroeconomic 
structures and forms. However, it is not sufficient to describe and compare 
these structures, but it is essential to expose the causality of their existence 
and their effects on economic behavior. Very interesting are the author's dis- 
cussions of morphological concepts found in Euken’s and in Weisser’s analyti- 
cal works, The author also relates morphology to classical and neoclassical 
theory. Fully realizing the usefulness of these studies, he still finds that the 
automatic consequences are only the result of the fact that many variables are 
axiomatically eliminated and fixed. But in real life they remain variable, and 
the behavior of the economic individual does not depend upon rational deci- 
sions alone, but also upon ideals, ethical attitudes, temperaments, traditions, . 
etc. 

Making use of game theory and including morphological methods, Ell- 
inghaus analyzes price differentiation first in the microeconomic setting under 
conditions of monopoly, oligopoly, and regional price formations. In the 
framework of partial analysis he describes the processes of price formation 
and distribution. Various forms of price differentiation are introduced and 
supported by instructive examples which are used in typical models. The au- 
thor shows which of these forms can be chosen under different market struc- 
tures to reach optimality in terms of various goals. Finally he describes some 
profit, quantity, and cost problems of price differentiation. But Ellinghaus is 
not interested in the purely microeconomic concepts alone, In the last chapter 
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he turns to macroenconomic aspects and offers a theory of price differentiation 
for both free-market and centrally planned economies, enriched by the use of 
the new analytical instruments. However, he is unable to produce at present a 
complete model (‘Totalmodell). 

. This, no doubt, is a remarkable attempt to expand the traditional price the- 
ory and to produce more satisfactory explanations for certain price strategies 
in modern structures. An English translation of the book wuld certainly 
prove useful. Unfortunately, it will remain the only contribution of this young 
and promising economist, who died from the consequences of a traffic acci- 
dent. 

Lupwic H. Mat 
St. Mary's University 


Life of Adam Smith (1895). By Joan Raer. With an introduction “Guide to 
John Rae's Life of Adam Smith’ by Jacob Viner. New York: Augustus 
M. Kelley, Bookseller, 1965. Pp. 145, xv, 449. $20.00. 


A reprint of a book as well known as Rae’s Life of Adam Smith, as welcome 
as it is, would not normally call for a review. In the case of this volume, it is 
not the reprinted material but, rather, the scholarly introduction provided by 
Jacob Viner that calls for reviewing. While the stated purpose of the “Guide” 
is to “ . . . facilitate for the present-day reader the use of John Rae's Life of 
Adam Smith," it is more than what is implied by such a description. It is a 
critical and comprehensive survey of the progress of our knowledge concerning 
Adam Smith's life since the first publication of Rae’s work. Apart from a new 
and definitive biography of Smith, nothing could be more helpful to the stu- 
dent of Adam Smith who has, in the past, been forced to check and cross- 
check the many books and articles among which recent (since 1895) discov- 
eries about Smith's life are spread. In addition, however, to having brought 
existing facts together, Viner's incisive logic throws considerable light on the 
interpretation of these facts. 

The “Guide” is divided into five sections, the first four of which, on grounds 
of both length and organization, can be called chapters. The fifth is a two- 
page chronology of Smith's life, followed by a brief bibliography of his publi- 
cations. This, in turn, is followed by an index of names. 

The first section, entitled “Introduction,” opens with an extensive discus- 
sion of the difficulties of biographical research about persons living in the 
eighteenth century in general and Adam Smith in particular. The second and 
concluding part is a thorough outline of the major sources from which Rae 
gathered his material and from which more recent scholars have drawn further 
information. 

The second section discusses the relationships between Smith and a number 
of his contemporaries. Rae's interpretations of these relationships are supple- 
mented and corrected with the help of new discoveries by numerous scholars 
and by Viner's clever reinterpretation of the facts. 

The third section discusses several aspects of Scottish economic life in 
Smith's time, i.e., the economic state of the Highlands, the licensing of physi- 
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cians, pin-making and nail-making, slavery in the Scottish mines, and his 
views or his apparent lack of concern with the problems involved. Although 
the entire section is interesting and not without importance, the discussion of 
the Highlands and slavery in particular seem rather distantly related to Rae's 
Life. 

The fourth section, on Adam Smith's library, argues convincingly that a 
large number of books from Adam Smith's library have never been identified 
and that arguments concerning influences on Smith that are based upon the 
absence of a book or books from the lists of those known to have been in 
Smith's library can have little validity. 

The Smith chronology and bibliography that make up the fifth section are 
references that the student of Adam Smith will find many occasions to use. 

Many students of Adam Smith will welcome the opportunity to purchase a 
copy of Rae's Life. Even those with a copy of the original edition will find 
that Viner's introduction is worth the price of the reprint. 

James A. GHERITY 

Northern Illinois Untversity 


Economic History; Economic Development; National Economies 


The Cambridge Economic History of Europe. Vol. VI, The Industrial Revolu- 
tion and After: Incomes, Population and Technological Change. 2 Vols. 
Edited by H. J. HABAKKUK and M. M. Postan. New York: Cambridge 
University Press, 1965. Pp. xii, 601; xii, 437. $19.50 the set. 


Somewhat like the Holy Roman Empire, which has none of the attributes of 
its title, this book is not restricted to Europe, to industry, or to after, but 
deals also with the world, with agriculture, and before the Industrial Revolu- 
tion. This is misleading, but perhaps unimportant. What makes a greater 
difference is the permissiveness of the editors in giving their contributors free 
rein unquestioningly. The consequence, as in most symposia, is a highly un- 
even performance, Douglass North polishes off the industrialization of the 
United States in 32 pages, and offers a bibliography of 212 pages. Landes 
writes an essay on technological change and development in Europe, 
1750-1914 (right time, right place), but covers & myriad of topics beyond the 
relationship of technology to development and spins out 330 pages and 63 
pages of bibliography. At the same time, if the substantive-importance-per- 
page ratio be computed, it is Alexander Gerschenkron who patrols the oppo- 
site boundary from North, with his 93 pages plus 314 pages of bibliography, 
on whether the emancipation of the serfs in 1861 was or was not a contribu- 
tion to the industrialization of Russia. 

This is, by and large, the old economic history. There are two meanings 
given to the new economic history, one, that it uses econometrics, and the 
. other that it is concerned with the testing, however primitively, of economic 
theories, and especially, over the long period, theories of economic develop- 
ment. This work is excluded more from the former than the latter. The first 
essay, by W. A. Cole and Phyllis Deane, produces a Kuznets-type survey of 
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the Growth of National Income in the world, but there is only a handful of 
tables, and the emphasis is on description, rather than measurement. Else- 
where in the testing of theories the views of Gerschenkron on backwardness, 
H. J. Habakkuk on the impact of factor prices on technological change, Albert 
Hirschman on linkages, Innis on staples, W. A. Lewis (or Marx) on growth 
with unlimited supplies of labor, W. W. Rostow on stages, and Schumpeter on 
entrepreneurship all come in for attention but it is rarely systematic. 

As the old economic history, most of it is very good indeed. G. C. Allen’s 
essay on the industrialization of the Far East is concise on Japan, if perfunc- 
tory on China, India, and South-East Asia. Largely descriptive, it emphasizes 
the contrast among the Japanese (imitative), Chinese (scornful), and Indian 
(passive) responses to Western industrial penetration. Equally descriptive are 
Glass and Grebenik in their essay on world population, which offers little or 
no demographic explanation, but compresses much fact into small space; 
Youngson on the opening up of new territories, who, however, organizes much 
of his material about an implicit Innis model of the differing significance for 
settlement and development of different staple commodities; Girard on trans- 
port; and Portal on the industrialization of Russia. The Girard piece is a bril- 
liant example of the old economic history with the interesting generalization 
that new forms of transport—toll roads, canals, steamships, railroads, air- 
planes—start out as complements to the existing major forms, gain efficiency 
and compete on a wide front, succeed in substituting, but finally as quasi- 
monopolists raise prices to the point where still newer forms of transport are 
encouraged. (This may be old economic history, but it contrasts favorably 
with some of the new in which cost functions for competing forms of transport 
are assumed to be infinitely elastic, from which it follows, after a formidable 
analytical exercise, that the railroads had no impact on the economic develop- 
ment of the United States. Where competing activities have constant costs, 
any one of them is redundant—by assumption.) Girard’s essay is also studded 
with sweeping generalizations of the sort that the design of a transport net- 
work may be unrelated to economic activity, but its maintenance is so related; 
that the transcontinental railroad altered the world political balance, which 
until then had favored thalassocracies; that cheap transport by making the 
masses mobile made democratic civilization possible. 

North apparently did not take his assignment seriously. There is some anal- 
ysis of declining transport costs and merging of markets, forward and back- 
ward linkages, economies of scale in a given process which led to disintegra- 
tion (owing of course to diseconomies of scale in administration which are not 
mentioned). Some of the analysis of comparative advantage and location theo- 
ry is either wrong or badly expressed. On the whole, however, he is content to 
offer a pedestrian account, of which an extreme sample can be culled from 
page 697: 


Iron and steel played a prominent part in the manufacturing development 
of the American economy during this period. The major technological de- 
velopments were the Bessemer and the Open Hearth processes, These were 
followed by a whole host of innovations, in bigger and better blast furnaces, 
improved rolling mills, and a vast array of new techniques which increased 
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the size and efficiency of the steel industry and made steel a substitute for 
almost all the uses which iron had previously served. 


While it is an outstanding example of tepid prose and lame analysis, it is a lit- 
tle unfair to pick this passage which may have been intended to serve as a 
summary introduction to what followed. North’s predilection for quasi-quanti- 
tative words in this essay, however, is illustrated by his repeated use of the 
word “important” which occurs four times each on pages 684, 685, and 689, 
and six times on page 687. 

The editors admit, or possibly even boast, that there is no necessary 
agreement among the contributors. This is illustrated effectively in the 
Lewis model of growth, and the extent to which the industrialization 
process depended upon a steady supply of labor from the farm. Landes states 
that the Lewis model is applicable to Britain only with major modifications 
(p. 346n.). In his careful discussion of European agriculture Dovring focuses 
on population, adopting the Lewis view that retention of surplus labor on the 
farm harms both industry and agriculture. In contrast to the recent views of 
T. W. Schultz and others, he believes in disguised unemployment, and sug- 
gests that growth in agricultural productivity through investment must wait 
on its removal. Portal starts out his essay with a half-sentence exactly con- 
trary to what Gerschenkron has taken broadly 100 pages to disprove, though 
he later modifies this in Gerschenkron’s direction (pp. 810-12). The half-sen- 
tence asserts that the industrial revolution in cotton textiles in Russia “was 
conditioned by the emancipation of the serfs, which facilitated the recruitment 
of a labour force by freeing the peasant masses and making them more mo- 
bile” (p. 801). Gerschenkron demonstrates conclusively that the issue was 
much more complex (cf. Evans’ law that everything is more complex than most 
people think), and that serfdom was replaced by other links to bind the peas- 
ant to his village—undivided rights in village communal property, undivided 
obligations to pay for the land to the gentry or the state, and passport control. 
He explores the economic, social, and legal status of the peasants at length 
and concludes that Russian industrialization did not depend upon a flow of 
peasant labor but involved labor-saving investment instead—a substitute for 
what is usually called a prerequisite. 

But the most interesting, challenging, provocative essay in the volume is 
Landes’ sprawling discussion of technological change in Western Europe. His 
mastery of technical process, demonstrated in a dozen industries in half as 
many countries, is dazzling at the micro-level, and the descriptive passages, 
which make up two-thirds of his book-within-a-book, are must reading for 
student and scholar. When it comes to explaining why things have happened 
the way they have; why Britain pioneered in the Industrial Revolution and 
the Continent lagged in emulation; why the hand-loom weavers and the nail- 
ers survived after the development of the factory, why Britain fell behind 
after 1870, and it was Germany which overtook and surpassed her in techno- 
logical achievements, he is not quite so satisfactory. Partly it is a question of 
the organization of the essay, which has difficulty in making up its mind 
whether to proceed on chronological, geographical, or analytical lines. Partly 
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it is a woods-and-trees problem. Partly, this reader believes, he underestimates 
- the power of the Lewis model and what happens to profits when wages start to 
rise; and that of the Salter model, where old methods can survive so long as . 
total average costs on the new process are greater than marginal costs on the 
old. 

But Landes caps his brilliant virtuoso performance in the description of 
technology with the right answers. He has moderated his earlier insistence on 
the primacy of the entrepreneur, though the latter continues to play an impor- 
tant part. He eschews all single-valued explanation. In dealing with the loss of 
British leadership, for example, he puts aside resources, population, and over- 
seas investment, and whilst skeptical of the advantages of backwardness, fo- 
cuses on the handicap of the headstart—interrelatedness, the flagging of en- 
trepreneurial energy, the weakness of education and science. Economic history 
is good only for middle-range conclusions. Economic development by and 
large is too complex. 

Unlike the curate's egg, this book is decomposable, but like it, parts of it 
are very good indeed. 

The index suffers from omission of all references to cited literature. The 
100-page bibliography, largely Landes' 63 pages, is superb. 

C. P. KINDLEBERGER 

Massachusetts Institute of Pehe 


The Roots of American Economic Growth, 1607-1861: An Essay in Social 
Causation. By STUART BrRUCHEY. New York and Evanston: Harper & 
Row, 1965. Pp. xiii, 234. $4.95. 


The express purpose of this slender volume is to trace “the historical emer- 
gence of [industrialism’s] necessary and sufficient conditions in the United 
States. What aided and what inhibited the emergence of those conditions? In 
what attitudes and values, institutions, processes and events, did they have 
their roots?” (p. 13). In a discursive, engagingly written commentary on as- 
pects of the economic, social, and political history of the American colonies 
and the young nation, Stuart Bruchey sifts the earth already turned by others, 
rather than reporting on fresh digging into primary sources. Tke Roots of 
American Economic Growth is intended to provide an interpretive guide to the 
recent literature and, above all, an interdisciplinary synthesis that will “place 
the process of economic growth within the mainstream of American history” 
(p. xi.). In interdisciplinary matters the author appears to be of the total im- 
mersionist persuasion, and the subject of this baptismal exercise emerges 
lamentably waterlogged. 

Taken one at a time, many of the resumés of the literature provided by the 
book are quite useful, and, all in all, the state of knowledge remains in much 
the same condition as that in which Mr. Bruchey found it—comparatively few 
new confusions are introduced. Students, however, should be particularly 
alerted to steer clear of the sections dealing with international trade and 
finance, which is rather a drawback when one considers the openness of the 
economy under discussion. The Sees extract (p. 142) may BS as & 
warning: 
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Americans also tapped foreign savings by selling goods and services abroad, 
and while resultant earnings financed the importation of some. capital - 
equipment, one main contribution to domestic capital formation was in- 

- direct. During three periods in the antebellum years, namely 1793-1807, 
1815-18 and 1832-39, the terms of trade on which American exports were . 
exchanged for imports of consumer goods were favorable to the United 
States. That is to say, a greater rise in export than in import prices per- 
mitted a given quantity of American goods to command a larger quantity 
of foreign goods. By buying abroad instead of at home Americans thus 
saved money, and the savings oe be released for domestic capital forma- 
tion. 


The preface discloses that the author is, by Heiden and inclination, a social 
historian; he modestly avers economics is not really his forte. Thus disarmed, 
the reviewer must follow Bruchey in being more concerned with the grand de- 
sign than with details of its execution. 

"Community will and acts of governments, the structure of society and its 
values, knowledge and education, attitudes toward technological change, the 
actions of private investors, and the effects of widening markets"— in these 
are found the roots of industrial development and America's economic growth 
(p. 208). The thesis of the book is that the acceleration of per capita output 
growth during the first half of the nineteenth century resulted from manifold 
complex interactions among economic and noneconomic changes. Bruchey is . 
enough of an economist to posit that within the foregoing set everything must 
have depended upon everything else, in at least two different ways. Widening 
markets encouraged specialization and paved the way for technological ad- 
vance; specialization combined with education to foster occupational 
differentiation, which, in turn, increased social mobility, Greater social mobili- 
ty intensified the vigor with which Americans pursued material gain, thereby 
increasing their receptivity to technological innovation and the responsiveness 
of private investors to opportunities created by widening markets. “Height- 
ened alertness to the possibility of material betterment," a by-product of 
greater social mobility, also led communities to prod governments into actions 
which improved transportation, expanded markets, encouraged private invest- 
ment, and furthered mass education. Education, as we already know, raised 
productivity and increased social mobility. And so on. As far as one can tell, 
these processes occurred similtaneously, at unspecified speeds, each leading to 
highly significant anes of unknown magnitude, all of which contributed to 
growth, 

Bruchey turns this mondeital Chinese puzzle over and over, peering at it 
from all angles, marveling at the way it fits together, and ultimately decides it 
has no key pieces and is not meant to be taken apart. At one or two points in 
the book he is sorely tempted by the thought that the whole thing may have 
hinged upon the “progressive permeation” of the “desire for efficiency in the 
use of economic resources”; this “wide diffusion of the demand for growth” 
increased individual motivation and projected the federal government into “a 
place of central importance in American growth, because of its contribution to 
the formation of a national market and the national credit” (pp. 208-9, 213). 
But such impulses to stress the sociopolitical (or, indeed, any) parts of the 
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process as having been more consequential than others are firmly controlled. 
The result is a “balanced” appraisal, in which all the pieces are seen to have 
formed an historically necessary and obviously sufficient whole. 

So jejune a rendering of American economic history will come as a disap- 
pointment for readers who do not quickly get the message telegraphed by the 
methodological discussion in Chapter I: “To force a translation of qualitative 
factors into the language of numbers is to guide us to reality in the way of 
parody. To apply formal economic analysis to the complexities of long-run 
change is to invite the rigor of rigor mortis” (p. 10). It is not simply a matter 
of the prevailing irrational passion for dispassionate calculation having taken 
all the joy out of writing economic history. The problem goes deeper, for 
"quantomania" and narrow adherence to economic logic may choke off discus- 
sion of the sociopolitical contributions to American economic growth, although 
their importance is, for the author, clearly demonstrable by the exercise of 
"historical judgment." The proposed cure for this real ailment is no mere anti- 
dote for a bad case of the "new economic history." It is also a powerful 
specific for cramps caused by reliance upon evidence and connected argu- 
ment. 

Take the treatment of the role of vertical social mobility as a case in point. 
Bruchey asserts that the increasing fluidity of the American social structure 
accelerated the pace of per capita output growth by raising "incentives to pro- 
duce." Yet he can grant there is presently no evidence that the structure of 
Society had become more (or less) rigid between, say, the mid-eighteenth and 
the mid-nineteenth century. Nor does it seem necessary to define social ‘‘in- 
centives to produce" in a way that would distinguish them from economic in- 
centives, or permit identification of changes in the degree of "social motiva- 
tion." When one comes right down to it, the author barely offers an explana- 
tion for the putative functional connection between the time derivatives of 
these two state variables. The whole idea seems to derive (pp. 201-2) from de 
Tocqueville's comparative observation that in America, where differences in 
social status were confined mainly to those deriving immediately from 
differences in wealth, inferiority of economic position became an overriding 
preoccupation; immense energy was poured into attaining material “equality” 
with others. This insight is surely too slender a reed to carry the weight of 
even a partial explanation for the upward shift in the long term rate of U.S. 
per capita output growth. Moreover, it bends easily in quite different direc- 
tions. Might one not infer from de Tocqueville’s comment that in the Ameri- 
can setting the proximate governor of individual economic vigor was the per- 
ceived degree of inequality in wealth? Then, more pronounced inequality in 
the distribution of wealth (or income)—-which, by the way, Bruchey would 
equate with greater rigidity of the social structure (pp. 59-60)— should have 
led to still more ardent dollar-chasing. 

In an appreciative blurb on the dust-jacket of this book, Thomas Cochran 
says: “I think it will be widely accepted as the standard interpretation of the 
first phase of American Industrialism." One must trust that this was just an 
idle threat. 

P. A. Davip 

Stanford University 
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International Aid—A Discussion of the Flow of Public Resources from Rich 
to Poor Countries with Particular Reference to British Policy. By I. M. 
D. Lrrrrx and J. M. Crirrorp. New York: Aldine, 1966 and London: 
George Allen and Unwin, Ltd., 1965. Pp. 360. $7.50, paper $2.95; 45s, 
paper 25s. | 


If, in the outpouring of development literature, any branch of the subject 
can possibly have been underwritten, it has been foreign aid. Memoirs of aid 
administrators, governmental reports, and much economic journalism on the 
subject exist; but the comprehensive and systematic type of study that would 
appeal to professional economists has been surprisingly rare. This book is 
therefore to be welcomed—and it is to be lauded for its excellence in sorting 
out the principles of aid-giving and for its lucidity in analyzing the complex 
interrelationships between donors’ and recipients’ problems within the frame- 
work of development planning. 

While comprehensive, the argument never bogs down in secondary detail; 
while rigorous, the analysis never becomes overly formal or unnecessarily 
technical; and while grounded on fundamental economic principles, there is 
still much of the needed contact with the tradition of political economy. It is 
readily admitted that almost all aid decisions require political judgment, both 
as regards the donor's political interest, and as regards the influence of polit- 
ical factors on how effective a particular act of aid-giving will be in promoting 
development. But granting this, the authors still have much to contribute on 
the parallel economic judgment that is necessary to get the best particular de- 
cisions made. 

The book is divided into four Parts. The first traces the history of aid (un- 
fortunately, this makes for a rather dull and slow start); the second concen- 
trates on problems of aid recipients (here are some of the most incisive ana- 
lytical sections); the third examines donors’ problems; and the last part 
largely applies what has been said in earlier chapters to current and future 
British aid policy (but many of the observations would also apply to U.S. aid 
policy). 

The vagaries of their subject notwithstanding, the authors state their con- 
clusions forthrightly and unambiguously. On the capacity of poor countries to 
use aid, they conclude that, over the next few years, around $1-$1%% billion 
more public aid could be applied with considerable effect, mostly in India. 
But, for many recipients, improvements in the conditions and forms of aid 
might do more to raise the rate of development than an increase in the volume 
of aid, They further believe that the political impact of aid could be improved 
if Western donors would concentrate more on economic development, and 
worry less about the effects on their own economies and trade, and less about 
their own political aims. Aid-tying is strongly criticized: it distorts invest- 
ment priorities and twists the import pattern in favor of capital goods, result- 
ing in an underutilization of domestic resources and a less effective use of aid 
for economic development. For balance of payments reasons, U.S. and British 
aid cannot be untied completely, but it is submitted that in giving aid the 
donor should be prepared to pay such proportion of the domestic costs as is 
appropriate to the nature of the project, or maintain a policy of donor-or-local 
(or, even better, donor-or-developing-country) procurement; or, in countries 
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like India, where it can reasonably limit its project aid to import costs, it 
should give an adequately large proportion of general balance-of-payments 
aid. (It can, however, be questioned whether aid-tying has really been of sub- 
stantial help to the U.S. balance of payments.) To ease the problem of aid- 
tying, the authors join those who advocate an increase in world liquidity and 
the channelling of newly created international credit to the poor countries (as 
is proposed in the Stamp Plan). To allow greater attention to the economics of 
aid usage, there should also be closer coordination among donors in the field. 
Lastly, on the financial terms of aid, the authors conclude that, in the case of 
almost all donors, repayment terms are still far too short to be appropriate for 
development aid. “Donors as a whole cannot seriously expect to be receiving 
resources back from the present recipients in this century. With few if any ex- 
ceptions, if a single donor gets paid back it will be from the aid of others. In- 
terest payments also serve no function in aid to governments. Logically, all 
such aid should be grant-aid. Although we do not, in fact, advocate this, we do 
suggest that all development aid should be in the form of very long-term loans 
at merely nominal rates of interest" (pp. 335-36). 

The real merit of the book, however, does not lie in its (essentially unsur- 
prising) conclusions—but rather in the fact that the authors sharpen a num- 
ber of critical and confusing issues on their way to reaching these conclusions. 
On page after page, the reader is offered an abundance of good sense on such 
issues as what is the true cost of aid; whether aid is needed for balance of 
payments' reasons quite distinct from the need for aid as an adjunct to sav- 
ings; the relation of aid to trade, and the extent to which they are substitutes 
or complements; whether any burden-sharing formula is feasible; how aid 
should be used to maximize the present value of the increases in consumption 
per head (the general principle of maximizing utility, of which maximizing de- 
velopment is a borderline case); whether aid should be given on a project or 
plan basis; how to meet the “home cost" problem; how to limit the abuses of 
private export-credits; whether a reasonable quantitative estimate of the need 
for aid can be produced; and how to ameliorate the debt-servicing problem by 
tailoring the terms of aid to suit the respective recipient. 

In sum, a substantial and thought-provoking study that merits wide atten- 
tion—especially at the present time when the capacity to utilize aid more 
effectively has risen in many poor countries. but the real value of aid has de- 
clined to a distressingly low level. 

GERALD M. MEIER 

Stanford University 


Canada: An Appraisal of Its Needs and Resources. By GrorczE WILSON, 
Scott GORDON, STANISLAW JUDEK, and ALBERT Breton. New York: 
Twentieth Century Fund, 1965. Pp. lxx, 453. $7.50. 

This study is a stepsister to the other volumes in the Twentieth Century 
Fund’s Needs and Resources series. It differs quite remarkably from the 
others both in omission and commission. The main statistical work in the Ca- 
nadian study is on basic trends in the broad aggregates of economic and social 
development. This statistical material is fully integrable with the data for 
other volumes of the series. However, on many subjects, the statistical treat- 
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ment in the study is much less detailed than in the other studies. Separate 
chapters are not included on each of a large number of classes of consumer re- 
quirements; there is very little on urban development and redevelopment, or 
housing, or the composition of government expenditure. The novel elements of 
the Canadian study are the analytical and evaluative texts and the forays into 
political economy. Some applications are made of theories of economic growth 
to explanation and forecasting of Canada’s performance. Some analysis is 
made of Canada’s migration experience and policies, of the changing structure 
of social power and of the fundamental political and social drives of the na- 
tion. Also the book contains much more evaluation of ideas, performances, 
and policies than did the other volumes. The authors are quite outspoken, for 
example, on Canada’s tariff policies, the issues of foreign (mainly U.S.) own- 
ership and control of resources and activities in Canada, the country’s postwar 
developmental policies, and the role of Canadian policy as a cause of Canada’s 
relative economic stagnation between 1957 and 1962. 

To a reader in the United States, two political strains in the book will be 
startling and yet among the most valuable features. The first is the impact of 
“the French fact." The superficial aspect is in the appearance of both English- 
and French-language texts for several sections and a French version only of a 
Commentary by Albert Breton. The more important aspect is on the French 
“facts” in the creation of the nation in the first place—and as major forces in 
the current reshaping of the nation. The other feature which may startle the 
U.S. reader is the (now nearly two-centuries-old) concern over the challenges 
to Canada's independence from the United States, The forms of the challenges 
have changed. Nowadays one hears an astonishing amount of talk In Canada 
about U.S. economic and social imperialism. These two political strains are 
brought together in the introduction: “There is a continuing uncertainty and 
irresolution about Canadian nationhood ... for there are subtle and abiding 
strains upon it. . . . These strains spring from two sources . . . the internal 
cleavage between French and English, and the external proximity of the 
United States . . . and both of these are as powerful today as they were in 
1867" (the birthday of Canada's confederation). Breton's commentary some- 
what discounts the difficulties of the French “facts” for the viability of the na- 
tion, and rightly so in my view. And the main authors discount the U.S. im- 
perialism line considerably, also rightly so in my view. But these two forces 
are among the most prominent ones still shaping Canada's economic pros- 


The book begins with a long introductory essay on A Nation Still in the 
Making. This is an interpretation of the forces which brought Canada into 
being as & nation; and of the success of the railroad building, the partial suc- 
cess of the migration policies and the failure of Canada's tariff—the three ele- 
ments of the historic National Economic Policy. More recent trends and issues 
are also reviewed. Part One, The Recent Past, consists of four chapters look- 
ing back on Canada's economic experience, mainly during the last 30 years. 
Chapter 1, Dimensions of Growth, analyzes the usual data on the national 
economic aggregates, and general indicators of structural change; data on 
changes in income distribution are also presented. Chapter 2 is on Population 
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Patterns, the one rather unique feature being the presentation of some detail 
on immigration and emigration. Chapter 3 is on Regional Differences in eco- 
nomic performance, history and structure within the country, a long-standing 
concern in Canadian life and policies. Chapter 4 is on the Foreign Influence. 
Canada’s trading relationships and trends are analyzed, as well as the various 
indicators of foreign indebtedness and uses of foreign financing, 

Part Two is on Resources. Chapter 5, on Land and Natural Resources, 
presents a very optimistic view of unutilized potentials in Canada’s position in 
nearly every respect—agricultural land, mimerals, forests, urban sites, etc. 
Chapter 6, on the Labor Force, is fairly routine, except for the analysis of ex- 
ternal migration as a factor in the size and composition of the labor force. 
Chapter 7, Capital, presents data on the capital stock, and estimates of both 
average and marginal capital-output ratios. Saving and investment relations 
are also analyzed. Chapter 8, on Management, Productivity, and Research is 
somewhat unique in analyzing the supply of management, in presenting a view 
(commonly referred to in Canada as the WASP theory) of the structure of the 
power elite in the country, and in some attempt at analysis of data on research 
and development expenditures. The discussions of productivity are more rou- 
tine, various forms of gross measures being produced as well as some discus- 
sion of productivity differences among various sectors of the economy and 
differential productivity trends. The WASP theory of the power elite attempts 
to show (and then to analyze) the extremely heavy weighting of White Anglo- 
Saxon Protestants in what is identified as the commanding heights of business, 
political, and institutional power. 

Part Three, The Future, contains projections to 1970 and 1975, essentially 
as a simplified general exercise in economic forecasting, not using advanced 
techniques or conceptual framework. Projections are made for population, 
labor force, unemployment, productivity increase (in the sense of output per 
man-year employed), and a few broad categories of expenditure. The more el- 
ementary cross-checks for internal consistency and plausibility are made. The 
book concludes with an Epilogue, which brings the trends, economic analysis, 
and projections into relationship with the political and social problems; and 
Breton's Commentary. The Director of the Fund describes the latter as 
"themes in the study which might have special interest for the French-speak- 
ing community in Canada." Breton has certainly not limited himself to this 
task, or even made it his central concern. He has made comments on the 
French-English issues, which are at least as interesting to the English-lan- 
guage groups in Canada as to the French. More importantly, he has offered 
important qualifications to the general content of the study, of interest to all 
readers—comments, for example, on interpreting the productivity trends, on 
the analysis of changes in income distribution, on the processes of adaptation 
in the country, on neglect of money and finance in the book and so on. It is 
indeed a pity that this commentary was not translated into English. 

The book is quite a mixed bag. There are exciting insights, such as the hy- 
pothesis of inferiority of Canada's management talents because of the preemi- 
nence of the WASPs in the power elite; the themes of missed opportunities of 
economic maturity and increased productivity in the postwar world; and the 


908 THE AMERICAN ECONOMIC REVIEW 


analysis of brain "gains" and “drains” in the country’s external migration. 
But there are pieces that are thoroughly pedestrian, such as much of the dem- 
ographic analysis and the discussion of labor force participation. The mod- 
ernized “export staple" theory of Canadian economic growth is not really con- 
vincing, nor is the analysis of Canada-United States differentials in capital- 
output ratios. While I share the authors’ doubts about the usefulness of Can- 
ada's tariff, the treatment of the tariff in the book is rather weak, relying on 
older and somewhat discredited estimates and concepts of the effects of Cana- 
da’s commercial policy. One gets little treatment in the book of the important 
issues of major business cycles and growth cycles, the neglect of both of which 
limited the effectiveness of the Gordon Royal Commission a decade earlier. On 
economic policy the book is a mixture too of extremely perceptive analysis, for 
example of migration policy and of some incidents of fiscal and monetary 
analysis; and of disappointments, for example regarding the role of the post- 
war structure of taxation as a factor in the country's economic performance. 
Nevertheless the study is a very useful one indeed, both because much of the 
economic description and analysis is excellent and because of the attempt to 
integrate political and social considerations with the more narrowly economic 
ones. 
Davip W. SLATER 
Queen's University 
Kingston, Canada 


The Political Economy of Latin America. By WENDELL C. Gorpon. New 
York: Columbia University Press, 1965. Pp. x, 401. $8.75. 

Although the author writes in his preface that the “royalties for this book 
have been waived so that it can reach the greatest number of students,” the 
price still precludes its use as a supplementary text in the classroom. This is 
unfortunate, because the commentary on the need for institutional change 
will receive substantial support from regional specialists. The book begins 
with a brief discussion of institutional theory (4 la C. E. Ayres) and then out- 
lines the evolution of Latin American economic systems. The historical intro- 
duction is interesting, but needs elaboration in order to promote genuine un- 
derstanding of relevant issues. The author’s tendency to oversimplify complex 
problems in a rather naive fashion is demonstrated when he suggests that 
perhaps the United States should promote a policy whereby “no member of 
the United Nations... will diplomatically recognize any but a democratically 
elected government in the future” (p. 35). 

Part II consists of five chapters dealing with various aspects of market or- 
ganization, e.g., private practices, government regulation, commodity control 
schemes, etc. The complicated legal arrangements for carrying on business ac- 
tivities in Latin America are discussed, while sharp criticisms are leveled at 
certain prevailing practices. Professor Gordon is unhappy with the lack of com- 
` petition in industry, the excessive use of price controls, and the problems as- 
sociated with commodity control arrangements. Concerning the latter, his pro- 
pensity to rely on normative analysis is evident when he describes the Organi- 
zation of Petroleum Exporting Countries as a “conspiracy against the gasoline 
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buyers of the world . . ." (p. 89). Under the caption of Welfare, Part TIT 
traces the labor movement in the region, social security legislation (which, it 
is alleged, has been enforced only against foreign-owned companies), and the 
level of living, income, and production. Some readers will be troubled when 
they read that “the mythology of free private enterprise is that profits are a 
reward for risk taking, or innovation, . . . or something of the sort" (p. 98), or 
that "the conclusion should not be drawn that Latin America is relatively more 
socialistic than is the United States" (p. 99). These statements may be true, 
but they are not supported empirically in this volume. 

Part IV, Economic Development, makes up the core of the book with eight 
chapters devoted to such topics as the basis for industrialization, planning, 
capital formation, priorities, etc. Although some of the descriptive remarks are 
provocative, the experienced development-oriented economist will encounter 
little original analysis. Gordon argues that “the accumulation of technical 
knowledge is the great dynamic force in economic progress [and] that the 
chief . . . planning problem is to create the institutional conditions which will 
permit technical knowledge to be assimilated" (pp. 159-60). The alleged insti- 
tutional barriers that must be dealt with include landowners (or the oligar- 
chy?), dictators, the army, the Church, the public bureaucracy, and the Span- 
ish language itself. In short, the formidable list essentially covers the major 
existing institutional characteristics of the region. It is obviously not suggest- 
ed that they should be abolished, but the necessity for near-term modification 
is urged—man should be the master, not the slave of his institutional environ- 
ment. 

On the subject of planning, Gordon's pen is particularly sharp when he crit- 
icizes the common practice of using foreign advisory personnel to construct an 
ambitious plan, and then leave the all important implementation to local poli- 
ticians after the draftsmen have departed. Rather than an unrealistic empha- 
sis on ten-year development plans, it is suggested that the real need in Latin 
America is for “unprogrammed planning" that would be directed toward more 
effective mobilization of the “least effectively used" resource, namely, under- 
employed manpower. Also, industry studies would help mitigate the thorny 
complementarity question of which country or region should develop a partic- 
ular industry. The Alliance for Progress is validly criticized for its failure to 
grapple with this by placing undue emphasis on national plans for selí- 
sufficiency, even though the desirability for increased regional integration is 
recognized. i 

Gordon believes that a shortage of domestic saving has not been a major 
factor in holding back Latin American development. He rejects the notion 
that monetary savings must precede investment (an argument used to defend 
skewed income distribution and to attack progressive taxation) and suggests 
that a government can create the funds needed for capital formation if a 
scarcity of voluntary, private savings is evident. This is the familiar inflation- 
ary route to development and has merit if unemployed real resources are in 
fact available, and the new investment projects do not place excessive strain on 
foreign exchange availabilities. Historical experience, however, indicates that 
Latin American governments have had difficulty in exercising adequate self- 
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discipline in their monetary and fiscal policies. Foreign investment as a de- 
velopment vehicle is recognized for its potential in transferring technology, but 
the impression that the developed countries have made a significant resource 
contribution to Latin America between 1946-61 is rejected. “Net capital in- 
flow ... was $11.8 billion and net debt service transferred out was $16.0 
billion for the period . . .” (p. 240). Developmental priorities are examined 
with a critical appraisal of the usual conspicuous production (i.e., steel-mill) 
approach to government planning. It is argued that the entire region should 
be developed in terms of six or eight major industrial complexes. Many econo- 
mists would agree with this recommendation, but political realities make mean- 
ingful implementation unlikely. 

Part V, Trade and Finance, contains chapters on trade patterns, common 
markets, monetary standards, banking and public finance. A strong point is 
made in support of improving the qualitative ("how it is used") aspect of 
credit control. Indeed, traditional lending practices leave much to be desired, 
but it may be difficult to accept the remark that "there is in general in Latin 
America no shortage of money and credit in terms of total quantity" (p. 348). 

In conclusion, the reviewer appreciates the author's statement that “this 
book is much more of an expression of opinion than it is a rigorous report of 
research findings" (p. 387). The book is too impressionistic, negative, and 
sweeping in coverage. The lack of scholarly documentation will disappoint 
many students, but the writing style is lively and designed to have an emo- 
tional impact. The shortcomings would have been minimized, however, if the 
author had devoted greater attention to prescription for remedial policy ac- 
tion. 

J. D. DEFOREST 

Parsons College 
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Studies in Mathematical and Managerial Economics. Vol. I, Optimal Decision 
Rules for Government and Industry. By Henri THEM, in association 
with others, Chicago: Rand McNally & Co., 1964. Pp. xvii, 364. 


In this book Henri Theil presents a statistical decision analysis, and gives 
example applications to a number of concrete decision problems drawn from 
the economic histories of the United States and the Netherlands, and drawn 
from the production and employment problems faced by a particular business 
firm. The reader is led successively through the development of the theory 
from the simpler static case under certainty to the fully dynamic case under 
uncertainty. The theory developments are followed immediately by concrete 
examples, Both the technical developments and the applications are discussed 
fully and in detail, and the exposition attains a high level of clarity. This book 
should be an important contribution to those who are interested in quantita- 
tive decision-making in business, government, and elsewhere. In addition it 
should help to clarify many fundamental points in economic theory relating to 
decision-making. 

Perhaps the best way to indicate the range and depth of this book is to dis- 
cuss in some detail one of Theil’s more advanced examples. He considers the 
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problem of making decisions on national economic policy for the Netherlands 
for the period 1957 through 1959. The policy instruments are taken to be the 
general wage level, three tax rates, and the level of government expenditures 
on commodities. National economic welfare is assumed to depend quantita- 
tively on the level of unemployment, the change in the level of prices in pri- 
vate consumption, the share of wages in national income, and the surplus in 
the balance of payments. In addition, welfare weight is assumed to attach di- 
rectly to the above instruments of policy which the government uses. 

The welfare weight which attaches to the above variables is assumed to 
differ somewhat for different interest groups. Specifically three sets of prefer- 
ences are formulated, one for each of the following: labor, employers, and a 
neutral group that is intended to represent the broad national interest. The 
problem posed by Theil is to find the decision strategy that, looking forward 
over a three-year planning horizon, will achieve an optimal compromise over 
the various objectives and interest groups in setting the four instruments of 
policy, taking into account the fact that uncertain disturbances also will have 
impacts on the economy. The conditional forecasts that are needed for this de- 
cision analysis are based on a 40-equation econometric model of the Dutch 
economy. Theil makes a thorough exposition of this problem including such 
subtleties as penalizing erratic fluctuations of the instrument variables and 
carrying over unfulfilled objectives to succeeding years. 

He then proceeds to solve the problem. This is done by approximating the 
welfare functions by quadratic equations and maximizing the expected values 
of welfare subject to the constraints imposed by a linear econometric model of 
the economy. The political compromise between the conflicting interest groups 
is attained by putting equal weight on the welfare loss that each group suffers 
from being forced to compromise its ideal plan for running the country and 
then finding the compromise that minimizes the total loss. 

Not only does Theil treat the problem of finding the optimum strategy for 
making the decisions, but he also considers: (1) the welfare cost of the gov- 
ernment’s inability to forecast with perfect accuracy the 13 exogenous vari- 
ables that the government does not control, such as exports, (2) the conse- 
quences in terms of welfare loss of making errors in estimating the parameters 
of the econometric model, and (3) the welfare cost of errors in estimating the 
parameters of the welfare functions. He studies the rate at which the cost of 
forecast errors declines as the forecast span increases. By using the econome- 
tric model and the optimum strategy, forecasts are made of future actions and 
the corresponding future outcomes. He considers the effect of truncating the 
planning horizon to three years or extending it to an infinite horizon. He con- 
siders the extent to which some policy instruments are substitutes for others 
and the extent to which they are complements. 

Although one can quite rightly question the rather severe restrictions im- 
posed by a symmetric quadratic utility function and by a linear econometric 
model, this linear decision rule analysis has the great virtue that its solution is 
sufficiently easy through matrix manipulations to enable quite subtle and pro- 
found questions to be studied directly. Hence the power of this approach 
should not be underestimated, particularly as a first approximation. 

Each section of the book contains a clear nontechnical summary at the end, 
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and many readers will find this a useful way to start the section. A similar re- 
mark might be made about the theory and applications chapters. Many read- 
ers will find it easier to read the theory chapter after having first examined a 
concrete application. The availability of the nontechnical summaries and the 
clear separation of the theory from the applications mean that readers unfa- 
miliar with matrix algebra can still obtain a great deal from this book. 

Now for more technical points. 

The matrices arising from practical problems may readily become too large 
for hand computation, and the reader looks in vain for Theil to mention the 
availability of a computer program’ that might perform the mathematical ma- 
nipulations of the decision analysis. 

On page 123 Theil lays considerable stress on the tiporta fact that a de- 
cision strategy for the sequential uncertainty case should take into account the 
fact that new information will become available before subsequent decisions 
are made. He shows a case in which the mere knowledge that information will 
be available influences the action that is taken in the initial period. In strong 
contrast to this, however, he demonstrates that the same linear decision rule 
serves for decision-making under certainty, for making simultaneous decisions 
for many time periods under uncertainty, and as the optimum strategy for 
making the first decision in a sequential uncertainty situation. Thus Theil has 
given concrete examples of two cases, one in which the strategy approach 
makes an important difference, and one in which it does not. This suggests 
that there are two classes of mathematical decision models, one of which is 
vastly simpler since it does not require formal treatment of the strategy prob- 
lems in the solution process. The property of certainty equivalence is un- 
doubtedly very special, perhaps being limited to the linear decision rule case, 
but there may be a larger class of decision models in which the strategy prob- 
lem may be treated implicitly rather than explicitly in the solution process. 

Because of the relatively small amount of work that has been done in quan- 
titatively estimating social welfare functions, and also because of their some- 
what intangible nature, it comes as good news that Theil finds on page 84 that 
the errors from misestimating the parameters of the welfare function are much 
less serious than those arising from errors in estimating the parameters of the 
econometric model itself. 

Another encouraging note is the finding that forecast and other errors are 
less serious in their consequences for a dynamic sequence of decisions than for 
one-shot decisions. Even though the solution for an optimal strategy is usually 
more difficult to obtain, individual decisions are less critical because of the 
possibility of partially reversing mistakes in the periods that follow. 

Theil’s book is by all odds the best one to date in the exposition of the lin- 
ear decision rule analysis and there is every reason to expect that it will make 
an important and lasting contribution to the introduction of such methods in 
government and industry. 

CHARLES C. Hort 

University of Wisconsin 

* Of course, programs are readily available at most computing centers for all of the basic 
matrix manipulations that are involved. 
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Econometric Analysts for National Economic Planning. Edited by P. E. Hart, 
G. Miris, and J. K. WHITAKER. Proceedings of the Sixteenth Sympo- 
sium of the Colston Research Society held in the University of Bristol 
April 6-9, 1964. London: Butterworths, 1964. Pp. xii, 320. $14.50. 


The Colston Research Society has held symposia and published papers 
annually since 1948 on diversified subjects including natural and social sci- 
ences and humanities. The main criterion for selecting a topic is that the 
subject should be at an interesting and active stage of aaa The 
subject of the present volume easily meets the criterion. 

Approximately eighty members participated in the 1964 symposium; 
most were from England, and a few from the rest of Europe and the United 
States. The papers included are J. J. Johnston, D. D. Bugg, and P. J. Lund, 
“Some Econometrics of Inflation in the United Kingdom”; J. D. Sargan, 
“Wages and Prices in the United Kingdom: A Study in Econometric Meth- 
odology”’; Richard Stone, “British Economic Balances in 1970: A Trial Run 
on Rocket"; G. Pyatt, “A Production Functional Model”; L. R. Klein, 
“The Social Science Research Council Econometric Model of the United 
States"; P. J. Verdoorn and J. J. Post, “Capacity and Short-Term Multi- 
pliers’; A. Moustacchi, ‘‘The Interpretation of Shadow Prices in a Para- 
metric Linear Economic Programme"; Leif Johansen, “Saving and Growth 
in Long-Term Programming Models"; W. Sadowski, “Economic Organiza- 
tion and Planning"; A. P. Barten, “Family Composition, Prices, and Expen- 
diture Patterns"; and G. Menges and H. Diehl, “Time Stability of Struc- 
tural Parameters." Each paper is followed by often interesting and instruc- 
tive discussions. 

To classify these papers into broad fields, four papers (Johnston, Stone, 
Klein, and Verdoorn) are on econometric applications, two papers (Sargan, 
Menges) on econometric methodology, two papers (Pyatt, Barten) on eco- 
nomic theory, and three papers (Moustacchi, Johansen, Sadowski) on pro- 
gramming. Although some papers (notably Sargan and Johansen) are of 
considerable theoretical interest, the main emphasis is on practice rather 
than on theory. Most authors impress me as having had much experience in 
econometric model-building or planning programs and being familiar with 
the complicated problems of the real world, and the hints and insights they 
throw here and there amidst formidable notation and lengthy mathematics 
must be very useful for practically minded econometricians or planners. 

In this review I have chosen a few that have especially aroused my inter- 
est. I have not commented on papers by Stone and Klein on econometric 
models of the British and American economy, respectively, since each of 
them is a part of the greater program described elsewhere and had better be 
reviewed thoroughly as a whole. Stone's paper is related to the series of 
books, Department of Applied Economics, University of Cambridge, A 
Programme for Growth (London 1964), and Klein's paper to L. R. Klein, 
James S. Duesenberry, Gary Fromm, and Edwin Kuh (eds.), The Brookings 
Quarterly Economeiric Model of the United States (Chicago 1965). Both 
papers are good introductions to the more detailed studies cited above. 

The paper by Sargan is in a sense a sequence to his important work, “The 
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Maximum Likelihood Estimation of Economic Relationships with Auto- 
regressive Residuals’ (Econometrica, July 1961). However, it is self- 
contained and can be understood without reading the previous work. In the 
Econometrica article Sargan proposed a generalization of limited informa- 
tion, maximum likelihood estimator which is consistent and asymptotically 
efficient when the residual of the equation to be estimated follows a first- 
order auto-regressive process. The spirit of the article was that, even if the 
real process may be more complicated, it is often better to assume at least a 
first-order autoregressive process rather than complete serial independence 
for the residual. The present paper is written in the same spirit and solves 
some of the practical problems that arise in the use of the estimator pro- 
posed earlier. 

The following 1s a summary of Sargan's paper. Let the regression equation 
be y= X8-l-«u, u—pu.14-e, where y is a vector, X a matrix of observed ran- 
dom variables, 4 a vector of unobservable random variables, e a vector of 
independent and identically distributed random variables with mean zero 
and an unknown constant variance, and B is a vector of unknown param- 
eters, p an unknown parameter. The subscript ‘‘—1’’ means that each ele- 
ment of the vector is shifted one-period backward. Combining both equa- 
tions, we have y—py.1— X8-- X.a46p — e, or simply £a — e. 

1. If X is predetermined, estimate p and 8 by maximum likelihood, which 
is equivalent to minimizing a’ £'£a with respect to p and B. Test the hypoth- 
esis on the process of # by likelihood ratio test. 

2. If X is partly endogenous, Sargan's Econometrica estimator may be 
used. Or use a 2SLS-type estimator which is asymptotically equivalent to it 
and which is obtained by minimizing a't Z(Z' Z) !Z'£a with respect top and, 
where Z is a matrix of properly chosen instrumental variables. Again the 
hypothesis on the process of u may be tested by likelihood ratio test. 

3. Sargan compares the speed and efficiency of various iterative methods 
of solving the minimization problem described in (1) or (2). Since the mini- 
mand is a quadratic form, convergence to the absolute minimum is certain 
with probability one. 

4, The asymptotic distribution of 


é’_4é 
8 38 





is obtained, where ~~ indicates the estimate. 

5. The estimator that takes into account first-order autoregression of the 
residual is compared with the one that assumes serial independence in esti- 
mation of some equations of Klein-Ball model, and they are shown to pro- 
duce different policy implications. 

johansen's interesting paper analyzes the nature of solution of a finite- 
period planning program with linear and nonlinear objective functions in a 
two-sector, vintage-capital model. In this review Johansen's conclusions are 
illustrated in & one-sector, no-vintage model. 
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A simplest finite-period planning program with a linear utility function 
may be formulated as: Maximize 


T 
2, XC; 
im] 


under constraints QC. Ir Ir", Ye=Cirt Ia Yl, C20, I,2:0, 
where C, is consumption, Y; available stock, 7, input, and A, C£, I, Is are 
given constants. In this case it can be easily shown that the nature of the 
solution is li, Z5, © +--+, Jy to be made maximal possible under constraints, 
and Is}, * * * , Ir minimal possible for some k between 0 and T. In other 
words, invest in the early part and consume in the later part of the plan. 

From this we learn the following: (1) C,2 C£ is necessary, for otherwise 
we may have C;—0 for some £. (2) Ir> Ir" is necessary, for otherwise C;=0 
for i> T. (3) Solution varies greatly by a slight change in X's. To avoid this 
we must include more constraints on C's. 

In short, the use of a linear objective function makes a “programming 
plan” almost like a simple “target plan." 

Johansen shows by means of admirable algebraic skill and perseverance 
that the same nature of solution as above holds also for a two-sector, vintage- 
capital model. 

The use of a nonlinear utility function makes rigid constraints of con- 
sumption unnecessary, although the lower bound for the terminal capital 
stock must be still set. If we replace the linear maximand with a nonlinear 


T 
>» t log C, 
tun] 


in the previous problem and omit the constraint C;>Cf, the problem 
becomes: Maximize 


T T 
> 6! log Ci under b» BPC; = BTYi y Is, 
bml im] 


where Y, and J7* are given constants, and it can be solved by the method of 
Lagrange multipliers. The solution is 


Ir 
gt 
Johansen obtains the formal solution of a similar problem with a nonlinear 
maximand in a two-sector, vintage-capital model by means of Kuhn-Tucker 
theorem. The nature of the solution is analyzed by a thorough and ingenious 
intuitive inquiry and by a numerical example. 

Pyatt argues that one should estimate the locus of ex post equilibrium 
points rather than the ex anie production function. The former may be 


linear, even when the latter is nonlinear. Here I shall illustrate it for the case 
of a Cobb-Douglas production function. 


(I+o+---+8™)C,= Y.— 
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Let the production function be 
(1) X = aN C 
where X is output capacity, N is labor, C is investment expenditure divided 
by money wage rate, and o,B are constants, of which only @ is assumed to 


change through time as a technology indicator. Defining n— N/X, c=C/X, 
we have from (1) 


1 
(2) ni = — P! 
From (2) we have 
(3) gc 


Thus, if dn/dc— —r (r being the rate of interest) at equilibrium, we have 
B 





(4) l | noc °C, 


DB 
which describes the locus of equilibrium points of s and c as a changes 


through time. 
Pyatt seems to prefer, for reasons not clear to me, the production function, 


1 
(1)’ yog Ne eh a ioe Plug E 
Y Y l 


where a, B, y are constants, of which only æ is assumed to change through 
time. For this production function, the equivalent of (4) is 


1 
(4)’ ikea sie 
8 B 

His use of the Johansen-Kurz vintage-capital model as the general frame- 
work is only incidental as far as the main problem of the paper is concerned. 

Verdoorn and Post discuss & 36-equation econometric model of the 
Netherlands economy, estimated by the limited information, maximum 
likelihood estimator. The “unused capacity" variable is measured by the 
unemployment percentage #, and it affects endogenous variables non- 
linearly, as the new variable is defined by 4.34 A log (29-2) —0.2 Aw, which 
in turn affects variables linearly. The variables affected by the unused ca- 
pacity are exports, export prices, investment, imports, wages, and employ- 
ment. The short-term multipliers of the impulse variables (competing 
exports, autonomous expenditure, wage rate, import prices) upon endoge- 
nous variables are then calculated for various levels of the unused capacity 
variable. = 

There have been many econometric and noneconometric works that 
attempt to explain the cost-push or demand-pull nature of the postwar 





Ce 
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British inflation. The paper by Johnston, ei al., presents a simple model that 
purports to explain the price change as a function of the ratio of the demand 
for consumption to the supply. Various variants of the model are compared 
on the basis of the mean-square error of the estimated prices in the sample 
period. The novelty lies in the estimation of the ex anie variable—the de- 
mand for consumption, which is an important step into a new interesting 
problem: Moustacchi discusses a linear programming model concerning the 
French Fifth Plan. Sadowski calls the reader’s attention to a new and inter- 
esting problem of finding an optimal economic organization in planning. 
Barten considers the problem of measuring the effect of a change in the 
family composition upon the family expenditure. Menges and Diehl men- 
tion conventional methods of testing the hypothesis that samples come from 
the same population and apply some of them to testing a structural change 
of the parameters in a regression. 

TAKESHI AMEMIYA 
Stanford University. 


Systems of Social Accounts. By. G. Stover. New York: Oxford University 
Press, 1965. Pp. xiv, 270, $6.40. 


This book by Professor Stuvel is primarily concerned with organizing and 
presenting economic data on the flow of goods and services as well as its coun- 
terflow of financial claims among various transactors by means of matrix ac- 
counting based on the so-called "double-entry" bookkeeping principle. Each 
transactor is accorded a row and the corresponding column in a square matrix 
and the entry in the ith row and the jth column represents the monetary 
value of the goods and services that flow from the ith transactor to the 
jth transactor or the counterflow of money from the jth transactor to the ith 
transactor. The basic scheme of matrix representation of economic data in this 
book is, therefore, identical to the one used in Leontief's input-output analy- 
sis. 

Stuvel analyzes basically three types of problems in such matrix ac- 
counting: (i) methods of setting up transactors or accounts as well as consoli- 
dation and deconsolidation of transactors, (ii) relations between the entries in 
each cell of the matrix and the actual economic flows, and (iii) measurement 
problems which affect the amount of the entries. He demonstrates, by using 
the actual data of economic flows in the United Peer how these problems 
may be partially solved. 

The book consists of three parts which are further divided into 21 chapters. 
In Part I, “The Basic Accounting Framework,” Stuvel starts by emphasizing 
the importance of representing economic data based on the double-entry book- 
keeping principle. “They [identities in the double-entry system] ensure con- 
sistency between the values of different economic aggregates appearing in 
different parts of the macro-economic theory concerned” (p. 7). The basic 
two-account model which consists of the Production Account and the Fi- 
nancing Account is then introduced, which is next extended to include two sec- 
tors, the National Economy and the Rest of the World, each having Produc- 
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tion and Financing accounts. Finally, the Capital account is mtroduced to 
take care of the investment-savings aspect of economic flows. The last chapter 
in Part I discusses the valuation problem, introducing the Speculation account 
in the matrix presentation. 

Part II, “Systems of Sector-Accounts,” is essentially on the decomposition 
of accounts (discussed in Part I) into more detailed accounts in order to ar- 
rive at the “grand design of sectored systems.” For example, each of the Pro- 
duction, Income, and Capital accounts is further subdivided into Personnel, 
Corporate, and Government sectors. The Production account is decomposed 
into agriculture, manufacturing, and service; Capital account into various 
financial institutions. The nature of the transactions among these detailed 
transactors is explained in detail. 

The last part, Part III, “The Flow Content of the Accounts," discusses var- 
ious special problems that may arise in implementing the national matrix ac- 
counting. Such problems as the separation of the market economy and the 
subsistence economy, the problems in the measurement of fixed assets forma- 
tion and consumption, the valuation basis, i.e., market price versus factor cost, 
factor income allocation, etc., are discussed together with miscellaneous 
definitional, measurement, and recording problems. 

My major criticism is that Stuvel seems to have neglected a large body of 
theories and practices in business accounting which may very well be applied 
to the kinds of problems discussed in this book. Of course, there are 
differences between business accounting and national accounting but at the 
same time there are similarities between the two in many important aspects of 
the problem which he could have taken advantage of, 

He states “In the national accounts double-entry reflects the fact that each 
transaction involves two different transactors, one of which will make a debit 
entry in his books in respect to the payable arising out of this transaction, 
while the other makes a credit entry in respect to the receivable that accrues 
to him as a result of the transaction concerned. In the business accounting, on 
the other hand, the double-entry principle refers to the two entries made in 
the book of one and the same transactor in respect to simultaneous changes in 
two items of his balance sheet” (p. 12). Although this latter statement on 
business accounting is true, it does not follow that accounting theories and 
practices in business accounting are, therefore, inapplicable to national ac- 
counting. Various issues on measurement and valuation that have been de- 
veloped in business accounting may very well be made useful for national ac- 
counting, especially for those problems that are discussed in Part III. In addi- 
tion, there are important branches of accounting which specialize in transac- 
tions among various segments of an organization, just as national accounting 
deals with transactions among various segments of a nation. Good examples 
are consolidation, home office-branch accounting, and other divisional ac- 
counting, etc. Cost accounting which traces the flow of goods from department 
to department can also provide a rich body of knowledge which may be trans- 
lated into national accounting terms. 

Furthermore, such translation immediately high-lights the one-sidedness of 
national accounting presented in this book. In general, the commodity flow is 
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matched by the money flow in the opposite direction, but not always. Such a 
matching between the two flows requires the recognition of the cause-and- 
effect relationship between the two, which is difficult to do in some cases such 
as taxes, government subsidies, etc. Therefore, one cannot describe the eco- 
nomic flow by looking at the money flow only, as in the system presented in 
the book, Double-entry accounting is, of course, capable of handling both 
flows simultaneously as is already established in business accounting. Actual- 
ly, the power of double-entry is that it forces us to trace the causal chains 
among various commodity and money flows and never to look at a flow inde- 
pendently from the rest of the flows. 

Of course, the above comment is applicable to other articles in national ac- 
counting. However, I am disappointed because Stuvel’s system is not different 
from the one that has been traditionally used in the input-output, interindus- 
try analysis. 

The main contribution of the book, therefore, seems to lie in the detailed 
discussions on the “sectoring,” i.e., how accounts may be established and how 
transactions among accounts may be reflected in the matrix accounting. The 
book presents a well organized step-by-step approach to this problem of sec- 
toring. In addition, Part III of the book provides a good discussion on impor- 
tant problems in the measurement and the valuation of economic flows that 
need to be solved. In this respect, this book will provide a good basis for un- 
derstanding the ways in which national economic data may be organized, al- 
though, I must reluctantly add, the very limited number of references to re- 
lated work in the field and the lack of bibliography isolate the book somewhat 
from the rest of the work in national accounting. 

Yuji [yret 

Stanford University 
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Monopoly Capital—An Essay on the American Economic and Social Order. 
By Paut A. Baran and PauL M. SwEEZY. New York and London: 
Monthly Review Press, 1966. Pp. xiv, 402. $8.75. 


This book is worth reading; it deals with a vital area of economics, has a 
unique approach, is stimulating and well written. It represents the first serious 
attempt to extend Marx’s model of competitive capitalism to the new condi- 
tions of monopoly capitalism. Even non-Marxists who read it will find some 
important additions to the economist’s toolbox. 

Paul Baran and Paul Sweezy begin with a long and careful analysis of price 
and profit decision-making under oligopoly conditions. They find that the 
modern large corporation still practices profit maximization, though over a 
longer time horizon and with more rational calculation than ever before. They 
find complete elimination of price competition, replaced by coordinated pol- 
icles among firms (without need of any overt conspiracies). They further con- 
clude that the degree of monopoly continues to increase, and that the increas- 
ing degree of monopoly—coupled with the astounding rise of productivity— 
has caused a very rapid increase in the “economic surplus.” 
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This “surplus” is defined as "the difference between what a society pro- 
duces and the costs of producing it." It is broader than the traditional concept 
"surplus value" (or profit, rent, and interest) because it also includes wasteful 
and nonproductive expenditures. The problem is the lack of effective demand 
to absorb the entire surplus. Basically, where Marx argued that competitive 
capitalism suffers cycles of boom and bust (but said “there are no permanent 
crises . . ."), Baran and Sweezy see monopoly producing a permanent tendency 
toward slowed growth and stagnation. 

Some surplus is absorbed by capitalist consumption and investment, but 
they contend that both of these are relatively limited by the cautious outlook 
of oligopoly corporations with respect to dividends and new investment. Yet 
they believe that most surplus is absorbed, but by new institutional channels. 
They calculate the whole surplus in 1963 at 56.1 per cent of GNP. Of this 
total surplus, however, only 32 per cent was the traditional rent, interest, and 
profit (which must be offset by capitalist consumption or investment). An- 
other 17 per cent of the surplus was spent on the “sales effort,” in which they 
include a large part of all distribution costs, most advertising, most model and 
style changes, finance, insurance, real estate, and legal services. Finally, a 
huge 51 per cent of the surplus is absorbed by government spending, in which 
they include both warfare and welfare expenditures, The contention is that 
these latter elements of surplus absorption not only cut down on workers’ con- 
sumption, but also on productive investment, so that they lower the rate of 
growth 


In spite of all these avenues of surplus absorption, however, they contend 
that all the potential surplus is still not absorbed, with the result that there is 
a certain amount of chronic unemployment. The question arises why govern- 
ment spending cannot absorb an unlimited surplus. They argue that private 
interests are no longer opposed to government spending per se, but will still 
oppose most nonmilitary spending, either because it competes with private en- 
. terprise, e.g., low-cost housing, or because it undermines class privileges, e.g., 
high-quality public education for all. Only government spending on highways 
is fully supported by big business, but this is already reaching a point greatly 
in excess of usefulness (since the auto is choking urban transport). 

This leaves military spending, which does not conflict with private interests, 
but rather provides exceptionally high profit rates. Yet they argue that even 
military spending cannot be increased enough to provide peacetime full em- 
ployment, in part because an increasing proportion goes into scarce research 
and engineering skills, and a decreasing proportion into mass production. In- 
terestingly, the authors also argue—contrary to Hobson and Lenin—that for- 
eign investment does not offer a vast area of surplus absorption. They point 
out that the profit and interest flow to the United States (earned by our huge 
“multi-national corporations") has been greater than the entire investment 
flow abroad. 

They recognize that U.S. history since the Civil War (approximately the 
period of “monopoly capitalism”) does not actually reveal such continuous 
unemployment nor stagnation. The model is accordingly modified to recognize 
the vast amounts of surplus absorbed at times by (a) wars and (b) major in- 
novations (namely railroads and autos). 
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Having elaborated the economic model, they turn to its effects on society in 
the last three chapters. They argue that race prejudice has been an inevitable 
concomitant of the exploitation of the Negro under slavery and as the cheap- 
est labor under monopoly capitalism. They also consider the effects on juve- 
nile delinquency, divorce, and a whole range of expressions of pervasive aliena- 
tion. Included are powerful essays on poverty, a long analysis of housing con- 
ditions, and a very detailed discussion of educational deficiencies. 

Without detracting from the general importance of the book, some weak 
spots may be mentioned. First, the main point of the new “surplus” concept 
turns out to be the vast waste of social resources on war and war production. 
This could be handled conceptually as well, however, in terms of a deduction 
from Marx’s surplus value; and could be more precisely calculated as a factor 
lowering the rate of growth within the terms of a Domar-type growth model. 
Secondly, the concept of “nonproductive” expenditures on “sales effort” and 
other capitalist “waste” is contrasted to a perfect socialist economy, but they 
neglect to contrast it to any actual socialist economy. 

Third, how does the remaining cyclical unemployment relate to the long-run 
stagnation model of the monopoly stage? Fourth, granted that the degree of 
monopoly affects the distribution of the surplus among industries, by what 
mechanisms does it affect the aggregate surplus? Finally, their reasoning as to 
the limitations of military spending appears insufficient. Given the lack of po- 
litical obstacles, it seems that some level of military spending will always 
create full employment (granted that it may be an absurdly high level, may 
lower the growth rate, and may tend to produce nuclear holocaust). 

Howarp J. SHERMAN 

University of California, Riverside 


The New Economics. By E. PREOBRAZHENSKY, Translated by BRIAN PEARCE, 
with an introduction by A. Novz. Oxford: Clarendon Press, 1965. Pp. xx, 
310. 55s, l 


This is a translation of a work which was originally published, frst in arti- 
cle and then in book form, in the mid-1920’s during the period when Stalin 
was consolidating his power and a great debate over the Soviet Union’s eco- 
nomic course was raging. E. Preobrazhensky was the leading economic theo- 
rist of the Left Opposition and was subsequently executed in the purges of the 
1930’s, The book was of course suppressed in the Stalin era, and apparently 
neither it nor its author has been rehabilitated since. We owe its translation 
into English (a French translation has also just been published) at this time 
to the great increase in interest in problems of economic development which 
has been so marked a characteristic of the postwar period. 

In choosing The New Economics for his title, Preobrazhensky was certainly 
not claiming to have discovered some brand new economic principles. He was 
an orthodox Marxist in the Leninist mold, and his purpose was to apply 
Marxian methods and categories to the Soviet economy as it existed in the pe- 
riod of the New Economic Policy. What was “new” was the character of this 
economy: all the theoretical tools and concepts were taken, with but few 
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medications, from Marx. This will doubtless make the book difficult going 
for non-Marxists; some may even find it quite incomprehensible. It is perhaps 
worth noting, therefore, that as a Marxist I found Preobrazhensky’s exposi- ` 
tion a model of clarity and lucidity, a far cry from the kind of “Marxian” 
scholasticism which has become so common in recent decades. The high intel- 
lectual level, the evident scientific spirit, and the absence of jargon and dogma 
in Preobrazhensky’s work make one realize how seriously Marxism was set 
back in the USSR—and not only in the USSR—as the result of the ideologi- 
cal needs of the Soviet leadership in the period of forced industrialization, 
war, and cold war. 

Where bourgeois economics has always sought to find and emphasize the 
elements of harmony, equilibrium, and cooperation in a socioeconomic system, 
Marxism has done just the opposite in the conviction that both structure and 
change are dominated by contradiction, opposition, and struggle. In keeping 
with this approach, Precbrazhensky saw the Soviet Union in the 1920’s as a 
strictly transitional society composed of two totally opposed systems locked in 
mortal combat. One of these systems was simple commodity production (peas- 
ant agriculture, handicraft production, petty trade), the other was that of 
emerging socialism (industry, transportation, communications, finance, all 
owned by the state). The private economy was governed by the “law of 
value,” which in Marxian usage is roughly equivalent to Adam Smith’s “invis- 
ible hand"—in other words, it responded to and was shaped by competitive 
market forces. If the socialist sector should content itself with the role of ca- 
tering to the needs of the still much larger private economy, it would become a 
mere appendage of the latter and sooner or later would be disintegrated and 
taken over: this, in short, would be the road to the restoration of capitalism. 
The alternative was for the state deliberately to build up the socialist sector, 
not in response to the pattern of effective demand generated by market forces, 
but with a view to the transformation of the country’s economic structure and 
the eventual absorption of the private economy. This was the road to a fully 
socialist society. 

Preobrazhensky was of course a passionate partisan of the socialist alterna- 
tive, and he took it for granted that the Soviet state was committed by its 
class character to follow this road. His central purpose in The New Economics 
was to spell out what this implied and to identify and analyze the difficulties 
and obstacles which would have to be overcome. 

This background should help to clarify what Preobrazhensky meant by the 
“law of primitive socialist accumulation,” which he insisted was the governing 
law of the socialist sector of the Soviet economy and which he counterposed to 
the law of value as the governing law of the private sector. "Primitive ac- 
cumulation," it will be recalled, was the term Marx applied to the appropria- 
tion, usually by violent methods, by the nascent capitalist class of wealth 
(land, precious metals, currently produced surpluses) of precapitalist coun- 
tries and population strata. This process, Marx held, was essential to the es- 

* Marx actually used the word ursprünglich, which would have been better translated by 


its literal equivalent “original”; what he wanted to stress was that this kind of forcible 
accumulation preceded, and laid the foundations for, capitalist accumulation proper. 
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tablishment of capitalism, and later on the continued plundering of precapital- 
ist peoples added to and accelerated the process of capitalist accumulation. 
"Primitive socialist accumulation," as seen by Preobrazhensky, was an analo- 
gous process whereby the nascent socialist state appropriates the surplus prod- 
uct of the private sector and channels it into the socialist sector to speed up 
the growth of the latter. Preobrazhensky believed that the socialist state was 
precluded by moral and political considerations from having recourse to the 
violent methods used by capitalism; its primary methods would have to be 
taxation and a monopoly price policy by state-owned industries. Little did he 
guess what violent forms the process would take under Stalin’s forced-collec- 
tivization program only a few years later! 

By speaking of a “law” of primitive socialist accumulation, Preobrazhensky 
meant no more—and no less—than that the policy of taking from the private 
sector to accelerate the growth of the public sector was one which, in the con- 
ditions which existed in the USSR in the 1920’s, the socialist state must neces- 
sarily adopt in order to survive as a socialist state. This is not the same mean- 
ing as the term has in the “law of value” where it signifies certain regularities 
which impose themselves regardless of the will, or even knowledge, of the peo- 
ple involved. The reader who keeps in mind that Preobrazhensky used the 
word “law” in these two quite different senses will find it easier to follow his 
arguments. 

The focus of all these arguments was the policy of the Soviet state at the 
time the book was being written, and many of them are couched in a highly 
polemical form. For these reasons it seems clear that a reasonable knowledge 
of the historical context is essential to get the most out of Preobrazhensky's 
work.*? This fact, however, should not be allowed to give rise to the assump- 
tion that The New Economics has only an historical interest. Many of the 
problems which were faced by the USSR in the 1920’s exist today in countries 
which are struggling to break out of the prison of underdevelopment, and any- 
one who is interested in them, and in particular in working out viable solu- 
tions for them, is sure to find this a stimulating and valuable work. I subscribe 
wholeheartedly to the judgment of Ernest Mandel, the Belgian Marxist who 
wrote the Introduction to the French translation of the book (La Nouvelle 
Economique, Paris, 1966): “. . . one will not find in this book a code of con- 
duct for economic leaders of underdeveloped countries engaged in the transi- 
tion from capitalism to socialism. But one does find in it an arsenal of con- 
cepts and chains of analysis which permit the freeing of the elaboration of po- 
litical economy in these countries from the grip of empiricism and vulgar 
pragmatism. One finds the essential instruments for defining, in all such cases, 
the great options and the lines of possible evolution. The New Economics is 
not only a guide to the better understanding of these basic problems and thus 
to an escape from debilitating pragmatism. It is also a weapon for cutting 
these Gordian knots, not in the sense of some academic truth but in the inter- 


* Apart from general works on Soviet history, the most useful companion volume to The 
New Economics is Alexander Erlich, The Soviet Industrialization Debate 1924-1928, Cam- 
bridge, Mass., 1960. 
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ests of a class and of a cause to which Preobrazhensky devoted his whole life: 
the working class and the cause of socialism.” 
PauL M. Sweezy 
New York, N.Y. x 


Private and Public Planning. By Net. W. CHAMBERLAIN. New York: McGraw- 
Hill Book Co. 1965. Pp. viii, 238. $7.95. 


Professor Chamberlain's study is about private and public planning in the 
proportion of one rabbit to one horse—40 pages on private planning and 174 
on public, with 16 on definitions used in both. The discussion of private plan- 
ning is intended to introduce and illustrate certain ideas which will then be 
applied to the analysis of public planning. These ideas constitute, according 
to the author, "whatever contribution this study makes." They include "the 
conception of planning as the systematic management of assets, the inescapa- 
ble conflict of objectives between system and subsystem, and the consequent 
dependence not only on technical-economic but also organizational-political 
coordination; the ongoing nature of the planning process, with & continuing 
interplay between intent and event, and the significance of the distinction be- 
tween what are here called specific and categorical social objectives." 

We may have encountered these ideas before in plainer garb. I must confess 
a certain irritation at the repeated use of “subsystems” or, worse, “subunits” 
for what turns out to be “people.” Nevertheless, these would probably be a 
useful set of ideas for analyzing public planning. The distinction between the 
technical-economic and organizational-political aspects seems to me especially 
promising. However, an analysis of public planning in these terms does not 
come through. Rather we get an anecdotal account of government planning in 
Western Europe in the postwar period on which these ideas have been plas- 
tered without apparent necessity or effect. The reason is, I think, that we just 
do not know enough about what is really going on in the public planning pro- 
cess, about the objectives of those who do it, about the techniques employed, 
and about the results achieved or thought to have been achieved, to subject 
the process to any sophisticated analysis. It is as if we are listening to a pro- 
fessor of art analyze a painting in a room so badly lit that we can’t see the ob- 
- ject. Symptomatic of how little we know about the object being analyzed is 
the fact that in the leading case, French “indicative” planning, even the prac- 
titioners don’t know, or disagree about, what the method is. 

Chamberlain starts with a definition of planning as the systematic manage- 
ment of assets, something that even U.S. businesses do and that therefore 
is not the property of the Socialists or the Communists. The operation of the 
U.S. Department of Defense under Secretary McNamara is cited as “perhaps 
the purest, although partial, example of governmental planning in the West 
today.” But that is the last we hear of the Department of Defense. Chamber- 
lain is not interested in partial planning, however pure. He is interested in 
comprehensive and detailed management of the economy, however, impure. 
Whether the kinds of government policies to which this book is mainly de- 
voted meet the author’s definition of planning as “systematic” is never asked, 
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although it is pretty obvious that most of them do not. The test applied is 
not that the government’s management of the “nation’s” (whose?) assets 
should be systematic, but that there should be a lot of it. 

The author probably did not intend to give comfort to those who believe 
that any government “intervention” in the economy is the narrow edge of the 
wedge leading inevitably to total dictatorship, But this is precisely the impres- 
sion given. From modest origins, the objectives and necessary techniques of 
government economic management grow in this short and undramatic book by 
inexorable logic until the requirements of “planning” threaten to devour all 
other social institutions. In the end, even the poor old Congress is on the verge 
of mummification because it does not fit in with a long-run, expert, and func- 
tionally representative management of our economy. 

As one example of this inevitability, the really very interesting discussion of 
incomes policy may be cited. “However reluctantly governments have been 
driven to the conclusion, a price and incomes policy is an essential ingredient 
in management of the economy.” There follow a number of convincing pages 
showing that none of the policies heretofore tried has worked or could work. 
Then we are treated to several new, “unorthodox” suggestions, each more 
quixotic than the last. But still, there is no government management without 
incomes policy, and if you can’t make an incomes policy work, have one any- 
way. 

The basic problem with this book is not that it is a very ideological book or 
that its ideological argument is thin, both of which are true. The basic prob- 
lem is that the book doesn’t tell the reader very much about postwar economic 
policies and actions (to avoid the charged word “planning”) in Western Eu- 
rope, There is no consecutive account of what happens in any country on any 
subject. Somewhere between systems theory and ideology, the facts got lost. 
But there is much internal evidence that Chamberlain has had exceptional op- 
portunities to learn, and knows a great deal about what has been going on in 
Western Europe. If he would now write this down, he would make a real con- 
tribution. 

HERBERT STEIN 

Center for Advanced Study in the Behavioral Sciences 


Business Fluctuations 


American Economic Association Readings in Business Cycles. Edited by 
ROBERT AARON GoRDON and LAWRENCE R. KLEIN. Homewood, Ill. 
Richard D. Irwin, Inc., 1965. Pp. x, 731. $8.50. 

Random shocks, acceleration principle, ratchets, permanent income, and 
econometrics! Take your pick, or put them all together, and you have the 
business cycle. Or do you? 

The current sequel to the AEA's Readings in Business Cycle Theory, which 
played a major part in the graduate education of the post- World-War-II gen- 
eration of economists, has a couple of welcome prewar articles but otherwise is 
devoted to papers reflecting work of the last two decades. It gives good rep- 
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resentation to the resurgence of flexible accelerator models in an initial section 
on “Theory,” which includes an article by Goodwin, Hicks’s review of Har- 
rod’s Towards a Dynamic Economics, presenting the guts of his own Trade 
Cycle, the Smithies (1957) Economeirica article adding ratchet effects and a 
profit-dominated investment function, Minsky’s “A Linear Model of Cyclical 
Growth,” and a delightfully clear, classic paper on inventory cycles by Met- 
zler (Review of Economtc Statistics, 1941). The section. on theory is con- 
cluded with a Haberler effort to redress the balance, as he sees it, by empha- 
sizing the role of monetary factors. 

The next group of reprints, on "Methodology," contains Frisch’s (1933) 
“Propagation Problems and Impulse Problems in Dynamic Economics,” which 
it is particularly good to have accessible. The section also includes the Koop- 
mans-Vining exchange, which holds up rather well and may be read with in- 
terest or profit by the old and the young and will probably have little 
influence on most practitioners. 

Section III on “Econometric Models" comprises the Duesenberry-Eckstein- 
Fromm “A Simulation of the United States Economy in Recession,” the exam- 
ination of “The Dynamic Properties of the Klein-Goldberger Model” by the 
Adelmans, and Christ’s review of models of Tinbergen, Klein, Klein and 
Goldberger, and himself. 

Section IV on “Studies of Particular Variables” offers Kisselgoff and Modi- 
gliani and Jorgenson on investment, Ando and Modigliani and Farrell on new 
theories of consumption, and Friedman’s 1958 Journal of Political Economy 
application of the permanent income concept to the demand for money. It also 
includes Lipsey’s discussion of Phillips curves of unemployment and wage-rate 
changes (1960) and a 1962 report by Geoffrey Moore on work of the Manon: 
al Bureau of Economic Research. 

Section V on “Long Cycles” includes articles by Abramovitz and O'Leary 
and by W. Arthur Lewis. Section VI on “International Aspects” contains a 
bold, interesting econometric effort by Polak and Rhomberg at analyzing the 
transmission of disturbance between broad groups of nations. In Section VII 
on "Forecasting," Suits points with understandable pride (1962) at results of 
his continuing use of an econometric model, and Alexander and Theil and Jo- 
chems report on diffusion indexes in the analysis of economic and business 
data. 

The final section on “Policy” includes one of Phillips’ interesting and 
sobering papers exploring the dynamic implications of some stabilization 
mechanisms. It also contains an excellent presentation of the balanced budget 
theorem by William Salant and articles by Heller and Schlesinger, differing 
predictably in their evaluations of automatic and discretionary monetary and 
fiscal policies. 

There is much that one can say, article by article, about a volume of papers 
such as these, frequently by distinguished authors, and clearly designed to 
sample major aspects of recent work on business cycles. I will permit myself a 
number of scattered observations, both critical and approving, and then some 
general reflections. 

While the editors explicitly eschew attention to growth models, much of the 
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theoretical section has an underlying motif of Hicksian fluctuations around a 
long-run growth path bounded by ceilings and floors. It might be well, there- 
fore, to rehabilitate the oft-criticized “autonomous investment” which is 
Hicks’s exogenous moving force. This may be done by a simple assumption 
and semantic twist. For "autonomous investment" read “autonomous expendi- 
ture" and assume that this grows at a more or less constant rate dictated by 
growth in population and growth in the minimum standard of living which 
people will insist upon maintaining by means of dissaving, borrowing, private 
charity or government expenditure or relief. All of this may be imbedded in 
the ratchet effects of Duesenberry, Eckstein and Fromm, Smithies, and Min- 
sky, but someone ought to set it forth in terms of either individual maximizing 
behavior or the necessary assumption for viability of the socioeconomic system 
whose behavior we are trying to explain. 

Having referred to growth models, I cannot let pass the opportunity to cor- 
rect again a widespread misinterpretation of Harrod’s warranted rate of 
growth. For Smithies, unfortunately in good and numerous company, repeats 
the mistaken argument that the warranted rate of growth is a full-employment 
rate. But Harrod was quite explicit in asserting that his “G is the entrepre- 
neurial equilibrium; ...in Keynesian fashion he contemplates the possibility 
of growing ‘involuntary’ unemployment" (Towards a Dynamic Economics, 
p. 87). And this, I would insist, is quite basic to the analysis. 

It is interesting to reread Frisch's article setting forth the role of erratic 
shocks in the light of the Adelmans’ analysis of the Klein-Goldberger models 
and a pregnant observation by Haberler on the “contributions” of the major 
periodic shocks of wars. But in view of the large role in business cycles attrib- 
uted by many to fluctuations in investment, these might have somewhere re- 
ceived further, systematic attention. (Or is this reviewer being too parochial?) 
For one thing, I continue to view with some dismay the argument that “the 
dominant influence on the rate of gross investment decisions is the level of 
present or past gross profits" (Smithies, p. 43). This is not readily squared 
with appropriate theory that investment relates to the expected contribution 
of investment to profits and not expected profits per se, let alone past or cur- 
rent profits. The Kisselgoff-Modigliani article puts the matter in better the- 
oretical and empirical perspective but is cautious in generalizing the particular 
characteristics of the electric power industry to which it relates. Jorgenson 
does set forth a general theoretical model but may unfortunately mislead the 
reader, in his cryptic presentation, as to the extent to which his results reflect 
empirical findings as opposed to the specific assumptions of his model. In par- 
ticular, Jorgenson presents empirical estimates of distributed-lag relations be- 
tween his measures of actual and desired capital stock. But his "responses and 
elasticities of investment with respect to changes in market conditions and tax 
structure" (p. 377) reflect essentially his own assumed relation between equi- 
librium capital stock and prices of output and capital, rate of interest, and tax 
and depreciation rates. No empirical evidence of separately identifiable 
roles of these factors is presented. 

It is particularly welcome to have income expectations and assets brought 
explicitly into treatment of the consumption function, as in the Ando and Mo- 
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digliani and Fisher articles. This is surely more sound than earlier empirically 
oriented reliance on previous income peaks and ratchet effects, Farrell’s refer- 
ences to acceleration-type investment in consumer durables and capital gains 
are also welcome. Sound economic treatment of the role of capital gains in in- 
come and consumption is indeed long overdue. 

Lipsey’s interesting review of the relation between wages and unemploy- 
ment, perhaps inadvertently highlighting major gaps in our understanding, 
offers a theoretical rationale which dwells on supply and demand relations 
really meaningful only for individual industries. Empirical estimates of a dy- 
namic theory appropriate at the aggregative level are not to be found. Nor in- 
deed do we see attention to the possibly varying effects over the cycle of im- 
perfectly competitive forces in both product and labor markets. . 

It was good to see Alexander’s warning on the false as well as correct leads 
noted in diffusion indexes. And Theil and Jochems offer some jolting informa- 
tion on the uncertainty or inaccuracy of business responses on ex posi—let 
alone ex ante—data. This may suggest to some the disutility of sophisticated. 
theoretical and statistical treatment of business data. I see rather a cue for 
more stubborn persistence in applying data to theoretical relations that make 
sense rather than merely following "the facts” in broadly impressionistic in- 
terpretations. (I fear that I am relatively unmoved by many of the charts and 
tables of conformities reported by the National Bureau of Economic Research 
and its associated scholars. I prefer explicitly stated mathematical relations 
and estimates of coefficients and standard errors.) 

But this may well lead to a general observation. While one can hardly ex- 
pect a collection of 31 separate pieces by about as many different authors to 
present a unified analysis of the business cycle, and while one should congrat- 
ulate the editors for choosing a broad sample of the various areas of activity, 
one may be impressed by the numbers of prominent economists working with- 
out contact with any central theme. Much of the theoretical work involves the 
construction and manipulation of fairly mechanical relations with no clear 
grounding in maximizing or sensible behavior. The econometric studies are 
frequently forced in the direction of such mechanical relations by lack of ap- 
propriate data. But we really do not want another generation arguing about 
whether consumption is a linear function of this period's income or last or 
whether investment must "lead" the peak in consumption. 

For people should not be expected to react to the past. Decisions must re- 
late to initial conditions and expectations of the future. And here is where the 
most intractable difficulties develop. It is very difficult to find a stable relation 
between expectations of the future and observable past variables or initial 
conditions. Changes in taxes, government expenditures, monetary policy, con- 
sumer demand, and income may all have quite different effects as they relate 
differently to expectations of the future. Analysis and prediction of business 
cycles will remain sharply limited in their power as long as this nexus from 
past to present to future is so incompletely specified. 

It is a merit of this volume and of the work which it samples that some of 
these considerations, along with the use of more systematic econometric tech- 
niques for the application of data to theory, have come to the fore. The cur- 
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rent generation of graduate students and their instructors should find it a use- 
ful introduction to recent research and analysis of business cycles. 
ROBERT EISNER 
Northwestern Unsversity 


Money, Credit, and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Determinants and Effects of Changes in the Stock of Money, 1875-1960. By 
PauL Cacan. National Bureau of Economic Research Studies in Busi- 
ness Cycles No. 13. New York and London: Columbia University Press, 
1965, Pp. xxviii, 380. $10.00. 


À persistent association of money stock, prices, and output has been demon- 
strated for many different periods and institutional environments. The obser- 
vations have been interpreted in three different ways. One attributes the pat- 
tern to a causation running from money to prices and output. Another notion 
reverses the line of causation, and a third admits a mutual interaction 
of real and monetary processes. The evaluation of the rival interpretations 
usually relied on a more or less detailed analysis of the chain linking money 
with output. Economists have only recently become aware that a study of 
money-supply patterns provides useful information bearing on the compara- 
tive relevance of the alternative interpretations. 

The book authored by Phillip Cagan and recently published by the National 
Bureau of Economic Research thoroughly exploits these opportunities. It begins 
with an excellent description of the major issues. This material is systematically 
organized with the aid of an analytic framework which reduces variations in 
the money stock (measured in the inclusive sense following the Friedman- 
Schwartz procedures) to changes in high-powered money H (i.e., the monetary 
base), the banks reserve ratio r, and the currency ratio c. The formula 
M = H[c(l-r) + r]^ also guides the author's search for useful hypotheses. The 
formula has, by itself alone, no empirical content. This poses no problem so long 
as the author expands beyond the initial statement in a search for fruitful 
explanations of the entities H, r, and c proximately “determining” the money 
stock. His search begins with a careful description of the secular and cyclic 
movements of the money stock and the relative contributions made by the three 
proximate determinants. The results deserve a close scrutiny by monetary 
theorists and in particular the most diligent attention of future textbook 
writers. 

This detailed examination of secular and cyclic patterns of the money stock 
yields useful clues bearing on the nature of the money-supply mechanism. 
These clues are systematically explored in subsequent chapters. The inquiry 
opens with a thorough and penetrating analysis of secular and cyclic move- 
ments of the monetary base. These studies successfully mesh description and 
analysis, The shifting arrangements governing the supply of base money are 
patiently investigated and their manner of operation carefully traced. Changes 
in the gold stock, silver purchases, Treasury operations, and the issue of na- 
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tional bank notes determined before 1914 the changes in the base. After 1914 
the portfolio of Federal Reserve Banks loomed as an important determinant. 
The background of these source-components is illuminated, their behavior 
characterized and explained, and their relative importance indicated. 

The cyclic patterns underlying the movement of the base are singularly in- 
structive. Both Chart 7 on page 102 and Chart 24 on page 271 show a re- 
markable change in the cyclic behavior of the base around World War I. Be- 
fore this period the growth of the base reached a peak in stage VII, about 
midway during the economic downswing. It rose sharply before and fell 
even more decisively in subsequent stages. After the war a peak was reached 
in stage III or IV; in the later phases of economic expansion and before 
the peak of activity. There followed a retardation through most of the 
economic decline until after stage VIII, or almost the end of the downswing. 
The charts also demonstrate that this substantial change in cyclic patterns 
cannot be attributed to the gold movements, but resulted from the behavior of 
the nongold sources of the base, which was essentially from the emergence of 
Federal Reserve credit. An adequate explanation of these observations thus 
leads us to the peculiar policy conception centered originally on bank borrow- 
ing and later on free reserves which has dominated the policy-makers’ view 
since the 1920’s. It can be shown that policies emanating from a “free reserve 
conception" generate. the behavior of Federal Reserve credit so intriguingly 
described by the author's charts. 

The role of the currency ratio has rarely been properly recognized in the 
literature, Here the author pioneers with his investigations of the secular and 
cyclic movements of this ratio. His efforts certainly contribute to the emer- 
gence of a reasonably satisfactory explanation of the longer-run behavior of 
the currency ratio. On the other hand, the cyclic evolutions of the ratio remain 
substantially unexplained. It is not clear whether the pattern conforms posi- 
tively or inversely to the cycle. The author's choice of an inverse pattern is 
not convincing at this stage. The unsatisfactory state of affairs is also clearly 
revealed in the attempted explanations. The suggestions offered by Mitchell 
and Hawtrey yield very little, but neither can I find the author's suggestion of 
linking currency demand with a permanent expenditure concept very helpful. 
It may be useful to reconsider the author's framework guiding his search for 
explanations. The ratio is exhibited as a product of three factors: the ratio of 
currency to consumers’ expenditures, income velocity, and the ratio of con- 
sumers’ expenditures to income. The author attempts to explain the currency 
ratio in terms of the three new ratios. The underlying idea appears very sound 
indeed. The factoring decomposes the ratio into separate entities which permit 
a useful classification of a host of relevant substitution processes reflected by 
the currency ratio. But I would argue that the first and second factors sub- 
stantially overlap and effectively prevent a useful separation. For precisely 
this reason Meltzer and I worked with the ratio of currency to check deposits 
(in lieu of Cagan’s ratio to the inclusive money stock). The more narrowly 
conceived currency ratio can be equated with the product of two ratios, viz., 
the ratio of transactions-velocity of deposits to the transactions-velocity of 
currency and the value of currency transactions per dollar of deposit transac- 
tions. The difficulties encountered on the author’s path suggest that the alter- 
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native approach may be usefully explored. 

The literature has frequently emphasized the potentially volatile redistribu- 
tion of deposits and the consequent serious obstruction to monetary policy. 
The chapter on the reserve ratio effectively eliminates such useless speculations. 
A solidly detailed investigation of all kinds of deposit redistributions (between 
national and nonnational banks, between member banks and nonmember 
banks, between classification of member banks, between time and demand ac- 
counts) establishes that these changes exert in general a minor influence on 
the banks’ average reserve ratio. They explain consequently only a vanishing 
portion of the (inclusive) money stock’s behavior. This result carries over to 
the exclusive money stock with the exception of the distribution between 
time and demand deposits. It should also be noted that the author’s results 
bearing on the latter distribution are conditional on his choice of a currency 
ratio. Under the alternative approach noted before, the redistribution between 
demand and time deposits operates also through a channel independent of the 
reserve ratio on the money stock. The alternative approach assigns therefore a 
substantially larger effect to redistributions between time and demand ac- 
counts. i 

Reserve requirements shaped the banks’ average reserve ratio much more 
importantly than deposit redistribution. It has been argued on occasion that 
changes in requirements only modify the “usable ratio,” i.e., the ratio of re- 
serve money in excess of requirements to total deposits, with no effect on the 
total ratio. Cagan investigates this issue carefully and finds that the usable 
ratio does not depend significantly on the legal ratios. In particular, he finds 
that after 1948 the usable ratio returned speedily to the previous level when- 
ever requirements were changed. Before 1948 the usable ratio apparently ab- 
sorbed a good portion of the legal changes. However, the author’s interpreta- 
tion of the observed movement is not sufficiently supported. Compensatory 
open-market policies accompanied every change in requirement ratios from : 
1948 to 1960. Compensation was usually very pronounced and quite immedi- 
ate. This implies that changes in required reserves were matched by closely 
corresponding changes in total reserves. The immediate return to usable ratios 
thus reflects to a large extent such compensatory policies and yields little evi- 
dence with respect to the banks’ adjustment to changes in legal ratios. 

The usable reserve ratio forms the last explanatory component of the re- 
serve ratio explored by Cagan. He wrestles first with explanations of its re- 
markable decline over the period studied. Market rates of interest move in the 
wrong direction and thus cannot explain the movement. A variety of institu- 
tional changes are mentioned by the author whose joint effect lowered the 
marginal benefit of usable reserves. His argument appears convincing. Nev- 
ertheless, one wonders whether the same or related changes did not simulta- 
neously lower relevant marginal costs. Marginal costs of negotiating and 
transacting, or marginal costs of information bearing on loan customers, or 
marginal costs of portfolio readjustments may have fallen substantially since 
the early 1870's. Their reduction would also have lowered the usable ratio. 
Further research appears appropriate on this point. 

The analysis of cyclic patterns carefully separates the effect of panics and 
severe depression. The effect of the latter is most likely negligible, whereas the 
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former induces a prolonged and slowly decaying response. The author ac- 
knowledges that interest rates do play a role. A concern with gross association 
= permits, however, the discovery of their effects only for periods dominated by 
extreme variations in market rates. It is no surprise therefore than an effect of 
interest rates can only be discerned for the 1930’s. The author concludes ulti- 
mately that interest rates cannot explain the cyclic changes in the usable ratio 
and associates these changes through loan demand with business conditions. 
His argument remains too vague to be convincing. The cyclic role of interest 
rates is probably submerged by their joint interaction with marginal costs of 
loan-extension and portfolio readjustment. 

The detailed investigations of money-supply mechanisms are ultimately ex- 
ploited for an evaluation of the lines of causation linking money, prices, and 
economic activity. If causation runs essentially from the economy to money, 
then it must be shown how the base, the currency, and reserve ratio are deter- 
mined by economic evolution. The author thoroughly and convincingly argues 
that the secular patterns investigated are inconsistent with a causation from 
economic activity to money. The cyclic movements on the other hand are 
more ambiguous. They reveal a substantially greater dependence for money 
supply on economic activity and the causation from money to output and 
prices is difficult to separate. The author selects therefore a number of special 
events for a detailed study. Wartime inflations and severe depressions yield 
substantial evidence for the relevant causal operation of money. The author 
still concludes that most of the cyclic variations in the money stock are due to 
changing business conditions. This statement is quite consistent with a pro- 
nounced line of causation from money to business, but recent observations 
raise serious doubts concerning the author's contentions. We computed for 
each postwar cycle the ratio of (both exclusive and inclusive) money stock at 
the end of each half-cycle to the money stock at the beginning of the half- 
cycle. Similar ratios were computed for base and monetary multiplier. Rank 
correlations between money ratios, base, and multiplier ratios emphasize the 
dominant position of the base over half-cycles. The cyclic dependence of 
money on business would thus be mediated through the policy-makers’ con- 
ception underlying the cyclic behavior of the base. One wonders how much de- 
pendence would remain should the conception miraculously change to gener- 
ating a regular growth in the base. It is not unlikely that under these circum- 
stances the cyclical dependence of the money stock on business would be seri- 
ously attenuated. ' 

'The book contains many excellent passages worthy of attention. There also 
remain serious unresolved issues, and the careful reader will be left on occa- 
sion with substantial doubts and open questions. It is however difficult to crit- 
icize the author severely for these inadequacies when we consider that system- 
atic investigations of money-supply mechanisms re-emerged only recently. 
Since Cagan's first contribution to monetary theory, one has become accus- 
tomed to expect his efforts to yield a useful product of quality. Our expecta- 
tion has not been in vain. mM 

KARL BRUNNER 

Ohio State University 
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Money, Interest, and Prices—An Integration of Monetary and Value Theory. 
and ed. By Don Patinxin. New York: Harper & Row, 1965. Pp. 
xxv, 708. 

The reviewer of the second edition of an already-celebrated book has both a 
duty and an opportunity: a duty to report on the new material and an oppor- 
tunity to present a revaluation of the book as a whole. No author could have 
been more helpful to a reviewer in the first task. Not only are the main 
changes announced in the Preface, but a detailed account of them is also given 
in a supplementary note. Two of the more important changes can be accepted 
as unqualified improvements. These are, first, the incorporation of the Gurley- 
Shaw distinction between “inside” and “outside” money into the analysis of 
issues concerned with the neutrality of money and other related matters in 
Chapter 12; secondly, the incorporation, in the particular context of the sim- 
plified money-and-goods model of Chapter 3, of the Archibald-Lipsey analysis 
of long-run equilibrium. 

I have some reservations, however, concerning the most substantial revision 
of all. This is the elaboration in Chapters 5-7, based on the work of Baumol, 
Markowitz, and Tobin, of the microeconomic theory of money. Two alterna- 
tive explanations of the demand for money are presented. In the first place, 
money is regarded as a consumer good, the holding of which gives subjective 
utility to the individual. In the second place, money is regarded as a produc- 
er's good, and money is held only as a means of achieving a more desirable 
basket of commodities over time. While there is much that is of value and of 
interest in these chapters, some of the analysis seems to raise more questions 
than it answers. For example, in the utility approach the holding of money is 
regarded as having utility for the individual by giving him a sense of security, 
of freedom from likely trouble and embarrassment. But should one stop there? 
The author himself goes a bit further in the Mathematical Appendix, where he 
treats of a model in which bonds as well as money have liquidity. But even this 
may not be going far enough. Any departure from the assumption that the con- 
sumption of commodities is the sole end of economic activity opens the door to 
all sorts of speculations. May not the individual obtain satisfaction from the 
mere holding of wealth as such, or from its acquisition? Why should the Zi- 
quidity of assets be singled out as the one feature of wealth-holding that gives 
subjective satisfaction? Though very little that is definite or of operational 
significance can be said about these matters, they may nevertheless be of some 
analytical importance. For if it is true that individuals obtain subjective satis- 
faction from the holding and the acquisition of wealth, then this could lend 
some support for the Keynesian emphasis on the substitution between money 
and other assets, as against the substitution between money and commodities. 

However, my main worry about these chapters is that they impair the unity 
and sweep of the book. For one thing, they are of a different order of difficulty 
from the rest of the text. The reader who comes to them feels like the novice 
mountaineer who has been congratulating himself on his progress up the 
mountain, only to find himself faced with a pitch of real severity. And it is not 
at all certain, nor would the author claim, that this is the only possible route 
to the summit, The student who on a first reading finds difficulty with the in- 
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tricate analysis of these chapters would be well-advised to pass on at once to 
Chapter 8 and come back to them later. 

The book as a whole gains stature on renewed acquaintance. The main 
themes, that the real-balance effect is essential for the integration of monetary 
and value theory, that the dichotemization of the economic system into a mar- 
ket for goods in which relative prices are determined and a market for money 
in which absolute prices are determined is invalid, that Say’s identity is ap- 
propriate for a barter economy but not for a monetary economy—all these by 
now familiar propositions and others have, in the reviewer’s opinion, stood up 
well to the test of time and of the many assaults that have been made on 
them. But perhaps the strongest impression left by the book is of the author’s 
integrity as a controversialist. Although a considerable part of the book is de- 
voted to a critical analysis of the writings of others, a “mere debating point” 
is nowhere to be found in these pages. When referring in the Preface to the 
criticisms of the earlier edition that he has not been able to accept, Professor 
Patinkin writes: “My primary objective in such cases has been the necessary 
clarification of substantive issues, and not polemics. J cannot, however, pre- 
tend that I have not on occasion strayed across the indefinite line that sepa-- 
rates these two.” Let him, above all, be reassured on this score. 

CHARLES ican 

University of the West Indies 


Traité d'économie bancaire. Vol. I, Les institutions de banque. By JACQUES 
BRANGER. Paris: Presses Universitaires de France, 1965. Pp. xii, 400. F 
48. 


Despite its ambitious title this is an elementary—if comprehensive—text- 
book on French financial institutions, written by a practitioner. The author, 
the president of a semipublic financial establishment, is publishing the text of 
a course he teaches at a school of engineering. A second volume will cover 
credit operations. 

An improbable first chapter on the genesis of the credit economy and “the 
banker through the ages," featuring a parody of Kipling's poem, If (“ . 
you'll be a Banker, my son!”), and a few oversimplified pages on the role of 
credit in the economy introduce the first part of the book, a "General History 
of Banking and Credit" from prehistory to the creation of the Bank of France. 
These 48 pages could advantageously have been dispensed with, inasmuch as 
the succeeding sections on the various credit establishments include lengthy 
paragraphs on their particular histories. Jacques Branger is obviously not a 
specialist and can only present a series of second-hand vignettes on Babylon, 
the Medicis, or the Bank of Amsterdam. 

The second part, about two-thirds of the book, is a description of the major 
financial institutions in France. It also includes a chapter on the regulation of 
banks and financial intermediaries and another on the French franc area. 
After these two chapters and one on the Bank of France, Branger covers suc- 
cessively commercial banks and the private financial organizations, the semi- 
public intermediaries, and the public financial services. This second part is a 
handy catalogue, generally exhaustive (there is even a paragraph on C.O.D. 
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mail, although no mention is made of the GICEX consortium in export credit 
institutions), and the author can hardly be blamed for devoting more space to 
his own outfit than to any other, except the Bank of France. The exposition 
suffers from its separate treatment of institutions (this volume) and opera- 
tions (volume two). The reader is not spared any detail on the board com- 
position of the regional branches of the Bank of France, yet he has to wait 
for the second volume to be published to learn about the limits to rediscount- 
ing operations and the monetization of medium-term credit. The arrangement 
of the chapters could also have been improved upon; the chapter on the franc 
area, for instance, follows immediately that on the Bank of France while the 
role of the Treasury is discussed some 300 pages later. 

The last part of the book devotes only six pages to a quantitative survey of 
the financial sector and a simplified flow of funds statement for the economy. 
It is unfortunate that this section is so limited. For one thing, the book badly 
needs figures on the relative importance of the various sectors and establish- 
ments, as this type of information cannot easily be ascertained from the text. 
It takes some hard research, for example, to find out that postal checking ac- 
counts represent more than 20 per cent of total demand deposits, and postal 
savings accounts almost 30 per cent of all time deposits. This section could 
have emphasized the major characteristics of French financial institutions, the 
importance of the public sector, the strong liquidity preference of the general 
public, the underdevelopment of the financial market, and the resulting use 
of short-term resources collected by the financial intermediaries for medium- 
and long-term uses. Branger could also have made use of the sources of infor- 
mation available through France's pioneering efforts in the integration of flow 
of funds statements with national accounts. 

After a lame chapter on international development finance and another on 
the creation of new types of financial institutions in France (such as regional 
development corporations and mutual funds), the book ends with an odd as- 
sortment of quotations from various personalities, including the present heir 
to the French throne, on the future of banking, the inflationary consequences 
of French planning, and the need to stimulate saving. 

In spite of its shortcomings and Branger's annoying remarks (sample: he 
suggests that the Crédit Municipal, because of its similar problems, is partic- 
ularly competent to appraise the financial difficulties of its customers [p. 
273]; or, “Should we recall that the postal checking accounts have been nick- 
named ‘Treasure of the Treasury?" [p. 310]), the book will perform a valu- 
able reference service for the reader interested in the institutional organization 
of French credit establishments. Tt is also to be hoped that textbook writers in 
this country will find there profitable suggestions for the organization of their 
subject matter. Isn't it time that students of money and banking acquaint 
themselves with other financial institutions than commercial banks and be 
offered a complete picture of the financing of an economy? 

PATRICK B. DE FONTENAY 

International Bank for Reconstruction and Development 
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Public Finance; Fiscal Policy 
Essays in Fiscal Federalism, Edited by Rrcnarp A. Muscrave, Washington, 
D.C.: The Brookings Institution, 1965. Pp. xvi, 301. $6.00. 


The federal-state-local layering of governments in the United States and 
the relationships among the many semiautonomous state governments have 
long posed questions of substantial moment and perplexity to fiscal economists. 
Attempts to come to grips with these issues have resulted in a reasonably large 
body of literature, varying in degree of theoretical, empirical, and institution- 
ally descriptive emphasis. Professor Musgrave’s own contributions to what 
might be called federal and multiunit fiscalism utilize these three approaches, 
sometimes in amalgam and sometimes in pure form, and of course his studies 
are justifiably noteworthy. The present volume of five essays is yet another 
dimension of Musgrave’s intellectual fecundity, insight, and enterprise, each 
of the pieces being based upon.a doctoral dissertation written under his tute- 
lage. That these five dissertations were filed within the short span of three 
years at Johns Hopkins and. Princeton, whose outputs of economics Ph.D.’s 
are on a relatively small scale, is vivid testimony to Musgrave’s effectiveness 
as a teacher and nurturer of scholarly activity. The volume, moreover, must 
be reassuring to the National.Committee on Government Finance whose "seed 
money” has so conspicuously and handsomely paid off. 

It is not intended that.this merited praise of Musgrave should spread a 
shadow over the five young economists whose work the volume presents. Quite 
the contrary. Each of the essays displays a cast of research design, a faculty 
with empirical data, an inventiveness in hypothesis testing and a caution and 
refinement in interpretation of results that are sufficiently distinctive to allay 
the fear occasionally arising with dissertations that the imprint of the mentor 
is overriding. On this volume’s demonstration the Musgravian imprint is deli- 
cate and subtle, as it should be. The essays offer a fortunate blend of the the- 
oretical, institutional, and empirical, to be sure; but without doubt the work 
reported in these essays is truly independent and of a caliber infrequently 
found in the research of more mature economists. These essays, moreover, 
must be read if one is to appreciate the refreshing qualities of the research 
effort, and no statement of short compass could convey these qualities with a 
semblance of justice. It is possible to relate a few of the more tangible and sa- 
lient results of the essays. This will indicate the primary focus of the individ- 
ual studies; the logical inference that the volume contains other interesting 
and related points is quite proper. 

Two of the essays are concerned predominantly with stabilization policy in 
a federal and multiunit political system. Stanley Engerman’s study reveals a 
high conformity of postwar business cycles in the several states with those at 
the national level. But while the turning points are largely coincident, the am- 
plitudes of the swings vary appreciably among the states. This suggests that 
stabilization policy should, in some instances, be regionally pin-pointed and, 
through a rudimentary application of input-output studies, Engerman shows 
that this would be an effective strategy. He contends, moreover, that regional 
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stabilization policy must be the responsibility of the federal government since 
the causes of regional differentials in, say, unemployment rates are national in 
character. These conclusions are based on an analysis of annual data; appar- 
ently seasonal adjustment problems precluded the use of quarterly series. 
Within this constraint, however, Engerman’s arguments are well supported. 
Our stabilization experts can ill afford to overlook them, particularly when na- 
tional employment is full or when regional pockets of heavy unemployment 
are known to exist. 

The other essay on stabilization policy i is by Robert Rafuse. He tests for 
the postwar period the validity of the so-called “perversity hypothesis” —that 
"the behavior of state and local tax receipts and expenditures. exaggerates 
rather than damps business cycles. The most prominent feature of postwar 
state and local outlays is their rapid and virtually continuous rise. This large- 
ly accounts for the destabilizing nature of receipts during downswings and of 
expenditures during upswings. When the effects of growth are eliminated, ex- 
penditures become stabilizing during both expansions and contractions. Re- 
ceipts, while not yet countercyclically stabilizing, have tended to become less 
destabilizing with the passage of each cycle, reflecting the increasing income 
elasticity of tax yields as the relative shares of the various taxes in the aggre- 
gate of state and local receipts change through time. The net cyclical impact 
of these forces is that state and local fiscal behavior is highly countercontrac- 
tionary but also proexpansionary. This proexpansionary aspect need not nec- 
essarily weigh against state and local governments since it is not wrong to 
abet upswings per se. Moreover, as Rafuse demonstrates, the net proexpansion 
fiscal impact tapers off in the later stages.of the upswing, reinforcing the pos- 
sibility that the total stabilization performance of state and local fiscal behav- 
ior is on the whole beneficent. These comments do not reflect the nuances of 
Rafuse’s analysis; they indicate, however, that the “perversity Hypothesis” is 
a gross oversimplification. 

An estimate of the over-all incidence, by family income class, of federal, 
state, and local expenditures and taxes is the major consequence of Irwin Gil- 
lespie’s study. Since the incidence of tax receipts has already received much 
attention, he rightly concentrates his efforts on measuring the impact of the 
various types of expenditures. His results unavoidably depend upon his as- 
sumptions concerning the allocation of particular expenditures; and while one 
may quarrel with some of these there is little prior work to rely on. Given his 
assumptions, Gillespie's method derives for 1960 the gain or loss by income 
class, as a percentage of income, owing to. federal taxes, expenditures, and the 
net budget pattern, on the one hand, and owing to state and local taxes, out- 
lays, and the net pattern, on the other, and finally combines these into an all- 
government impact. He finds, as a capstone measure, that the net pattern 
stemming from state and local government budgets is beneficial to income 
classes below $4,000-$5,000 i.e., pro-poor, and relatively neutral for all higher 
income brackets. The net pattern at the federal level, while somewhat less pro- 
poor, becomes anti-rich at incomes above $10,000, with neutrality maintained 
in the intermediate range. The all-government net budget pattern exhibits a 
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substantial pro-poor impact for the lowest income class, falling rapidly to neu- 
trality at the $4,000-$5,000 income bracket, sustaining neutrality through the 
$7,500-$10,000 bracket, and becoming anti-rich at family incomes in excess of 
$10,000. In short and too simply, families with 1960 incomes greater than 
$10,000 were subsidizing, through federal and state and local fiscal processes, 
families whose 1960 incomes were less than $4,000. 'To most economists, these 
will be gratifying findings. Perhaps, had it been possible for Gillespie to utilize 
a breakdown of income classes beyond the $10,000 level, less comforting re- 
sults would have been obtained. 

One of the recent issues of tax equity—the treatment of state and local taxes 
for purposes of computing the federal individual income tax—is explored by 
Benjamin Bridges. Is it desirable, he inquires, to maintain the current practice 
of full deductibility of virtually all of state and local nonbusiness taxes, or is 
some other form of allowance, such as a credit against federal taxes, or even of 
complete “nonallowance” preferable? On equity grounds, Bridges recommends 
elimination of the deductibility provision, but suggests that as an aid to state 
governments it may be expedient to permit state personal income taxes to be 
credited against federal tax payments and that all other nonbusiness taxes 
should be nondeductible. In arriving at these proposals, Bridges examines on 
the basis of 1958 figures the prospective change in the federal tax take, the 
impact on state and local tax revenues, the effect on tax progression, the con- 
sequence for interstate income tax differentials, and other outcomes of seven 
hypothetical deduction and credit plans combined with several reaction pat- 
terns from state governments. Bridges’ exploitation of the data is imaginative 
and painstaking. Aside from his general recommendations, one of the more 
provocative demonstrations is that with the present deductibility provisions 
interstate income tax differentials are quite small compared to the net income 
of the taxpayer; tax differentials are not apt to be a significant determinant of 
place of residency or employment. 

The final essay is William Birdsall’s attempt to specify the determinants of 
demand for public goods. He recognizes that he has probably failed to estab- 
lish the factors underlying demand, as distinct from preferences: rational cal- 
culation of future benefits and costs of public goods is extremely difficult, and 
evidence suggests that these calculations are frequently not made. In the ab- 
sence of this, no technique can capture the elements of demand. Yet, Birdsall 
seeks the determinants of preferences for public goods in a novel way. Voting 
results on 26 financial referenda in 55 New York communities are regressed 
against a sizable number of salient variables. Though it is not Birdsall’s fault, 
the results are disappointing. With few exceptions, the a priori relationships 
between the various voting results and their presumed explanatory variables 
are not supported. This was true whether the explanatory variable in question 
was thought to be a “general” determinant of voting behavior or a “specific” 
determinant of the vote on a particular type of referendum, Nevertheless, a 
study of this sort needed to be done; it is to Birdsall’s credit that he has pur- 
sued all potentially constructive possibilities in this pioneering effort. 

The foregoing remarks suggest that the volume is extremely provocative. 
Many of the conclusions are real eye-openers; the data are masterfully ex- 
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ploited; the results are thoughtfully analyzed. The volume—and each of its 
essays—is a significant contribution to stabilization policy and fiscal econom- 
Ics. l 

M. O. CLEMENT 
Dartmouth College 


A Capital Budget Statement for the U.S. Government. By MAYNARD S. 
Comz. Washington: The Brookings Institution, 1966. Pp. xv, 143. 
$6.00; paper, $2.50. 

Federal finances include many and large transactions which in one respect 
or another extend well beyond a single year, e.g., loans, repayments, and out- 
lays for construction. The budget, however, lumps such “capital” items with 
the “here today and gone tomorrow” outlays for current operations. True, 
budget presentation has been elaborated to include special accounts for some 
capital items, Yet the budget figures which seem to bear most directly upon 
decision making, and certainly those getting public attention, mix items for 
the shortest of the short run with figures for transactions which will not be 
fully liquidated before our grandchildren run the country. 

Federal practice differs from that of business and many state and local gov- 
ernments. Must not federal procedures be defective? Failure to allow for 
(large) differences in the time element of economic actions must lead to avoid- 
able errors. Numerous economists, myself included, have asserted that feder- 
al budgeting for capital transactions has weaknesses which could be reduced. 
Perhaps a separate capital budget would help. Lack of evidence about magni- 
tudes, however, has hampered meaningful debate. 

Now we have magnitudes for the years 1955-63, thanks to Dr. M. S. Comi- 
ez of the U.S. Bureau of the Budget. His study, one of the Brookings Studies 
of Government Finance, is in no sense “official,” but it does not conclude with 
advocacy of sweeping change of present practice. 

The book opens with a brief discussion of concepts, including reasons for 
doubting that “durability” and “tangibility” of results are a necessary test of 
"Investment" by government. A short historical background closes the intro- 
duction. The 16-page chapter, “An Appraisal of Capital Budgeting," could 
stand by itself as an excellent summary of the theory and issues. The author 
rejects the argument that the federal government should have a capital budget 
just because businesses do; the fundamental objectives of business and gov- 
ernment differ profoundly; some of the ends which we seek through govern- 
ment cannot be related to anything like the profit-maximizing which business 
accounting seeks to serve; the federal government's ability to borrow does not 
depend upon its balance sheet (assets) nor upon earning capacity in a sense 
comparable to that of a business firm. To apply “a concept of financial sound- 
ness for the private business world" (p. 19), he concludes, would be a back- 
ward step in getting a better comprehension of the respects in which the feder- 
al government and business are different types of agencies for achieving 
different types of ends. 

Would the acquisition of long-lived assets be wiser if capital items were seg- 
regated from current expenditures? The author finds little reason to expect 
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improvement. Both accrual accounting and the explicit calculation and state- 
ment of depreciation may help in planning maintenance expenditure and re- 
.placement. Yet as regards the cost information needed for efficient manage- 
ment and control, *A cost-based budget system of accounting for individual 
projects and activities satisfies the need for such information without separate 
treatment and financing of capital outlays in the national budget" (p. 21). 
Would a capital budget help produce better public understanding of the 
difference between expenditures for current operations and capital outlays? 
The author concludes that a generally satisfactory alternative can be found in 
the expansion of special exhibits. 

Would separate capital budgeting of capital facilitate better planning of 
capital outlays? If construction projects were associated with loan financing, 
would we not decide more wisely than today when the cost is a charge on cur- 
rent taxes? After examining pros and cons, the author says “No.” The year- 
to-year demand for taxes would change very little. To relate capital spending 
to loan financing with either an explicit charge for depreciation or some provi- 
sion for self-liquidation might help improve the balance between present and 
future generations—but not much. Conceivably, but not certainly, the use of 
loan financing rather than taxation might help to decide more wisely which 
investment projects to undertake. 

Countercyclical fiscal policy would become much more difficult if loan 
financing and capital expenditure were associated closely. The amount of bor- 
rowing or debt repayment desirable for countercyclical policy has no neces- 
sary relation to the needs for new federal facilities or to depreciation on those 
in existence. Although loan financing of capital projects might encourage the 
substitution of user fees for taxes and in some cases bring better balance be- 
tween present and future generations, the distribution of costs between users 
and nonusers might become less desirable. Finally, resource misallocation 
could be encouraged—capital projects of government might get more relative 
to either current account or private investment than justified; investments in 
"human capital" might be slighted if outlays on health and education were 
expensed while bricks and mortar were capitalized; items of current expense 
might be shifted to capital account to disguise the true total of operating 
costs. mE : 5 

The author concludes that a formal capital budget is not needed for the 
classification essential for planning government spending, for cost analysis, and 
for measuring federal finances as part of the national accounts. Efforts to im- 
prove present methods should continue, e.g., in allowing for depreciation and 
probable loan losses, but within the present type of unitary budget. 

The analysis gives little attention to capital transactions of a more exclusive- 
ly financial nature. The author does not, for example, discuss the significance 
of that current *growth phenomenon," the sale of financial assets (loans) to 
finance current spending, with the budget totals reflecting only the net 
difference. Nor does he deal with the problems of measuring federal assets for 
inclusion in estimates of national wealth. 

` Chapter 3 summarizes the empirical study. Five chapters then deal with 
major topics, including the definition of capital expenditures and receipts, cal- 
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culation of depreciation, treatment of various types of defense spending, and 
the development of a capital budget on a consolidated cash basis. Seven ap- 
pendixes with 31 tables present greater detail on statistical sources and meth- 
ods, and on findings. 

“Civil capital” includes loans and investments, public works, changes in 
major commodity inventories, and major equipment and other physical assets, 
all limited to the federally owned. The receipts which are treated as offsets are 
loan repayments and proceeds from sales of property. The net excess of civil 
capital expenditures over offsetting receipts ranged from $1.4 (1957) to 
$7.0 (1959) billion. 

The computation of depreciation and of loss on loans and inventories rests 
upon a variety of assumptions; but they appear reasonable. The 1955 figure 
was $1.2, that for 1963 $1.5, billion. In five out of nine years losses on 
commodity inventories were over 40 per cent of the total. If depreciation is lim- 
ited to assets acquired after 1955, the totals drop to $700 million in 1963. Na- 
tional defense capital expenditures, including both public works and major 
military equipment (aircraft and ships), ranged from $8.0 (1961) to $10.3 
(1958) billion. 

Five models employ the administrative budget concept, two the consolidat- 
ed cash budget. One of each group seems to the author clearly most appropri- 
ate. The first (Case IT) adds net civil capital, as noted above, to the adminis- 
trative budget and then deducts depreciation and losses on loans. How do the 
results compare with the official figures? Deficits are smaller in the six deficit 
years and surpluses are larger in two of the three surplus years; in no case is a 
deficit converted into a surplus. But some differences justify the author's char- 
acterizations as "significant"—the 1959 deficit of $12.4 falls to $6.7 billion. 
For the nine years the cumulative deficit drops from $31.5 to $12.2 billion. 
The two models which include certain national defense outlays as capital 
spending show cumulative surpluses of $20.8 and $26.4 billion, rather 
different from the $31.5 deficit in the official figures. 

The second of the preferred models (Case VIT) is essentially Case II based 
on the consolidated cash budget to take account of trust fund transactions and 
government-sponsored enterprises. Federal outlays for the interstate highway 
program are not included, however, because the highways are not federally 
owned. The taxes earmarked for highways are treated as capital receipts on 
the same basis as receipts from loan repayments. Surpluses become larger, 
deficits smaller, but in no year does one become the other. The cumulative 
deficit as reported officially, $22.1 billion, drops to $2.0 billion. 

The author did not set himself the task of trying to judge how much, and in 
what ways, decisions might have been altered if capital budgeting had been 
used. As one looks backward, the difference in deficit or surplus in most years 
does not seem large in relation to other magnitudes, But who can be sure 
about the effect on decisions? Depreciation appears much smaller in total than 
casual impression might have led one to expect. If the federal.government had 
a balance sheet, the net position would have appeared about $19 billion better 
in 1963 if capital budgeting (Case II) had been used over the nine years. 

Perhaps among the problems of federal finance those of capital accounting 
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are of much lower order of priority than some of us had thought. This book 
leaves such an impression. Comiez has not attempted to cover all the issues. 
He has, however, provided estimates which will help in sharpening our analy- 
sis. Whether pleased or dissatisfied with present practices, all of us can now 
direct attention more fruitfully because measurement rests on a firmer founda- 
tion. 
C. LoweLL Harriss 
Columbia University 


Program Budgeting—Program Analysis and ihe Federal Budget. Edited by 
Davip Novick. Cambridge: Harvard University Press, 1965, Pp. xvi, 382. 
$6.50. 


Very few volumes on public policy have been better timed than this one. On 
August 25, 1965, President Johnson announced at a news conference the intro- 
duction of “a very new and very revolutionary system of planning and pro- 
gramming and budgeting throughout the vast Federal Government.” Fortui- 
tously, David Novick and his associates had in manuscript a book on program 
budgeting, the product of a RAND-sponsored project that had been initiated 
about two years previously. Whereupon an abridged version of the manuscript 
was offered to the Government Printing Office and published in the early fall. 
The present volume, which contains three additional chapters, was published 
in December. 

On October 12 the Bureau of the Budget, in implementation of the Presi- 
dent’s announcement, issued a bulletin (66-3) establishing the planning-pro- 
gramming-budget system (PPBS). In accordance with the October bulletin, 
23 major federal departments and agencies are to prepare their 1968 budgets 
in program categories. An additional 17 agencies are “encouraged” to adopt 
PPBS. 

The conceptual basis for program budgeting dates back to the Taft Com- 
mission on Economy and Efficiency in 1912. Applications started with the 
New York Bureau of Municipal Research in its budget for the borough of 
Richmond in the years 1913-15. In the federal government TVA and the De- 
partment of Agriculture developed a program budget format in the 1930’s, as 
did the Navy Department in 1946. The Hoover Commission recommendations 
of 1949 and 1955, which urged the extension of program and performance 
concepts to other departments and agencies, were on built on a record of ex- 
isting but modest federal effort. 

The immediate historical antecedents are, of course, RAND, Charles J. 
Hitch, and Secretary Robert McNamara. Beginning in 1961, the program 
budget, with accompanying techniques for military planning, became a major 
device to revolutionize the Department of Defense, integrate the services, cen- 
tralize decision authority in the hands of the Secretary and his immediate 
staff, and impress the Congress. It must follow that what is good for Defense 
is good for the civilian agencies. 

And it may all be true; the present volume is persuasive. Certainly no econ- 
omist can object to the introduction of additional economic content into the 
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budgetary process, The task is to assure that narrow efficiency values do not 
dominate all other considerations. 

As the authors point out, the traditional line-time budget classifies govern- 
ment expenditures (and obligations) solely in terms of inputs—the things that 
are bought. A program budget classifies in accordance with outputs and the 
resources necessary to yield a specified output. Resource costs are carefully 
measured to facilitate incremental analysis. The time dimension is extended 
beyond the immediate fiscal year, to permit a projection of the future conse- 
quences of present decisions. A program structure accommodates cost-effec- 
tiveness studies that may be used to evaluate alternative means of accomplish- 
ing objectives. 

This sounds rather simple, and, in fact, is reasonably straightforward in 
some areas. The chapters by Novick on the Department of Defense and by 
Milton A. Margolis and Stephen M. Barro on the space program demonstrate 
this. But for civilian programs it is most difficult budgeting. 

The chapters by John R. Meyer on transportation, Werner Z. Hirsch on 
education and natural resources, and Marvin Frankel on health are generally 
realistic in pointing to the problems. The central difficulty lies in the multi- 
purpose nature of government activities. Transportation expenditures serve 
both national defense and civilian needs. The armed forces have large outlays 
for education and training. Expenditures for the abatement of air and water 
pollution serve both natural resources and health. Programs for medical re- 
search could be either education or health or both. 

The authors of both the general chapters and the chapters on applications 
consistently point out that there is no single best classification but suggest 
that most of the difficulties can be resolved by a “translation grid” that will 
link existing classifications with new ones. It is not possible, as most of the au- 
thors recognize, to undertake an administrative reorganization in the interests 
of program budgeting. If a purely functional approach were simple, we would 
long ago have had federal departments of transportation, education, and water 
resources. In the absence of administrative reorganization a great many pro- 
grams will cut across agency and departmental lines. 

It follows that program budgeting becomes a technique, not for manage- 
ment at the operating level, but for the centralization of administrative au- 
thority. The technique is not, as Melvin Anshen would have us believe (pp. 
15, 370), a "neutral instrument” with no “politics.” It will upset existing 
budgetary decision patterns by transferring authority from bureaus to depart- 
ments. It will strengthen the Executive Office of the President in dealing with 
both departments and agencies and in negotiating with the Congress. It will 
determine, for example, that school lunch programs should be viewed as edu- 
cation programs and not as health programs or as agricultural surplus disposal 
programs. Thus the education budget will appear to be larger or smaller in ac- 
cordance with the classification that is adopted, Classification decisions of this 
sort, as Hirsch points out (p. 198), might amount to as much as $1.0 billion 
in an education budget of $3.6 billion. These are political decisions in any 
meaningful sense of the term. 
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Program budgeting will certainly be helpful in making decisions about al- 
ternative means of attaining specified and agreed-upon objectives. It will be of 
very little use in illuminating the values that must underlie choices among 
programs, as most of the authors agree. The best measurements of costs and 
outcomes will not reveal whether it is better to spend on highways than on 
health, or on education for suburban children rather than on education for 
children in slum areas. Program budgeting will not carry us very far toward 
the Pigovian ideal of distributing expenditures toward battleships and Poor 
Relief “ . . . in such wise that the last shilling devoted to each.of them yields 
the same return of satisfaction” (A Study in Public Finance, London 1951, p. 
31). 

As Arthur Smithies says, in his realistic chapter in this volume, “The idea 
of economic measurement has great attractiveness because of the analytic pos- 
sibilities that it offers, especially to economists. But it is a perversion of 
human values to push it into areas in which it does not belong” (p. 51). 

Jesse BuRKHEAD 

Syracuse University 


Federal Budget Policy. By Davi J. Orr and Artar F. Orr. Washington, 
D.C.: The Brookings Institution, 1965. Pp. xiv, 150. $5.00; paper, $1.95. 
When President Kennedy was having difficulty in 1963 arousing public en- 
thusiasm for tax reduction to stimulate business, he is reported to have 
asked, in effect, "Where are all the people who have taken ‘Eco 1' since the 
war?” Economists may not have done well in their educational efforts—or 
perhaps the job far exceeds our resources. In any case, public “discussion” of 
recent years demonstrates the need for more professional effort in explaining 
the economic aspects of public policy issues. This smallish book, one of the 
Brookings Studies of Government Finance, attempts, with considerable suc- 
cess, to present both facts and argument needed for nonprofessional under- 
standing. 

“Primarily educational,” not a report on empirical research or new theoret- 
. ical inquiry, this book ranges far beyond "policy" in the ordinary sense. Col- 
lege teachers of economics will find it useful even though much duplicates 
what appears in many textbooks. Students of government, sociology, and so- 
cial studies—the ‘‘man of affairs” in business, government, or the professions 
—should also benefit, but not without some difficulty. 

A concise summary of budget concepts—administrative, cash, and national 
income—precedes a 23-page description of the budget process from executive 
preparation through Congressional authorization to post audit. Both the 
factual account and the authors’ evaluations suggest direct contact with the 
executive branch, giving a flavor of “telling from the inside." Ten groups of 
postwar improvements are identified, all in the executive branch. Congress 
gets credit for a few attempts to improve the handling of its part of the job, 
but for almost no accomplishment. 

Tables, charts, and brief text summarize the record of federal taxes and 
spending from various dates to 1964, Actual receipts and expenditures often 
differ considerably from the estimates; the authors account (apologize?) for 
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disparities without pointing out the significance for public policy of our inabil- 
ity to count upon forecasts of federal finances. 

Chapter 5 goes further than the "typical" elementary presentation of the 
(aggregative) effects of federal expenditures and taxes on employment and 
prices. After showing why the price level tends to rise before all but frictional 
unemployment disappears, the authors conclude that society may be able to 
get the desired combination of employment and price-level objectives only by 
“a weakening of union powers or a decrease in business monopoly power, or 
by stronger or weaker policies on the part of government to affect prices and 
wages" (p. 59). Discussion of the job-prices dilemma suffers from one large 
but unnecessary omission. Why not make clear that the man-hours of employ- 
ment which any given aggregate dollar demand—say $700 billion—will buy 
depend upon the average wage rate per hour, more employment if the average 
cost of the employer is $3.50 than if it is $4? This relation bears upon the 
longer-run employment effects of increases in wage rates and the possible need 
for fiscal action. 

The treatment of economic processes and relationships takes account of 
such variables as different lags and liquidity effects—but not monetary action. 
À tone of realism, the modesty of the claims about what can be counted upon, 
might well have received more cross-referencing later. The attempt to develop 
"refinements," I fear, is not entirely successful. For example, in explaining 
why the deficit or surplus is an inadequate measure of fiscal action, the au- 
thors (a) distinguish between intentions and results and (b) point out that 
the results which are realized combine those of automatic stabilization with 
those of discretionary policy. Many a reader who does not already understand 
will need more explanation (or none?). 

'The presentation of the economic aspects of alternative budget policies 
combines points long familiar to economists with some which represent more 
recent analysis. ^There's more than meets the eye" in condensed discussions 
of the inadequacy, or worse, of annual balance as a guide, of the CED automat- 
ic stabilizing plan, and of formula flexibility. The first choice of the authors is 
a mixture of policies. For the longer run they prescribe discretionary policy 
which puts heavy reliance upon tax rate adjustments (probably at three- to 
five-year intervals); expenditures would be determined on the basis of the 
merits of each program. To the extent that fiscal action is to be used for mod- 
erating short-run fluctuations, reliance would be placed on automatic stabiliz- 
ers. In a few pages the authors bring to the reader major fruits of masses of 
professional study. 

Those of us with some experience in trying to explain “modern” fiscal pol- 
icy to noneconomists know that there is no escaping queries and worries about 
the national debt. The authors explain the concept of public debt and the 
error in figures of federal obligations reaching $1 trillion or so. Less success- 
ful, however, are the sections dealing with burden of debt; a digest of recent 
journal debate on debt burden calls for considerable background. How many 
readers in the intended audience will comprehend what the authors say about 
points which professional economists may not yet have stopped debating? 

The final chapter, “Determining the Need for Federal Spending," deals 
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with considerations other than those of employment, price levels, and growth. 
When many points of diverse nature appear—while others which one believes 
should appear are missing—a reviewer cannot comment in detail. The authors 
allot three pages to evaluating the forces which influence the division of gov- 
ernment spending between federal and state-local. Three topics—spending on 
public goods, spending to affect income distribution, and spending on semipub- 
lic goods—each receive two pages. A section, “Some Common Fallacies in 
Judging Federal Spending," makes some good points well. The chapter as a 
whole, however, suffers from oversimplification or, rather, overambition. Much 
of what appears will be helpful for the intended audience. The net result, how- 
ever, is disappointing; the subject is too vast for a few pages. 

Four short appendixes include nine tables of statistics, two discussions of 
derivation of concepts, and an excellent bibliography. 

The book’s weaknesses result primarily from an attempt to do more in 
terms of topics covered and depth of analysis than proved do-able. But having 
just criticized overambition, I reveal the hounding complexity of the problem 
by adding that the total result suffers from the self-imposed exclusion of mon- 
etary policy. The merits are more impressive. They result from a combination 
of professional competence and willingness to work to “let the people know." 
The total effectiveness is enhanced by another combination—an evident deter- 
mination to be judicious where controversy is involved, while taking positions 
and supporting them. 

This is a book of which one can say, “The wider the readership, the better 
the prospects of American society.” 

C. Lower, Harriss 

Columbia. University 


Financing State and Local Governments, By James A. MaxwELL. Washing- 
ton: The Brookings Institution, 1965, Pp. xvii, 276. $5.00. 


At a moment in fiscal history when state and local spending on goods and 
services gives indication of outpacing federal spending, Financing State and 
Local Governments, by James A. Maxwell, is a well-timed and exceedingly 
thorough analysis of the facts, problems, and policy implications of financing 
lower levels of government in the United States in the 1960's. 'The volume is 
the tenth publication in the Brookings Institution series of Studies of Govern- 
ment Finance. 

Maxwell places his subject in historical perspective. In doing so, he illus- 
trates the significant diversity in state systems of taxation; at the same time 
his work illustrates the historical status quo which has existed in local public 
finance as manifested by the dominance of the highly inequitable, administra- 
tively cumbersome; and fiscally ineffective property tax. 

His subject matter is organized sequentially along the following lines: The 
stage for his major task is set by an historical chronology of intergovernmen- 
tal fiscal relationships under the federal system. Next he reviews the pattern 
of expenditures, relative revenue generating efforts, and patterns of tax prefer- 
ence in state and local units of government. The role of intergovernmental 
transfers receives a thorough treatment. Two chapters are devoted to a factual. 
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review and comparative analysis of state individual income, sales, and other 
taxes; as might be expected, most of the discussion of local taxation is con- 
cerned with the property tax and the manner in which it might be rehabilitat- 
ed; other subject areas are the state and local debt picture, the earmarked- 
revenue concept, capital budgets, and future trends in state and local finance 
in the United States. A wealth of factual data is incorporated into a series of 
appendix tables. These are invaluable reference sources, particularly the tables 
which present comparative data by state on expenditure and revenue patterns. 

This reviewer is in full accord with Maxwell’s analysis of and recommenda- 
tions on the state-local system of finance, with one major exception. Maxwell 
and I hold diametrically opposed positions concerning the equity, the adminis- 
trative feasibility, the fiscal efficacy, and the compatibility of the local proper- 
ty tax with the public finance requirements of an urban-industrial society. 

Maxwell asks (p. 129), “should a renewed effort at reform be made? Is the 
property tax worth refurbishment?” He replies in the affirmative primarily in 
the belief that “local governments should have a major source of revenue of 
their own.” Here we part company. My position is that the property tax 
should be gradually phased out of the modern local revenue system. The tax is 
simply incompatible with the fiscal needs of an urban-industrial society. 

In appraising the economic and equity effects of the property tax, Maxwell 
concludes (p. 133) that “the property tax cannot be awarded a high position.” 
Yet he manifests an element of fiscal fatalism when he observes (p. 133), 
“But no alternative local taxes are in sight.” 

Most students of public finance believe that the property tax is highly re- 
gressive when related to the income position of the taxpayer. Maxwell, on the 
other hand, refers (pp. 131-32) to Musgrave’s 1954 data (p. 398) to Marga- 
ret G. Reid’s Housing and Income (1962), and (pp. 298-308) to the Survey 
Research Center, University of Michigan, Income and Welfare in the Untted 
States (1962), and concludes that the "regressivity belief" is of questionable 
validity. He suggests, further, that improved assessment procedures since 1954 
have moved Musgrave's figures on the pattern of property tax regressivity to- 
ward proportionality (P. 131). 

My own empirical studies of the pattern of distribution of property tax bur- 
dens in California indicate a high degree of regressivity. For example, a sam- 
ple of 1,300 completed questionnaires of 5,000 households in a California 
community of 20,000 persons revealed that the family units with $2,000 an- 
nual income had annual property tax burdens ranging from 10.0 to 45.0 per 
cent of household income. The median burdens in the $2,000 and $10,000 in- 
come groups were 15.0 and 5.0 per cent, respectively. Musgrave's 1954 data 
suggest effective rates of 4.2 and 3.2 per cent for these income groups in the 
United States. Clearly, the 1954 data do not provide the factual framework 
within which to appraise the equity of the local property tax in the decade of 
the 1960’s. The conclusion that the local property tax trends toward propor- 
tionality merits large scale empirical analysis. 

One further aspect of Maxwell's analysis of property taxation should be 
mentioned. In discussing the property tax base he argues (pp. 133-34) that 
the inclusion of both intangible "representative" property, i.e., stocks, bonds, 
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mortgages, bank deposits, etc., and the real property on which the representa- 
tive property rests, is clearly duplicative. Here we have the familiar “double 
taxation” argument. Maxwell’s analysis is in keeping with the conventional 
wisdom, but it abstracts from such realities as the separation of ownership and 
. control and the relatively independent legal, economic, and social status of the 
corporate entity, per se, in modern society. 

Let me hasten to add that the volume is an exceedingly valuable contribu- 
tion to the field of public finance. I recommend that the book be used as a sec- 
ond required text in general courses in government finance. It fills a long- 
deficient reference need for students, scholars, and practitioners at a time 
when the problems of state and local finance are on the ascent. 

GERHARD N. RostvoLp 
Claremont, California 


The Public Economy of Urban Communities. Papers Presented. at the Second 
Conference on Urban Public Expenditures, Held February 21-22, 1964, 
under the Sponsorship of the Committee on Urban Economics of Re- 
sources for ihe Future, Inc. Edited by JuLros Marcoris. Washington: 
Resources for the Future, Inc.; J ohns Hopkins Press, distributor, 1965. 
Pp. xvii, 264. $5.00, 


In his introduction to this volume of papers Professor Margolis sees the 
thread that ties them together in the nature and evolution of the "new field of 
public economics." Public economics is “A full-fledged economic analysis of 
government as a producer of goods and services and as the sovereign setting 
the rules of economic and social organization." If one is inclined to define 
public finance in terms of the contents of the standard American text book, 
then Margolis is indeed justified in his call for recognition of a new “field.” 
But the case is far less clear when viewed in the light of the work of Pigou, 
the scholars of continental Europe, and in this country such people as Mus- 
grave, Samuelson, Buchanan, Harberger, Shoup, among others, whose work 
surely involves “public economics," even if we have always called it “public 
finance." The latter term may well be misleading, but even more confusion 
seems inherent in the effort to move away from it toward the definition of a 
new subdiscipline which must include niost of what economists generally think 
of as public finance while merely adding a few analytical tools and areas of 
analysis to the traditional ones. 

Irrespective, however, of whether one prefers public economics or public 
finance, at least three of the papers contained in The Public Economy of 
Urban Communities appear, at best, to have only a very remote relevance for 
either public economy or urban communities. Professor Rothenberg builds a 
formal model of political bebavior out of the notions of demand (from citi- 
zens) for and supply (by legislators) of "political support." Apart from an 
interesting analysis of types and compositions of political coalitions, however, 
his paper offers little that seems to promise new insights for understanding the 
public sector. Granted that “long-run welfare criteria" would be handy to 
have, Harvey Leibenstein, despite a valiant effort, gets hung up, not unexpect- 
edly, on the intergeneration problem. Since unborn generations clearly have no 
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discernible preference functions, we have in his paper some ably put ques- 
tions, but hardly the empirical basis for welfare decisions that he seeks. The 
third in this group of contributions, “Majority Voting and Alternative Forms 
of Public Enterprise," by Benjamin Ward, contains nothing, beyond some in- 
troductory remarks, that is specific to public enterprises. It focuses, rather, on 
decision-making by variously constituted boards of directors through alterna- 
tive voting procedures. 

The other eight essays are both less ambitious and more relevant to the sub- 
ject matter suggested by the book's title. Professors Buchanan and Tullock 
develop an interesting analysis of public and private adjustments to the exis- 
tence of reciprocal external economies associated with a varlety of activities 
that may be undertaken either privately or collectively or both privately and 
collectively. Their showing that public provision of a good the consumption of 
which involves major external economies may not, indeed is unlikely to, yield 
Pareto-optimal results is not surprising. Their analysis, however, constitutes 
an important contribution to the theory of public finance. 

James Q. Wilson and Edward C. Banfield examine the hypothesis that, in 
elections authorizing expenditures for various local public projects, voters tend 
to behave in a manner suggesting the pursuit of self-interest. They find that in 
the larger cities low-income renters "almost invariably support all expenditure 
proposals," but that for higher-income groups self-interest appears to be re- 
placed by a “public-regarding” attitude, particularly among Anglo-Saxons and 
Jews. Their results, based on voting records and population characteristics by 
precincts, seem more than sufficiently promising to warrant further research 
along similar lines. 

Otto A. Davis sets up a model of “political influences” on public school ex- 
penditures per pupil in a six-county area of western Pennsylvania. He then 
proceeds to a presentation of the results of multiple regression analysis in 
which the statistically significant predictor variables turn out to be the pro- 
portion of the electorate owning property, per capita market value of taxable . 
property, and the proportions of children attending public and nonpublic 
schools. Whether or not these variables represent political influences may be 
debatable, but there appears to me to be little call for Davis's conclusion 
"that economists attempting to understand this [allocation] process would do 
well to discard at least a part of their notions of demand and supply and, 
hence, the implicit implication that a pricing mechanism is the allocation de- 
vice in the public sector.” Surely some economists, if not Davis, are familiar 
with the efforts of those of us who have done just that, including Werner 
Hirsch, Terry Miner, and myself, among others. 

The paper by Professor Weisbrod is drawn from his External Benefits of 
Public Education. 1t presents a crude but interesting effort to test the hypoth- 
esis that benefit spillovers associated with local expenditures for education 
lead to reduced educational outlays and a shift in financial responsibility to 
higher levels of government. 

Allen V. Kneese, in a succinct, well-reasoned paper, offers an excellent 
treatment of the economic issues in decisions regarding water quality control. 
He makes a convincing case for the need for a great deal more effort on the 
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part of economists than has been forthcoming in one of the most important 
public policy areas facing industrial communities everywhere. 

Using the case-study approach, Nathaniel Lichfield succeeds in clarifying 
the issues involved in the employment of benefit-cost analysis in choosing 
among alternative plans for urban development or redevelopment, Problems of 
measurement of benefits and costs and identification of repercussions of alter- 
native projects are well illustrated, as is the importance of detailed 
specification of “instrumental objectives.” 

Far too large a part of the paper by Benjamin Chinitz and Charles M. Tie- 
bout is devoted to a restatement of Musgrave’s three-part budget system and 
his classification of public goods as social-want and merit-want satisfying 
goods. This taxonomic scheme contributes little or nothing to an understand- 
ing of “The Role of Cost-Benefit Analysis in the Public Sector of Metropoli- 
tan Areas.” It is no wonder, then, that the theoretical analysis falls down at 
an early stage and the authors conclude only that the application of cost- 
benefit analysis “is not at all easy, even at the conceptual level.” And while 
the brief discussion of “cost-benefit analysis and the allocation of transporta- 
tion” points up well the economic issues involved in metropolitan transporta- 
tion problems, it tells us very little about the role of cost-benefit analysis in 
the solution of these problems. 

Finally, Professor Strotz's "Urban Transportation Parables” are spelled out 
in the form of mathematical statements (not all of which I can follow, I readi- 
ly confess). They lead to such conclusions as “Thus, population density 
should tend to fall off the further land is from the city center...” and“... 
a stretch of road should be taxed, subsidized, or be exactly self-financing de- 
pending on whether returns to scale of the congestion function are adverse, 


favorable, or constant. ...” These conclusions hardly seem new, but there may 
be useful reassurance to be found in the elegance of the demonstration of their 
validity. 


Clearly it has been impossible to do justice here to eleven papers covering 
an extremely wide range of topics. I find it difficult to identify a theme or uni- 
fying thread running through the book, and the title hardly seems descriptive 
of its contents. The specialist in public finance will find several of the con- 
tributions well worth reading, while others are best skipped, and many other 
readers will discover, perhaps to their surprise, that they have long been en- 
gaged in research in “The Public Economy of Urban Communities.” On the 
basis of my own tastes I would suggest that the benefit-cost ratio wil! proba- 
bly exceed 1 for those who confine their reading to the papers by Buchanan 
and Tullock, Wilson and Banfield, Kneese, Weisbrod, and Lichfield. 

Harvey E. BRAZER 

University of Michigan 


International Economics 


International Monetary Relations—-Theory, History, and Policy. By LELAND 
B. YEAGER. New York: Harper & Row, 1966. Pp. viii, 504. $10.50. 


Professor Yeager provides us with a long and generally excellent book on 
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"international finance.” International finance is, to some of us, empirically the 
most pertinent portion of “international economics.” (Even in matters with a 
“commercial policy” context, the issue can be largely “financial,” as in the 
question of optimum currency areas, touched on lightly by Yeager, pp. 98-99, 
487.) Recent reviews of the theory of ‘international trade” make apparent 
the embarrassingly precious quality of much of that theory and the consider- 
able extent to which it has moved in effect toward objectives other than ex- 
plication of the world. Yeager not only has chosen the more substantial sub- 
area but has devoted his exposition to elucidating the subject rather than to 
confounding us with ingenuity in doodling. 

The volume is in two parts of equal length: “theory” and “history and pol- 
icy.” ; 

After an opening chapter which provides a summary primer of trade theory 
and is virtually unutilized later (thus illustrating the considerable gulf be- 
tween "trade" and "finance") and a second chapter which surveys selected 
techniques and technicalities of the foreign exchange market, the first major 
topic is the balance of payments. Alternative approaches to defining and mea- 
suring equilibrium are sketched; Yeager’s orientation on the mechanics of this 
problem centers on the admittedly difficult notions of “independently motivat- 
ed” and “compensatory” transactions (pp. 46-47), but he well emphasizes the 
status of individual economic units and their connection with the central bank 
in interpreting the meaning and significance of a payments deficit (pp. 51-53). 
The remainder (10 chapters) of Part I is devoted to the theory of balance-of- 
payments adjustment under pegged and fluctuating exhange rates and under 
direct controls, along with repercussions of adjustment on the terms of trade 
and the price level and the nature, importance, and possible control of specu- 
lation. The three chapters on speculation and related matters constitute one- 
quarter of the first part. l 

In Part H, there is a history of monetary standards before World War II 
(4 chapters); wartime experience and planning and the IMF (2 chapters); 
postwar evolution to convertibility and case studies of England, France, Ger- 
many, and Canada (5 chapters); dollar shortage and glut (1 chapter); and 
existing “liquidity” arrangements and reform proposals (3 chapters). In these 
hard-headed discussions, some profane—and perhaps some near-sacred—toes 
are firmly trod upon. 

The volume is large: almost 500 oversized, double-columned pages, in- 
cluding seven end-of-chapter appendices comprising 28 pages of small print. 
There is no consolidated reading list, but the footnote-citation items would 
constitute an impressive (but not exhaustive) and well-selected bibliography. 
Often the discussion is commentary, assessment, and elaboration of the litera- 
ture (always sensible and frequently subtle) more than systematic, compre- 
hensive exposition; it is almost as much high-level critique and monograph as 
textbook. It probably warrants comparison with Meade’s major opus more 
than with the lesser books—useful in their ways—by Henning, Wasserman- 
Hultman-Zsoldos, and Ward. 

For all of the bulk, the saneness, and the erudition of the work, it is lacking 
in extensive, detailed presentations on a few key matters and conspicuous 
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items of literature, e.g., measurements of payments imbalances (there is no 
explicit reference to relevant works of Lederer, Hest-Madsen, or Lary and lit- 
tle to Gardner), the Hicks differential growth model (briefly noted, pp. 
459-60), stability conditions with initial payments imbalance (p. 158, n.), the 
Domar analysis of international investment and balance-of-payments stages 
(not mentioned). Again, one may be dubious, at least from the student’s point 
of view, that justice can be done to some expositions of internal-external 
equilibria (e.g., Mundell, Hemming-Corden) and of devaluation without a bit 
of geometry; or to the absorption approach without employing income equa- 
tions; or to the mechanics of the foreign-trade multiplier without considerable 
algebra or “period” tables. In addition, there are, quite inevitably, a few 
places where one may have some doubts on judgment or emphasis, and infre- 
quently the exposition is a little austere or not as simple as it could be (e.g., 
some of the algebraic derivations, while systematic, are admittedly tedious 
and not always the easiest presentation). 

But while the discussion may occasionally slip between the two stools of 
“monograph” and "textbook," such difficulties are greatly overbalanced by 
the impressive strengths of the book. Along with its unusually wide scope and 
utilization of the literature, the volume abounds in solid and sometimes quite 
advanced theoretical analysis jn Part I (e.g., an unconventional and useful in- 
troduction to monetary systems, pp. 54-59; excellent incorporation of correc- 
tive cash-balance effects into adjustment with fixed rates, pp. 54-56, 64-67, 
147-48; and elaboration of simple multipler theory to include the role of 
money and the export response to domestic income, pp. 76-78) and knowl- 
edgeable, lucid, and effective historical surveys and policy interpretations in 
Part II. And Yeager’s conclusions on such matters as “destabilizing” specula- 
tion (unlikey with fluctuating rates and well-ordered internal economies; un- 
likely to be serious with fluctuating rates even with internal disorder; and vir- 
tually inevitable and often serious with pegged-but-adjustable rates), the 
Canadian experience (it does not justify the typical banker and governmental 
predilection for pegged rates), and the rationality and efficacy of the IMF 
arrangement (he finds it generally ineffectual and unpromising if not actually 
appalling) are gratifying to a growing number of us. 

The book is written with a solemnity presumably appropriate to interna- 
tional finance. 

WirtLiAM R. ALLEN 

University of California, Los Angeles 


Primary Comodities in International Trade, By J. W. F. Rows. New York: 
Cambridge University Press, 1965. Pp. xi, 224. $6.50; paper, $2.45., 

One could be forgiven for assuming, prima facie, that Mr. Rowe had fol- 
lowed current fashion in producing a book of statistical tables on international 
trade. But in actual fact he has not done so; and for this alone we owe him 
our thanks. What Rowe, in effect, has endeavored to do is to produce a text- 
book on a topic which, as he correctly points out, has had little attention de- 
voted to it recently. 

Rowe’s definition of. what are primary commodities follows from his 
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definition of primary industries as “those industries which supply foodstuffs 
and raw materials by agriculture or mining in the form in which they are first 
exchanged internationally.” He limits his discussion of those primary indus- 
tries and their products by defining his study as being related to transocean 
trade, and not to international trade as we know it. This means, for example, 
that important regional trade such as intra-European trade is omitted from 
consideration. Nevertheless we are left with a list of some twenty principal 
primary commodities which can be regarded as a satisfactory one. The actual 
list is as follows: Crude Petroleum, Meat, Wheat and Flour, Fats and Oils, 
Cotton, Coffee, Copper, Wool, Sugar, Rubber, Dairy Products, Tobacco, Rice, 
Maize, Tea, Cocoa, Tin, Jute and Hard Fibers, Zinc, and Lead. As can be 
seen, all the old favorites are there! l 

Briefly, the book is arranged as follows. In Part 1, after clearing away the 
definitional problems, Rowe presents data on the importance of the 20 given 
commodities in recent international trade and the main exporters of those 
commodities. There then follows an excellent, if necessarily sketchy, account 
of the structure of production in the 20 primary industries. The type of infor- 
mation provided is necessary, I feel, for a full understanding of the position of 
primary commodities in international trade. 

Part II completes the general picture, as it were, since it is concerned with 
demand and the determination of prices. Following the procedure adopted in 
Part I, we are given data on the principal markets for primary commodities. 
Before the important discussion on the pricing process we are given an ele- 
mentary, and largely unnecessary, account of the “physical process of market- 
ing” the commodities. The chapter on prices, however, makes up for this and 
it contains a lot of sound common sense, It discusses, mainly, the development 
and importance of the role played by the “merchant speculator” in establish- 
ing and maintaining world prices; as a result there is discussion of the de- 
velopment of future markets. Merchant speculators were given an essentially 
free hand in determining prices up to 1939 and from about the mid-1950's on- 
wards. In the intervening period the war and its aftermath resulted in large- 
scale government purchases and sales of primary commodities; so that govern- 
ments largely determined prices. The appendix to “the determination of 
prices" chapter attempts to compare the pricing process under the merchant 
speculator regime with that under government bulk trading. It is not surpris- 
ing that Rowe reaches no firm conclusions. But most would sympathize with 
his view that political, social, and other noneconomic motives are likely to gov- 
ern the determination of price under government bulk-trading schemes; so 
that less homage is paid to the “equilibrium price" than is likely to be the case 
under the private enterprise regime.. 

Part III is historical and largely statistical, being, in effect, a description of 
the trade in, and the prices of, the primary commodities from 1918 to the 
present day. This discussion, which at first sight seems unnecessary, is seen, 
on a rereading, to be extremely valuable in understanding the very important 
issues raised in Part IV where commodity control schemes are scrutinized. 

I regard Part IV, and in particular the chapters on “Control Schemes since 
1945” and on "The Mechanics of Commodity Control,” as the best part of the 
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book, This part makes interesting and instructive reading. Furthermore, de- 
spite covering some old and familiar ground, it will give stimulation to further 
theoretical research, especially on the structure of control schemes. 

I have an objection, however, to the material in the Appendix to the chapter 
—which in itself is really excellent—on “The Mechanism of Commodity Con- 
trol.” My objection is that, despite his statement to the contrary, Rowe has 
not been rigorous in his treatment of the comparison of the crop-equalization 
scheme (i.e. producers! scheme) and the merchant regime. When considering a 
bumper crop of a commodity and the best theoretical policy for producers to 
adopt, i.e., whether to introduce their own crop-holding scheme or take what 
they can get from the merchant speculator, it is possible to make more definite 
statements than Rowe does by the use of some simple algebra or arithmetic, I 
am sure the Appendix would gain from a more rigorous presentation of the | 
ideas it now contains. To give one very simple example, if we let: x be the 
percentage rise in the crop in the bumper year over the “normal” year; m be 
the merchant's margin in per cent; Il, be profit for producers in the bumper 
year; and IIo be their profits in a normal year; it can be shown that (letting x 
and m be fractions): 





1 
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So as a starting point one can say how profit will compare under the merchant 
regime in a bumper year with that in a normal year, ane one can then develop 
the whole topic from here. 

There can be no doubt that with one or two reservations Rowe has pro- 
duced an admirable book that is well written and, contrary to his own fears 
about this, well organized. It will serve the needs most certainly of the under- 
graduate and possibly those of the general reader. Although Rowe has not 
written a Principles as such, a remark once made by Sir John Hicks is well 
worth recalling: “The ideal which any writer of Principles ought to set before 
himself is that of the classical poet: ‘What oft was thought but ne’er so well 
expressed.’ ” Such is the case with Rowe’s book: and it will take a great effort 
on the part of anyone to achieve success who sets himself the task of improv- 
ing on this book. 


J. L. Forp 
University of Manchester. 


The Canadian Dollar 1948-1962. By PauL Wonnacott. Toronto: University 
of Toronto Press, 1965. Pp. xviii, 339. $6.50. 

This book consists of two substantially independent parts. Part I was pub- 
lished as The Canadian Dollar 1948-1058 and was reviewed in this journal 
(September 1962, 52, 874-75). The present review is restricted to Part II, 
which discusses the events and policies from 1958 until 1962 when the Cana- 
dian government abandoned the system of flexible foreign exchange rates. 
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Professor Wonnacott chose to concentrate his attention on the economic 
policies of this second period rather than on the functioning of the mechanism of 
international adjustment, which was the principal interest of Part I. This 
choice was made because the mechanism of adjustment continued to function 
smoothly, and it was the bizarre economic policies of the period that caused 
the collapse of the system of exchange. High interest rates and a major length- 
ening of the maturity of the public debt during the depression of the late 
1950’s were the more painfully inappropriate because the resulting inflow of 
capital was immediately transferred by the flexible exchange rate mechanism 
through a current account deficit in the balance of payments. The effect of the 
budgetary deficit on employment was less with a flexible than it would have 
been with fixed rate for analogous reasons. The exchange system itself pres- 
ented real as distinct from imaginary policy problems only in 1961 when the 
Government interfered directly by announcing their determination that the 
rate should rise and by purchasing U.S. dollars. They were then met with too 
much success for their taste. “The least ambiguous lesson of the recent Cana- 
dian experience is that a combination of ill-advised and ill-administered pol- 
icies, occurring at an unhappily inopportune time, is sufficient to create a cri- 
sis under a flexible exchange rate sytem" (page 200). 

The study also includes description and commentary on other more specific 
policies. Policies to reduce foreign control of Canadian industry may have 
affected the composition and the volume of capital inflows. 'The complicated 
scheme to induce the expansion and rationalization of automobile production 
in Canada by bilateral tariff abolition with the United States and subsidy is 
admirably analyzed. 

Thus, Part II of Wonnacott's book is essentially a brief interpretative histo- 
ry of economic policy in Canada in 1958-62. His arguments are persuasive. 
This reviewer, for one, shares most of his views. Nevertheless, it must be 
granted that a priori reasoning plays a very large role in these questions. 
There are very few data to confirm the analyses. To what extent did the ambi- 
valent xenophobia perceptible in many quarters affect capital flows? Of what 
significance was the technology accompanying imported capital? Did capital 
inflows raise the share of labor in national income? These and many other 
questions need to be answered. 

H. C. EASTMAN 

University of Toronto 


L'économie internationale depuis 1950. By JEAN WELLER. Paris: Presses Uni- 
versitaires de France, 1965. Pp. 250. F 18. 


This is a puzzling book. It is exceedingly difficult to read. It lacks the luci- 
dity that one is accustomed to expect from French writers. The substance is 
apparently deep, though evasive. 

Professor Weiller belongs to the “Perroux school,” the ambition of which is 
to bypass the “classical” theoretical tradition, by substituting for it a set of 
new concepts, supposedly more adequate to the real world. The author’s anti- 
classical and institutional bent leads to constant sniping at the orthodox frame 
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of reference. According to the author, the classical static theories hardly help 
to explain international economic developments, which result, essentially, from 
the governments “structural” or "policy preferences.” 

The book is divided into four parts, dealing respectively with economic pol- 
icles in Europe and international relations in the fifties, European integration 
and cooperation, negotiations in the 'sixties between industrialised countries, 
and international strategies between unequally developed countries. 

Starting his analysis from the termination of the Marshall Plan period, the 
author discusses anew the then fashionable thesis of “structural disequilib- 
rium," and the policies that have led to its disappearance. The nonautomatic 
and nonorthodox aspects of the policies are constantly being stressed. In the 
case of the German miracle, the author goes so far as to contend its causal re- 
lation with the 1948 monetary reform and the ensuing classical policies. He 
argues that the rapid and orderly economic growth ought to be imputed partly 
to the Allies! dirigiste policies before 1948 (1), to aid, and to a favorable in- 
dustrial structure. 

The second part, devoted to "cooperation" and "integration," is mainly 
concerned with the Common Market, of which the structural aspects and 
problems are again stressed, as well as the need for joint economic planning. 
The European Economic Community is said to have originated from a too 
laissez-faire attitude of other international organizations, mainly the OEEC. 
The Rome Treaty is considered as a compromise between classical free trade 
principles and the will to “plan.” The author's preference for structural plan- 
ning, of the Monnet type, at an international level remains a basic theme 
throughout the book. 

In the third part, the significance of tariff barriers to international relations 
is toned down (p. 125). While structural obstacles to the Kennedy-round are 
mentioned (p. 132), the author maintains that lowering tariffs would not nec- 
essarily bring about the most desirable structural shifts in production and 
trade. 

In the chapter on ‘‘the role of intergovernmental negotiations in strengthen- 
ing the international monetary order," Weiller expresses his skepticism to- 
wards the restoration of international automatic balancing mechanisms. He 
would rather rely on the coordination of mutual assistance (p. 160). 

The author is most at ease in dealing with the problems of underdeveloped 
countries. Here, indeed, he can lean on a good deal of recent unorthodox liter- 
ature. The central problem is that of adapting international specialization to 
the requirements of domestic planned development. The Heckscher-Ohlin 
“law” is rejected and flexible discretionary protection to sustain and stimulate 
planned development is defended. The author pretends that a reasonable rate 
of gowth (5 per cent) would not be possible without selective controls of im- 
ports (p. 217). 

Weiller's attitude is that of & sociologist. His purpose is to explain the be- 
havior of governments. From an economist's viewpoint, his weakness is to 
show too much tolerance for irrationality, or to look for some rationality in 
irrational behavior. He accepts "policy preferences" as given and hardly dis- 
criminates between them. As an idealist, he purports to substitute coopération 
généralisée to laissez passer as a leading utopia. 
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This book needs an antidote for French readers, but Rueff’s could be too 
strong. 
Rocer DEHEM 
Laval University 
Quebec, Canada 


International Finance. By RICHARD WARD. Englewood Cliffs, N.J.: Prentice- 
Hall, Inc., 1965. Pp. vi, 213. $7.95. ` 


This counts s balance-of-payments ills, together with the growing debate 
on the need for international monetary reform, have generated a great deal of 
interest in international financial relations among students of business finance 
and economics. However, very few up-to-date textbooks on the subject are 
presently available. Professor Ward's comprehensive book thus fills a void and 
is to be welcomed. It is a largely descriptive and elementary text, written in an 
easily readable, straightforward style. In the words of the author, “it concerns 
the international payments mechanism and its economic function." His pur- 
pose, Ward states in the preface, is "not to differentiate and mystify the sub- 
ject, but rather relate it to domestic institutions." In the concluding sentence 
of the last chapter the reader is warned that the international monetary sys- 
tem described in the book will not be the system operating in the next decade 
—a prediction not shared by the present reviewer. But, however the system 
evolves, study of the book will be helpful for a better understanding of the 
considerations that are likely to dominate the continuing debate on interna- 
tional monetary reform. 

The volume begins with a discussion of the measurement of the balance of 
payments. In preparing this chapter, the author unfortunately could not take 
advantage of the Bernstein Committee's report, published after completion of 
the book. The conceptual apparatus used here by the author may not be easily 
comprehended by the uninitiated student. Explaining the concept of balance- 
of-payments disequilibrium, he states: “if there is a surplus or a deficit, the 
country's autonomous outflows are not equal to inflows, and the balance of 
payments is in disequilibrium.” Teachers may feel that this and related ob- 
servations require more elaborate treatment than provided by Ward. Inciden- 
tally, he states in the following paragraph that banks sell their dollar balances 
to foreign governments (not mentioning central banks), and states that the 
United States holds its monetary reserve in the form of gold (only subse- 
quently drawing attention to the fact that certain foreign currency holdings of 
our monetary authorities also serve this purpose). The chapter concludes with 
a very useful description of the major components of our balance of payments. 

In the second chapter, on international investment, Ward defines direct in- 
vestment abroad rather loosely as “the purchase of capital goods in one coun- 
try by residents of another country." Monetary capital flows, he says, ''be- 
come real capital flows through the import surplus which accompanies the 
inflow of capital.” The chapter contains a good explanatory survey of the mo- 
tivations of U.S. direct investment abroad, discusses portfolio investments, 
and provides an outline of the major international and U.S. government insti» 
tutions through which international investment is channeled. 

A commendable exposition of the components of short-term capital flows 
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follows in the third chapter, including a bird’s-eye view of the Euro-dollar 
market. This section is particularly valuable because there are very few such 
brief surveys available. The present reviewer would take exception to the 
statement that commercial paper generally carries a maturity of nine months 
and that exporters sell their accepted bills in the open market through a dealer 
—except on rare occasions. Nor would he agree with the statement in the fol- 
lowing chapter that direct lending is not the most important part of the barks’ 
international role. Also questionable is the author’s contention that commer- 
cial banking, through its influence on the international system, plays a funda- 
mental role in determining the size of the balance of payments. But this chap- 
ter provides an excellent thumbnail sketch of the institutional side of interna- 
tional banking, information not easily come by elsewhere. 

In Chapter 5 the author succeeds rather well in clarifying the mysteries of 
foreign exchange markets and rates. The following chapter, dealing with ex- 
change rates and including brief descriptions of the International Monetary 
Fund and the Bank for International Settlements, is also very useful. The for- 
ward exchange market is treated in a separate chapter, and here again the au- 
thor has done a praiseworthy job in explaining the many complexities of the 
subject in a manner that should have considerable appeal to students of 
finance. | 

The role of gold in the international payments mechanism is given an 
propriate amount of attention, with discussion of both the London gold pool 
and the various reform proposals aimed at expanding the use of gold in official 
reserves, Ward makes some generalizations that may not appear acceptable to 
all teachers of international finance. Thus he suggests that transfers of curren- 
cy in settlement of international transactions “occur through private capital 
flows unless the government intervenes in the exchange market"; and he ob- 
serves that “if a currency other than the dollar is acquired in international 
transactions, the country acquiring the currency has the right to convert it 
into dollars." But whether one wants to take exception to such broad state- 
ments is largely a matter of personal preference. Again, students will find it 
most helpful to have in a nutshell a simple exposition of recent reform plans 
bearing on the role and price of gold. 

Two chapters dealing with the interrelationships between the money supply 
and foreign transactions and between national income and the balance oí pay- 
ments provide a clear and to-the-point explanation of the linkage between the 
domestic economy and international payments and the channels through 
which monetary policy affects international financial relations. For the student 
who wants to be au courrant on international monetary reform, a concluding 
chapter on international reserves explains in straightforward language the 
major proposals made in recent years for improving the international mone- 
tary mechanism. 

. The volume contains useful selected bibliographies at the end of each chap- 
ter. Even though this is not a book for the specialist or for the analyst seeking 
& sophisticated discussion, students can learn a great deal from it about inter- 
national finance. , 

' Frep H. KLOPSTOCK . 

Federal Reserve Bank of New York | 
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Foreign Investments in India. By MICHAEL Kipron. New York: Oxford Uni- 
versity Press, 1965. Pp. xvi, 368. $8.00. 


There has been a great deal of discussion in the United States on the de- 
sirability of foreign private investment in India. This, however, is the first 
book that I know that looks into the entire subject in a historical, political, 
and economic sense—as distinguished from a study of individual cases of for- 
eign private investment, 

The author begins with a historical presentation of the role of foreign capi- 
tal in India under the British empire, the effect of independence upon foreign 
investment, and the changing character of that investment following indepen- 
dence. He then looks at the changing Indian attitude and policies of the In- 
dian government toward foreign private investment—and the shifts in atti- 
tudes and policy under the changing economic and political circumstances, 
both within India itself and among potential investing countries. This is fol- 
lowed by a discussion of the position of the foreign sector in India today and 
the reasons for private foreign investment within India and its character. He 
concludes with an attempt to estimate the benefits and costs of private invest- 
ment in India. 

What comes out most strikingly from this analysis is the bargaining character 
of the foreign investment process within India. Essentially the author de- 
scribes a process of the Indian government bargaining with foreign equity in- 
vestors—large private firms from the United States, the United Kingdom and 
other countries—or governments, especially from the USSR and East Euro- 
pean countries, which are interested in constructing plants or collaborating 
with the Indian government or private firms. 'The parties in this bargaining 
process are the Government of India; Indian private industrial firms which 
may be collaborating with the large foreign firms; foreigh firms which are in- 
terested in entering the Indian market for a variety of reasons, only one of 
which may be maximization of profits in the relatively short run; and foreign 
governments, which may be interested in supporting investment by their na- 
tionals or constructing plants within India for a wide variety of political and 
economic reasons, 

The Government of India's interest in encouraging foreign investment is a 
product of a mixture of motivations: to industrialize in accordance with the 
Plans; to save its own foreign exchange resources in the process of industrial- 
ization; and to gain access to modern technology and eventual freedom from 
foreign control of this technology. However, the government wishes to gain 
these without surrendering control of key sectors of the economy or of eco- 
nomic policy to foreign influences. There is also a wide variety of ideological 
influences at stake, with the government's belief in a “socialistic pattern of so- 
ciety," and the strong nationalist suspicion of foreign investment. Michael Ki- 
dron does an excellent analysis of the shifts in government policy and the rela- 
tively low importance of ideologic elements in the policy mixture. This is al- 
most a definitive analysis of the pragmatic character of Indian government pol- 
icy in an important area, in response to circumstances, most notably the re- 
current shortages of foreign exchange. It is also clear that the Government of 
India does not hold a strong bargaining hand in negotiating with potential 
foreign investing firms, especially in areas of new technology. The government 
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is interested in comparatively short-term gains and desires them rapidly; the 
foreign firm is able to forego some of its potential short-run gains for longer- 
term benefits, although the actual gains in fact turn out to be high in the short 
term. One of the very interesting sections of the book shows that, for the large 
private foreign firms which have invested in India, the economic activities of 
their Indian subsidiary are only a small portion of their total business; but in 
the Indian economy these same subsidiaries play a major industrial role. 

Private foreign investment has been especially important in “the newer, 
technologically complex, and patent-protected industries . . . such as the elec- 
trical and chemical industries. . . . However, where massive investment is re- 
quired . . . foreign firms are unlikely to venture more than knowhow. Steel- 
making, heavy transport equipment . . . for example, have all been left largely 
to local capital, in these cases through state financing, with foreign firms par- 
ticipating as technical advisers." But while the government's bargaining posi- 
tion js not strong, it is the government that determines into which sectors to 
permit private foreign firms; which firms to encourage; how many foreign 
firms to encourage in an industry or a sector; and from which country the for- 
eign collaboration should be selected if there is a choice. 

Private foreign firms have done well for themselves financially in India, and 
if they exercise restraint in terms of the size of the return they expect, and 
in dealing with Indian government and business, they can continue to do well. 
They are interested in the longer-term prospects of a potentially very large 
Indian market, and to get into this market they must do so at an early stage. 
They are especially interested if they can get in with a relatively small net in- 
vestment of their own financial capital, as distinguished from technical know- 
how, or as distinguished from equipment that can be transferred from other 
enterprises elsewhere; in that way they can make a rapid recovery of their in- 
vestment. If they can establish a collaboration agreement with an Indian firm 
or management group, they will be assisted and ptotected in their relations 
with the Indian government, as well as against unfavorable Indian business 
reaction to the investment. Private Indian firms today generally welcome col- 
laboration as a way of getting foreign exchange and technology; but may op- 
pose it, as they have in the past, if they regard foreign investment as a com- 
petitive threat. 

Finally, foreign governments have been interested in investing in Indian in- 
dustry, either by encouraging private investors or themselves constructing 
plants, as a way of maintaining or increasing their influence within India or 
expanding sales of their own exports. In the industrial field the Russian and 
East European countries have made large investments in the public sector, 
. and are apparently willing to invest in the private as well as the public sectors 
of the economy; British and German firms, with the support of their govern- 
ments, have built steel plants in the public sector; the U.S. government how- 
ever has assisted only marginally, if at all, in public-sector manufacturing 
enterprises, and U.S. private firms have in recent years not invested or col- 
laborated with public-sector enterprises. (This is a self-imposed constraint, on 
largely ideological grounds, that in my opinion is a mistake. It deprives the 
United States of impact upon very important sectors of the economy.) The 
Government of India has used potential Soviet and East European investment 
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as a bargaining instrument in order to avoid becoming overly dependent on 
Western investment; where Western firms have been unwilling to invest at 
terms considered desirable, the government has gone to the Communist coun- 
tries. (However, Kidron makes it clear that the government has in most cases 
given the West first option, as for the Bokaro steel plant, or for certain pharm- 
aceutical plants.) 

In his conclusions the author asks what India has received from the foreign 
investment. He raises serious questions whether this investment has in fact 
provided India with the technological independence that the government de- 
sires; and whether India has saved, and will continue to save, foreign ex- 
change as a result of this foreign investment. In both cases he argues that 
India has not achieved these aims: the technology supplied has been offered 
on terms that will continue India’s dependence on foreign sources of technol- 
ogy, and India has not saved foreign exchange by the investment. These con- 
clusions should be of great interest to Indian officials, as well as to Western 
officials since they run counter to present policy. However, he does not indicate 
what the alternatives are for India, given the sources of the technology that 
India wants and India’s relatively poor bargaining position. 

I have one main criticism of the book. The author in general seems to be- 
lieve that India has lost “control” of its industrial sector to foreign investors, 
and this belief pervades the analysis. However, at times he is embarrassed or 
doubtful of his own use of the term “control,” which he recognizes is very 
difficult to define, and qualifies it. I would agree with his qualifications and 
much less with the belief. The Government of India makes the final decisions, 
and has turned down private investment when the price has been too high, as 
reportedly in the recent Bechtel fertilizer negotiations; it has successfully put 
a great deal of pressure on the foreign oil companies for lower prices, and on 
other foreign companies to expand, While the government has many times 
modified its policies in order to encourage private investment, whether foreign 
or domestic, it has, as the author himself points out, controlled the terms of 
entry and limited the entry into various major sectors, quite apart from the 
general economic controls after entry. I personally prefer to look at foreign 
investment in India in the framework of a bargaining analysis, similar to that 
described earlier, in which the government makes the final decision to accept 
or reject the investment, in which the various sides have strengths and weak- 
nesses—rather than as one in which either side, the government or the private 
foreign investors, has or seeks complete control. 

This is a very stimulating book. I would consider it a very important book 
for anyone looking at the Indian economy or at the formation of economic 
policy within India. I would recommend it also to a broader audience than 
simply economists or those interested in India. It should be read by U.S. and 
other Western officials encouraging private. investment in India or elsewhere, 
and by potential private foreign investors, since it presents the best analysis I 
know of the environment in which they will be functioning. Finally, it should 
be read by Indian officials dealing with foreign investors, since it takes the 
first over-all objective look at their efforts, . . . and questions the results. 

' GEORGE ROSEN 

The RAND Corporation 
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Business Organization; Managerial Economics; 
Marketing; Accounting 


Studies in Mathematical and Managertal Economics. Vol. III, Management 
Goals and Accounting for Control. By Yuji Iymrt. Chicago: Rand McNal- 
ly & Co.; Amsterdam: North-Holland Publishing Co., 1965. Pp. xvii, 
191. 


This is Volume III in the series Studies in Mathematical and Managertal 
Economics, edited by Henri Theil. The series applies quantitative methods to 
the problems of mathematical economics and business management. This book 
offers analytical (quantitative) approaches to the problems of setting manage- 
ment goals and accounting for control, where the information supplied 1s 
based on the intended use of the information. Recognizing the necessity of 
laying a firm foundation the author develops the basic explanations of the 
mathematical tools that he desires to use, the approaches to decision-making 
using these mathematical tools, and then explains how an understanding of the 
decision process can influence the accounting techniques. The book is of rele- 
vance to the theoretical economist interested in the theory of the firm, the 
managerial economist developing practical approaches to decision-making, as 
well as the teacher of accounting who wants to study a unique approach to 
the problems of accounting for control. 

Chapter 1 describes the motivation of the book and introduces the mathe- 
matics that are used. The mathematical prerequisites are described by the au- 
thor to be elementary linear algebra and linear programming. This reviewer 
warns the reader that “elementary” is used in the same sense that a mathema- 
tician would use the term. Most readers will find the book to be a challenge. 

In Chapter 2 the simple linear breakeven model is explained and then ex- 
tended to a “piecewise linear" breakeven. Nonlinear functions are thus avoid- 
ed, but at somewhat of a cost (the cost is noted by the author). The ideas and 
uses of a generalized inverse (every matrix has a generalized inverse) are used 
to obtain a solution to “goal programming" problems, a type of linear pro- 
gramming. 

Chapter 3 considers complications in the setting of goals (for example, the 
setting of multiple goals and incompatible goals are reviewed). In Chapter 4 
the quantitative feedback (gathering of information) is utilized as a tool for 
facilitating the goal attainment of the organization. A method of charting the 
goals of an organization and the feedback generated by the accounting process- 
es is developed. Managerial uses of this “goal indicator chart" are discussed. 

In Chapter 5 the double-entry bookkeeping system is restructured by estab- 
lishing a measurement vector for each asset and equity account. Each compo- 
nent of the vector represents a different characteristic of the account. 'The bal- 
ance sheet that results not only shows the relevant dollar measures but also 
various physical units. Chapter 6 is an application of the previous chapters. 
The basis of the applications is a series of plays of a business game (The Car- 
negie Tech Management Game). One objective is to illustrate the fact that 
information useful to management can be supplied by the accounting system 
that employs the mathematical models developed earlier in the book. 
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In closing the author states: 


The advent of the electronic computer, a mathematics tool, and the de- 
velopment of new mathematics along with numerous management appli- 
cations in operations research and elsewhere open further prospects for 
future developments. It 1s our belief that serious research will show that 
A Cnn is neither in conflict with these developments nor isolated from 

em. 


Management Goals and Accounting for Control is an original contribution 
to the literature of economics and accounting. The process of evaluating and 
digesting this book will continue for many years. Some books can be readily 
placed on a value scale, but this reviewer shrinks from passing final judgment 
at this time on this volume. However, there are several definite statements 
that can be made. This is an intelligent and sophisticated effort to relate 
mathematics, economics, and accounting and is worthy of the study of schol- 
ars. Anyone working in the broad area of the theory of the firm should read it. 

HAROLD BIERMAN, JR. 

Cornell University 


Industrial Organization; Government and Business; 
Industry Studies 


Economics of Research and Development. Edited by R. A. Tyzout, Colum- 
bus: Ohio State University Press, 1965. Pp. xx, 458. $7.50. 


This latest piece of evidence of burgeoning “research on research” is a collec- 
tion of essays first presented at a conference in October, 1962. Reflecting the 
diversity of investigations going on in this area, the papers were variously 
written by economists, psychologists, sociologists, political scientists, in- 
dustrial engineers, historians, and even an anthropologist. As usual in collec- 
tions of this sort, the papers are uneven in quality, and regrettably the over- 
all average leaves much to be desired. 

Perhaps the best way to convey the flavor and text of this book is to run 
down the list of titles of its (seven) Parts, briefly indicating the nature of the 
contents of each. Part I, the History of Science, contains two papers, one on 
the role of the state in support of basic science since the seventeenth century, 
the other an historical review of the increasing specialization of scientific re- 
search and the organizational problems of coping with this development. Part 
II, Industrial Research and Development, contains three papers dealing main- 
ly with the economic determinants of the level, and difference in level, of in- 
dustrial R and D. A fourth paper, by the anthropologist, is a study of the im- 
pact of developments in routine engineering knowledge on productivity 
change; as a by-product, the paper also reports interesting information on the 
process of diffusion of new knowledge. 

Part IIT, Internal Organization, has three papers dealing with the organiza- 
tion of research groups. One is an appraisal of the relevance of personality 
types for the problem of assigning research activities to scientists. The second 
is an examination of the influence of cooperation on research and quasi-re- 
search activities. In the nature of things, it should be of interest chiefly to ad- 
ministrators of research in industry. The third of the papers in Part III is a 
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study of the process of idea flow and project selection in industrial laborato- 
ries. i 

Three papers also comprise Part IV, on Public Policy and R and D. One is 
an effort to develop a tool for classifying the social costs and benefits of R and D 
—in a manner reminiscent of Sir John Clapham's “empty boxes." Then follow 
two papers dealing with the role of government in the allocation of R and D 
resources. 

Part V, Military Research and Development, contains two economic discus- ' 
sions of R and D problems in the military sector. One is concerned with the 
proper conduct of R and D projects characterized by great uncertainty with 
respect to performance, reliability, and cost; as such, its applicability ranges 
well beyond the military end of R and D. The other is a description of the in- 
terrelations between the federal government and contractor firms in the acqui- 
sition of new weapons systems. 

Part VI, International Collaboration, deals with two experiments in interna- 
tional collaboration in R and D, two papers discussing Euratom and a third 
the Mutual Weapons Development Program of NATO. Although hard pressed 
by some others, this group of papers is probably the least edifying in the en- 
tire book. Finally, in Part VII, we come to problems of R and D as they relate 
to the developing economies. One of the more interesting papers of the book is 
the first of this group, which is concerned with the implications for technology 
of the resource positions in which today's underdeveloped economies find 
themselves vis à vis the developed ones. In it, the editor of the book sets forth 
the thesis that "economic development in the new nations might well result in 
the long term coexistence of cottage industry and automated process manufac- 
turing, omitting in the middle Western-style skilled labor manufacturing.” 
The other paper is a plea for considerably increased research on social sys- 
tems. This includes research on peace; on cultural, spiritual, and religious val- 
ues, and the nature of man; on political power and processes (to relieve sus- 
pense, the author of this piece is Kenneth Boulding); and not necessarily 
least, on the population problem and technology suitable for the resources of 
underdeveloped areas. 

Readers of this Review will probably find their professional interest stirred 
most by the papers in Part II and the first paper of Part VII. Since the con- 
tents of Part II fall somewhat within the special competence of this reviewer, 
let me close this review with a few of the remarks typical of book reviews. The 
paper by Jesse Markham is another in a series of efforts to link up the con- 
duct of industrial R and D with industry concentration (oligopoly). How long 
efforts to maintain this Schumpeterian thesis will continue, it is hard to say. 
But there is mounting statistical evidence against the thesis, and none at all of 
which I am aware in its favor. In fact, the next paper, by Vale Brozen, reports 
on a very weak correlation between industry R and D performance and the de- 
gree of industry concentration. Although Brozen's data were rather old, his 
results have since been repeatedly confirmed by recent data.* About the only 


! See D. Hamberg, “Size of Firm, Oligopoly, and Research: The Evidence," Can. Jour. 
Econ., Feb. 1964; and F. M. Scherer, “Firm Size, Market Structure, Opportunity, and the 
Output. of Patented Inventions," this Review, Dec. 1965; and the references in these articles 
to earlier corroberative studies. 
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defense left the supporters of Schumpeter in this matter would appear to be 

the one allegedly erected by Gustav Cassel in the course of an American lec- 

ture tour. "What," he was asked, “if the facts don't support your theory?” 

“Well, then," Cassel exclaimed, “the facts must be wrong." D. HAMBERG 
University of Buffalo 


The New Deal and the Problem of Monopoly—A Study in Economic Am- 
bivalence. By ELLs W. Haw ey. Princeton: Princeton University Press, 
1966. Pp. xv, 525. $10.00. 


Professor Hawley has provided a definitive history of national industrial 
policy in the United States between 1933 and 1939. His footnotes indicate the 
intensity and wide range of his study. His immediate interpretations are well 
founded, enlightening, and without bias. His book will become an invaluable 
secondary source. 

He sees the widespread disillusionment with the industrial system in 1933 
as generating demands for political action along three different lines (which 
still persist). One group would have relied on antitrust policy to restore com- 
petition (and flexibility of prices), thus achieving a reorganization of the in- 
dustrial system while at the same time implementing democratic values. An- 
other group favored over-all economic planning, while a third urged govern- 
ment sponsorship of cartels and business planning. 

The National Industrial Recovery Act began by giving some comfort to 
each of these groups. But in administration it developed almost a sustained 
stalemate, and by the time it was struck down by the Supreme Court it had 
few friends. In fact its main achievement was to fortify private monopolistic 
arrangements for a time. In its wake came a policy of government sponsor- 
ships of cartels, restricted, however, to a few industries (petroleum, coal, and 
transportation) and to the distribution trades. Each of these was in a position 
to conceal its drive for profitable restrictions by reference to the conservation 
of natural resources, national defense, protection of the small man, and the 
like. But over-all government planning was no longer politically feasible. Fol- 
lowing the depression of 1947 antitrust policy was reinvigorated under Thur- 
man Arnold, but its implementation was cumbrous, and it was not unifomrly 
applicable. Consequently it failed as an anticyclical weapon or as a means to 
economic expansion and faded away in the nationalistic glare of approaching 
war. In the end the policy of the Roosevelt administration was one of coun- 
terorganization, or creating monopoly power in areas previously unorganized 
(labor, agriculture). 

The change from time to time in the relative weight of each of the three 
views on government policy always left some room for each of them. Policy 
throughout the period was, therefore, a bundle of inconsistencies. These 
changes were due in part to changes in economic conditions. Depression re- 
vived the argument about rigid prices and gave renewed vigor to pressure for 
more active antitrust policy. But it also enlivened arguments for planning. 
Such planning as occurred was partial and, as indicated above, under shelter 
of special circumstances. 

The persistent pursuit of policies made up mutually conflicting elements 
calls for explanation. Hawley blames a popular demand, on the one hand, to 
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be allowed to continue to enjoy the material goods and services provided by 
an industrial order with a high degree of collective organization and, on the 
other hand for the maintenance of a system as free as possible from central- 
ized control and adjusting itself automatically to market forces while at the 
same time preserving human dignity. But the survival of this ambivalence it- 
self requires explanation. 

The period of Hawley’s study is too short to help greatly in explaining this 
survival. He doubts, however, that the experience of the thirties will reduce 
confusion in future policy even though economic conditions have changed. 
Monopoly and rigid prices are no longer regarded as major causes of depres- 
sions. Inflation, labor power, and the wage-price spiral are of more concern, 
but point toward monetary and fiscal policy. Nevertheless the economic power 
of monopoly is still feared and its contribution to the waste of resources and 
inequality of incomes criticized. Even so, current policy, like that of the New 
Deal years, is still a maze of conflicting cross currents. In this respect there 
is, seemingly, no trend. Future policy is expected to “remain confused and 
contradictory .. . programs designed to combat monopoly will still be inter- 
mingled with those designed to promote it.” This conclusion looks less bold, 
however, in view of the exclusion of "revolution, or drastic changes in tech- 
niques, attitudes, values and institutions." In fact it almost comes to saying 
that in the absence of the major influences making for change there will be no 
change. 

The pessimistic conclusion that confusion and ambivalence are likely to 
continue presumably rests partly on Hawley's view that the experience of the 
thirties, if relevant, suggests “the limits of logical analysis and the pitfalls in- 
herent in broad theoretical approaches" as well as the necessity for making 
due allowance for the intellectual heritage, current trends of opinion, and the 
realities of pressure group politics. It is unfortunately true that economic anal- 
ysis has largely failed to specify the causes of industrial concentration or to 
measure its consequences in terms of either the efficiency of the use of 
resources or the distribution of incomes. Elaboration of the monopoly concept 
into a family of imperfections or kinds of monopolistic competition has not 
helped. If economists had been more successful, perhaps some of the argu- 
ments of the three pressure groups upon which Hawley’s analysis is based 
might have been undermined. But, as he indicates, the intellectual heritage, 
current trends of opinion, and like factors also contribute to the formation of 
public policy. Although economic analysis might reduce their influence, it can- 
not eliminate it. But in this respect does social policy regarding the industrial 
system differ greatly from social policy in many other socioeconomic fields? 
Problems become a matter of political concern precisely when the need for 
compromise among objectives becomes a pressing need. 

Everyone interested in industrial organization and control needs Hawley's 
work and will enjoy his lucid presentation of a complex problem. 

ARTHUR ROBERT BURNS 

Columbia University 
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Inter-Economy Comparisons: A Case Study—A Comparative Study of In- 
dustrial Development, Currency Devaluation, and Inflation. By LEONARD 
A. Dovrg. Berkeley and Los Angeles: University of California Press, 
1965. Pp. xiii, 232. $6.00 


Even the full title of this volume does not suggest its contents, It js not con- 
cerned with intercountry comparisons of national product, industrial struc- 
ture, prices, or exchange rates. Rather, the study aims at comparing the capi- 
tal and operating costs of two cement plants, one the cement plant of the In- 
donesian Government at Gresik in East Java and the other the Cushenberry 
plant of the Permanente Cement Corporation in Southern California. Yet the 
title is not altogether misleading since the comparisons do involve some con- 
sideration of the effects of inflation and exchange rate variation; presumably 
the attempt to determine the contribution of the Gresik plant to the economy 
of Indonesia justifies the reference to “industrial development." 

There has been much speculation and little systematic enquiry regarding 
the ability of the less developed countries to absorb modern technology. This 
study focuses on two large plants of similar design and vintage (both came 
into operation in 1957) in order to explore some of the issues, especially those 
involved in making cost comparisons. But while developments in Indonesia 
towards the end of the 1950's were such as to enliven the investigation, Pro- 
fessor Doyle's painstaking cost-accounting approach has to hurdle three 
difficult obstacles, viz. rapid price inflation, government ownership, and a 
complex and unstable exchange rate situation. A plant in some more placid 
setting would have reduced the number of variables and greatly simplified the 
task of arriving at meaningful conclusions. 

The greater part of the book (five chapters out of eight) consists of a dis- 
cussion of the principles underlying the author's detailed computations of in- 
vestment and operating costs, with special attention devoted to such subjects 
as the measurement of depreciation and of interest charges in a socialist econ- 
omy suffering from rapid inflation. Ordinary business accounting concepts are 
adapted to the special circumstances surrounding the comparisons, and much 
space is devoted to justifying these departures from conventional practice. 

Despite Doyle's careful examination and application of accounting precepts, 
the reader who is interested in what he can learn from the figures will often be 
at a loss, the more so as the author fails to summarize and interpret his 
findings. While the costs of the Gresik plant incurred in rupiahs are perfectly 
definite in that currency, the rupiah value of imports depends of course on the 
exchange rate used. Not only did the rate change; at no time did the official 
rate, which Doyle generally uses, come very close to measuring the real pur- 
chasing power of the rupiah vis-à-vis the dollar. In these circumstances not 
only the U.S.-Indonesian comparisons of capital and operating costs are indefi- 
nite, but even comparisons of relative costs are affected by the rate because of 
imports. 'This reviewer found it difficult to know what to make of many of the 
calculations. Or, for that matter, of such statements as: "Whatever one’s 
views of the theoretical procedure necessary to compare investment in a coun- 
try with an overvalued currency, the practical solution must be to accept the 
official rate for statistical purposes." 
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To the extent that the author provides comparable information in physical 
units, the results are of greater interest. We learn, for instance, that the Gre- 
sik plant employed almost 5 times as many workers (and paid them only 6 
per cent as much, at the official rate); yet Cushenberry's output was over one- 
and-a-half times as high. Moreover, investment in the Gresik plant, no matter 
how measured, substantially exceeded the cost of the Cushenberry installation. 
The reasons behind these differences are interesting. The Indonesian firm had 
to provide housing, a school, a fleet of buses, recreational facilities, etc. for its 
workers; and electric power, docking, oil storage and rail facilities, and even a 
paper bag factory for its operations. The warehouse had to be larger than in 
the United States so that an adequate supply of spare parts could always be 
kept on hand, and the machine shop also had to be more elaborate to make or 
repair equipment which in the United States could be made or serviced by 
outside firms, Clearly, a very much greater input of capital and labor is re- 
quired to produce cement in a country still lacking the social and other over- 
head capital which in industrialized countries is taken for granted and shared 
broadly. The larger Gresik labor force was in part also attributable to special 
factors: the Gresik plant is a state enterprise, unemployment is widespread, 
the wage level is low in relation to the value of the product, the wage spread is 
narrow for workers at different levels, etc. 

Doyle tries to assess the importance of the Gresik plant to the Indonesian 
economy, and concludes that for all practical purposes the net benefit is the 
saving in foreign exchange on cement imports (“the real costs represented by 
managerial and operating personnel and by domestic materials and supplies 
can be regarded as zero"). In 1959 the foreign exchange saving amounted to 
around $4 million. In the same year the marginal contribution to Indonesia's 
foreign exchange position of a ton of cement was at least $16, after allowing 
for all dollar costs, including depreciation on a replacement basis of the dollar 
portion of the investment. In the circumstances, as he points out, a policy of 
keeping the plant short of the foreign exchange needed. for expansion and 
efficient operation would be shortsighted. 

Doyle has some provocative points to make, of which the following is an 
example: 


In selecting industrial projects in a developing economy it may be desir- 
able to favor those for which the ratio of local currency to foreign ex- 
change is relatively low. In spite of the rather general belief that newly 
independent nations require enormous sums of foreign exchange for capi- 
tal investment, the fact is that the chief limitation on industrial capital 
formation is often local currency rather than foreign exchange. This is 
particularly true of countries, such as Indonesia, that elect state enter- 
prises rather than private foreign investment (p. 31). 


Neither this argument nor a number of the others are developed as fully as 
they might be, however, and supporting references to the literature are almost 
entirely lacking. 

In a book that attempts to cover engineering, accounting, and economic 
considerations, careful organization is especially important. Many readers will 
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justifiably feel that the author could well have given more thought to the ar- 
rangement of his material. 
WILLIAM I. ABRAHAM 
New York University 


The Economics of Regulation-—T heory and Practice in the Transportation and 
Public Utility Industries. By CHARLES F. Parties, Jr. Homewood, UL: 
Richard D. Irwin, 1965. Pp. xvi, 783. $10.00, college price. 


One advantage of a dilatory review of a book which has already become & 
standard text is that it may serve to convert the heathen. To this end, let us 
first appreciate a passage which is typical of most of the book: 

In general, commissions have acted only in response to complaints or 
when a company has filed for a rate increase. Few investigations have 
been started on their own initiative. . . . Most of the commissions have 
been compelled to devote their time to the determination of the rate level, 
leaving little time to spend in investigating the rate structure. But even 
when the rate level has changed, the commissions have tended to approve 
across-the-board increases, thereby permitting all rates in the structure 
to move together and preserving the existing pattern of differentials. 
... (p. 389). 

This passage is not quoted because it is especially wise or especially felici- 
tous, but because it is representative. It projects truth and common sense. 
Anyone familiar with the field of public utility regulation would agree with 
most of it. Most would agree with all of it, But, aside from Emery Troxel, not 
many economists have thought to spell out the point so carefully. 

In addition, Charles Phillips is conspicuous for his homework even in a field 
which abounds in homework. The sources are here in abundance: old and 
new, theoretical and institutional. After endless exposure to Interstate Com- 
merce Comm. v. Alabama Midland Ry. Co., 168 U.S. 144 (1897), I was still 
pleased to meet someone who had obviously gone all the way back to the deci- 
sion, and who could summarize the special frame of reference so crisply: 

. . when evidence was presented to the Court, it was shown that the 
river—the water competition shown in the evidence before the ICC—was 
dry half of the year, that it was but three feet deep, and that the pres- 
ence of overhanging trees made the use of boats impossible (p. 111). 


But, like all homework, this takes time. And the opportunity cost can be 
considerable. For example, if there is one question upon which economists 
have been agreed almost since the profession began, it is the economics of the 
back haul. If there is also one issue on which the Interstate Commerce Com- 
mission has covered itself with shame, it is this same issue of the back haul. 
Phillips quotes one of the least worthy of the Interstate Commerce Commis- 
sion's exercises, as reported at 4 MCC 189 (1938): 


. . . the traffic of one truck operator may preponderate in one direction, 
whereas that of a competing operator may preponderate in the other. As 
between operators, therefore, the application of the “out-of-pocket” cost 
method of making rates might well result in a break-down of the rate 
structure in both directions. 
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This is a perfect example of the kind of economic hobgoblin with which the 
Interstate Commerce Commission cannot contend, for the excellent reason that 
it exists only at Twelfth Street and Constitution Avenue. But Phillips refuses 
to exorcise it. Instead he comments: 


Compared with the railroads, therefore, where an unbalanced move- 
ment of traffic in one direction is frequently encountered by all carriers, 
a particular motor carrier may have a back-haul problem in one direc- 
tion, while another carrier faces a similar situation in the opposite direc- 
tion. To allow both motor carriers to reduce their back-haul rates to 
out-of-pocket costs would not be justified... (p. 381). 


Generalizing from the Interstate Commerce Commission and from Phillips, 
one would have to conclude that load factor has nothing to do with costs, that 
unemployment of factors should be protected against employment, and that a 
principal object of regulation is to produce waste in the place of efficiency. 
This perversity appears only rarely in Phillips—much less rarely than in In- 
terstate Commerce Commission decisions—but in an economic text it should 
not appear at all. 

Which brings us to the central question: what books have a comparative 
advantage in which markets? 

1. Phillips should be in every reputable library. The style is intelligible to 
all and condescends to none. The factual statements are remarkably accurate. 
The research and scholarship embodied in the book are formidable. 

2. When considering Phillips as a text, the first question must be: why isa 
government regulation course in the curriculum? If this can be answered, the 
second question might be: can any one book be both theoretical enough, and 
factual enough, to carry the entire load in such a course? If the response to 
this is negative, as I suspect it must be, the question is: does Phillips earn 
high marks on the factual material? The answer to this is a most emphatic 
“yes,” 

3. Finally, then who does carry the load of theory? Perhaps some econo- 
mists would modestly nominate themselves, in their classrooms, for this honor. 
But if they seriously believe that they can convey economic theory by their 
own unaided lectures, they probably have not been reading their examinations 
very carefully. And, for all its virtues as a compendium and as a careful, schol- 
arly, and dispassionate summary of how things really are, the Phillips book 
will require them to lengthen their reach to pull its Institutional material clos- 
er to standard analysis. 

The trouble with microeconomics is that it is so cluttered with facts. This is 
the nature of the beast. No amount of free-lance theorizing can alter it. The 
Economics of Regulation should be praised for adding to the pre-existing 
stockpile of facts. But it cannot be praised for pursuing a sometimes uneasy 
course between economics and other disciplines. 

The Phillips book already occupies a secure niche in economics, as indeed it 
should. But its educational value would be greater, and its niche more secure, 
with more rigorous economic and financial analysis. 

James R. NELSON 

Amherst College 
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Labor Economics 


Hoffa and the Teamsters—A Study of Union Power. By RALPH JAMES AND 
ESTELLE JAMES. Princeton: D. Van Nostrand Co., 1965. Pp. xviii, 430. $6.95. 
The ease with which David Beck, former president of the Teamsters’ 

Union, was toppled from power under the onslaught of the McClellan Com- 

mittee led many a superficial observer of the labor movement to assume that 

James Hoffa would follow the path of his predecessor when McClellan’s 

sleuths turned their attention to him. Yet, paradoxically, Hoffa’s power within 

his organization seemed to thrive and increase under the repeated onslaughts 
of the Committee and the former Attorney General of the United States, Rob- 
ert Kennedy. The expulsion of the teamsters from the house of labor, seemed 
to have little impact on the teamsters’ fortunes under Hoffa’s leadership. 

They continued to gain both in membership and economic improvements for 

their constituents. 

This seeming paradox is studied in depth by Ralph and Estelle James. They 
have given us a penetrating story of a man, an institution, and its impact on 
the larger society within which both leader and organization function. The 
writers were granted a unique opportunity by Hoffa himself to spend some 90 
days as part of his entourage observing him in action at close quarters. Ralph 
James was introduced as an egghead member of the staff at all private confer- 
ences. The resulting account of their observation is a tribute to their scholar- 
ship and integrity, and incidentally a treatise on how to do scholarly research 
without being seduced by a sponsor, This is no small achievement for the so- 
cial scientist who is confronted by the problem of keeping his channels of in- 
quiry open despite the knowledge by the sponsor that the findings reported 
may be something less adulatory than the typical institutional Festschrift. 

The Jameses have avoided two traps—the temptation to yield to the sensa- 
tional journalese of the inside dopester on the one hand, and on the other to 
reduce the colorful actors in a richly human drama to the role of abstract 
beings in the grip of abstract forces. 

What emerges is the following: (1) a psychological study in depth of the 
complex personality of James Hoffa; (2) a dynamic study of the nature of ne- 
gotiation and administration of collective agreements by an intuitive expert; 
(3) a first-rate economic analysis of the impact of the Teamsters’ Union upon 
the fortunes of its constituents and the economy at large. 

A much more complex personality emerges from the pages of the James’s 
book than the simple-minded thug portrayed in the newspapers at the time of 
the McClellan hearings. Hoffa emerges, ruthless to be sure, but nevertheless 
sincerely concerned about the welfare of his men. Endowed with a brilliant 
mind, but one not given to abstraction, he is a master craftsman, drawing 
upon the contents of a file-cabinet brain in which are compartmentalized the 
immeasurably complex details of all teamster agreements. 

What makes Jimmy tick? The Jameses express their complex frustration in 
attempting to understand him. He is a man who brooks no opposition in car- 
rying out policy, yet maintains on his payroll outspoken oppositionists to his 
policies. He is a complete puritan in his personal habits, eschewing smoking, 


972 THE AMERICAN ECONOMIC REVIEW 


drinking, and sexual escapades, yet tolerating around himself men whose in- 
competence is exceeded only by their bawdy lechery. 

Completely contemptuous of labor history, he is the labor counterpart of 
the Senior Henry Ford to whom history was bunk. Yet he is utterly captivated 
by Farrel Dobbs, the intellectual Trotskyite, whom he acknowledges as his 
mentor in changing him from a young punk to a superstrategist with a new 
concept of the strength of the teamsters’ organization. 

Hoffa has built upon the strategic organizational concepts laid down by 
Farrel Dobbs. It was Dobbs, with the aid of the Dunne brothers, who under- 
stood the strategic importance of the over-the-road truck driver in making 
the Teamsters the keystone of the Twin Cities’ labor movement, to whom all 
other unions looked for aid. 

The Jameses give a detailed picture of the way Hoffa has used this strategic 
concept to convert a collection of independent local baronies held tenuously 
together by per capita payments to old Dan Tobin, former national president, 
into a nationally integrated organization with national agreements. They credit 
Hoffa with mastery of the intricately detailed economies of the trucking indus- 
try. The Jameses indicate that, through collective bargaining, Hoffa has been 
able to do more for his members than other leaders of more respectable stamp, 
but possessing less strategic power. 

The authors indicate that Hoffa’s manipulation of the pension funds may 
entail a future cost when many members will blame future administrators for 
not paying the pension which the members think they have gained. On the 
other hand, they reject the moral evaluation of Hoffa by Senator McClellan as 
the labor movement’s worst enemy. 

Hoffa does emerge as a power-loving despot, but then what leader of an or- 
ganization doesn’t love power for power’s sake? The Jameses are inclined to 
believe that Hoffa’s reputation stems more from the early days of Detroit’s 
violence in which he gave as good as he got. 

What makes the James’s study so refreshing is the manner in which their 
problem dominated their techniques. This study is an academic revival of the 
John R. Commons’ institutional tradition in which scholars were dominated 
by the interest evoked by their problem rather than the status stemming from 
a pyrotechnical display of powerful tools subjected to trivial problems. 

Their work is an indispensable tool for the student of labor or transporta- 
tion. 

WILLIAM GOMBERG 

University of Pennsylvania 


Labor Migration and Economic Growth—A Case Study of Puerto Rico. By 
STANLEY L. FarEDLANDER. Cambridge, Mass.: The M.LT. Press, 1965. 
Pp. ix, 181. $6.00. 

This book is based on the author's doctoral dissertation. Its subject is the 
extent to which migration from Puerto Rico to the United States has aided the 
economic development of the island's economy, and its goal is to demonstrate 
that large-scale emigration from Puerto Rico to the United States was crucial 
in raising per capita incomes in Puerto Rico and in supporting the rapid rate 
of economic growth the island has experienced since 1945. Chapter 1 is intro- 
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ductory, and in Chapter 2 the author presents a theoretical analysis of the 
effects of emigration on economic development. The remaining five chapters 
deal specifically with the Puerto Rican experience; the last chapter summa- 
rizes the study and suggests applications of the Puerto Rican experience to the 
problems of other underdeveloped areas. 

Chapter 2 occupies 32 pages, and I feel it should have been shortened by 
about 90 per cent. The author admittedly derives much of the analysis from 
an article by R. R. Nelson in this Review (December, 1956). The essential 
points are that in overpopulated areas population growth responds very rapid- 
ly to economic development because both fertility and (especially) mortality 
respond (positively and negatively, respectively) to rising income levels. 'Thus 
since increases in national income are not matched by increases in per capita 
income, but possibly by decreases, either substantial investment of foreign 
capital and/or large-scale emigration are necessary to promote increases in 
per capita income and, consequently, saving, which eventually steer the de- 
veloping economy toward self-sustained economic growth. 

Not only has the logical framework of Chapter 2 been worked out else- 
where, but the terminology and symbolism used by the author seem to con- 
fuse, rather than to clarify, the theory. For instance, in equations (2.1) 
through (2.3) on page 13, the author states: 


(2.1) YzjfKR) 
and 
(2.2) S= AK (by definition), 


where K is the capital stock, S is saving, and Y is national income. 
He then substitutes (2.2) into (2.1), obtaining 


(2.3) Y = f(S). 


But if (2.3) is true, it does not seem to follow from (2.1) and (2.2). Subs- 
quently it is stated that "the rate of growth of output is a function of the 
change in capital formation . . ." and 


(2.5) d(Y/Y) = h(d(S/P)) sic! 


where S/P is per capita saving. Much of the remainder of Chapter 2 is 
equally confusing. 

In Chapter 3, the author discusses emigration and population growth in 
Puerto Rico; there is a summary of economic and demographic conditions as 
of 1940, and aspects of demographic changes and migration since then. Be- 
tween 1945 and 1962, nearly 600,000 Puerto Ricans emigrated to the United 
States; this constituted 85 per cent of the total emigration during the twen- 
tieth century. That this was a substantial number of people can be seen by 
comparing the figure with the 1960 population of Puerto Rico— 2,349,544. 
The author emphasizes that the figures probably understate the importance of 
migration to the population growth of the island, since emigrants tended to be 
in the most fertile age groups and would have produced many children who, as 
it turned out, were born on the mainland. (Emigrants in the 14-34 age groups 
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numbered 346,107, compared with a population of 681,434 in the age group 
on the island in 1960.) 

Subsequently (p. 57) the author discusses his calculation of the amount of 
Puerto Rican emigration from 1940 through 1960. The estimate—577,994— 
is based on a comparison of the “expected” population (derived from base- 
year population, birth, and death rates) with the “actual” population over the 
period observed. He compares his estimate with “migration statistics” and 
notes almost perfect correspondence; but the author does not state the source 
of the ‘migration statistics," and one suspects they were based on the same 
sort of estimates as the author's, especially since data from other sources 
(probably annual estimates of net departures) presented in Appendix A sug- 
gest that migration over the same period amounted to 600,500. While the dis- 
crepancy is not large, the author's vagueness in describing the accuracy and 
sources of his data is annoying and unnecessary. 

In Chapters 4 and 5 the author discusses the causes and effects of the skill 
mix of the migration stream. The principal hypothesis tested is “that the occu- 
pational earnings differentials would stimulate the movement of a larger pro- 
portion of unskilled to skilled laborers than the existing ratio in the economy 
after a minimum income per capita is attained" (p. 75). 

The author notes that the labor force in Puerto Rico grew slowly, or 
shrank, during the period of high postwar emigration (depending upon which 
dates are compared). This would seem to be caused mainly by the typically 
high labor force participation rate in the age groups constituting the bulk of 
the migration stream. The author sets himself the task of showing that de- 
spite the high labor force participation of the emigrants, migration caused 
Puerto Rican per capita income to increase because the quality of the labor 
force was improved. The author relies on two sources of data to estimate the 
impact of the migration on the skill mix of the Puerto Rican labor force. One 
is a comparison of the 1950 and 1960 occupational distribution of Puerto Ri- 
cans in the United States with the occupational distribution in Puerto Rico. 
He correctly recognizes that the occupation titles of jobs held by Puerto Ri- 
cans in the United States may well be different than those that would have 
been held by the migrants if they resided in Puerto Rico; he further suggests 
that the occupational mix of the migrants in the United States is more highly 
skilled than it would have been in Puerto Rico. I am inclined to agree. The 
comparisons imply that the migrant group in the United States contains a 
much higher proportion of operatives and service workers, other than domes- 
tic, and the same or lower proportions of other occupations (including profes- 
sional and technical; farmers and farm managers; owners, managers, and 
officials; clerical and sales; craftsmen and foremen; domestic service; and la- 
borers) than does the labor force of Puerto Rico. Thus, if the migrants were 
removed to Puerto Rico and placed in their United States occupational cat- 
egories, the proportions of these other occupations. in Puerto Rico would be 
unchanged or reduced. Whether this suggests, as the author asserts, that the 
migration improved the skill mix of the Puerto Rican labor force, seems un- 
clear to me. On the basis of the 1950 and 1960 censuses, it seems more likely 
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that migration increased the proportions of workers at both extremes of the 
occupational distribution in Puerto Rico. 

Data from airport.surveys conducted since 1957, however, suggest that per- 
haps half of the experienced workers in the migration stream were from agri- 
culture. The author uses these data to support his hypothesis that migrants 
substantially upgraded their occupational status upon emigrating to the 
United States, and that the average occupational and skill level of Puerto Ri- 
cans emigrated has been lower than the average of those who remained. How- 
ever, this leaves the author in the difficult position of having to reconcile his 
conclusions about the skill mix with data showing that in both 1950 and 1960, 
in practically all age groups, the educational level of migrants was higher 
than the average educational level of the population of Puerto Rico. He ra- 
tionalizes the apparent contradiction by asserting that “the educational level 
of the migrants is not significantly higher than the remaining population in 
terms of qualifying for more advanced occupations," and that “the migrants 
may have a higher education than the people in Puerto Rico but a lower edu- 
cation than the people in the United States" (pp. 102-3). I find both of these 
arguments unconvincing. 1t is the effect of emigration on the average quality 
of the Puerto Rican labor force that is the issue; it appears that no matter 
which way one views the educational data, the emigrant Puerto Ricans had no 
less formal education than those who did not emigrate. 

Perhaps one source of the apparent contradiction between the occupational 
mix and educational mix of the migrants is found in data reported in Chapter 
5. Information in the airports! surveys of Puerto Rican emigrants suggest that, 
in all years from 1957 through 1961, slightly over one-half of the passengers 
interviewed were not in the labor force. (This group included students.) It is 
possible that one of the causes of migration was the difficulty of relatively able 
and well-trained persons in Puerto Rico to obtain employment in relatively 
skilled jobs at home. Thus, persons who were not in the labor force in Puerto 
Rico, or who were forced by lack of job opportunities to take low-paying, un- 
skilled jobs, found opportunities for the employment of their talents more fa- 
vorable in the United States. A possible source of such interregional 
differences in the ease of entry into the types of jobs the migrants have found 
on the mainland may be the relatively very high minimum wage wages rates 
imposed in Puerto Rico. Minimum wages in Puerto Rico and some of their 
effects on the growth of employment opportunities have been discussed by 
Lloyd Reynolds in the March, 1965 issue of this Review. 

In Chapter 5, the author discusses the causes of the skill mix of the migra- 
tion stream and cites evidence that the principal cause was *'[differences] in 
the sizes of the absolute [earnings] differentials (in percentage terms) among 
occupations" (p. 119). Unfortunately, the author is not able to compare di- 
rectly the alternative wages of migrants in Puerto Rico and in the United 
States, as data are available only on earnings in occupational categories; they 
are not classified by the national origin of the workers employed in them. 
Thus, comparisons are not made between identical occupations in Puerto Rico 
and the United States, but between occupations which the author feels Puerto 
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Rican migrants have been most likely to leave in Puerto Rico and to enter in 
the United States. 

Earnings of farm workers in Puerto Rico are compared with earnings of 
custodians in New York,.and so on. In 1952, the earliest year in which com- 
parisons between weekly earnings are made, the differences ranged from a low 
of $30.45 between office workers in the United States and clerical and sales 
workers in Puerto Rico and a high of $51.10 between craftsmen in the two 
areas. In 1962, the same occupations also displayed the lowest and highest 
differences—$45.82 and $76.60, respectively. The author theorizes that 
the reason farm workers constitute the largest single occupational group in the 
migration stream despite the fact that their earnings gain (the difference be- 
tween median weekly earnings of custodial workers in the United States and 
farm workers in Puerto Rico was $72.60 in 1962) would appear to be some- 
what less than that of craftsmen, is that their relative gain (the proportionate 
increase over their Puerto Rican alternatives) is greatest. I find this rationali- 
zation unpersuasive, both because the differences in earnings gains do not 
seem large enough to explain the occupational mix of the migration and also 
because equally plausible alternative hypotheses are either rejected almost out 
of hand or not even considered. 

The author finds that “The migrants did not respond to the general rate of 
unemployment for all Puerto Ricans in the United States, nor did they re- 
spond to unemployment rates by occupations as they did to earnings 
differentials by occupation.” His evidence is based mainly on a comparison of 
the differences in aggregate and occupational unemployment rates between 
Puerto Rico and the United States for 1960 and 1950. It is true that for most 
occupations, but not in the aggregate, the unemployment rate, as reported in 
the United States Decennial Census of Population, was higher in the United 
States than in Puerto Rico. This was true even for operatives, who constitute 
about half the Puerto Rican labor force in the United States. Unfortunately, it 
is dangerous to infer much from a comparison of decennial census unemploy- 
ment rates, as it is widely recognized that the number of marginal workers 
was typically underreported; the underreporting seems to have been very great 
in Puerto Rico, where the census unemployment figure for 1950 was just over 
5 per cent while the Puerto Rico Bureau of Labor Statistics reported a rate of 
14.2 per cent for men and 11.8 per cent for women. The Puerto Rican official 
statistics are thought to be more reliable than those collected by the Census 
Bureau. (See, for instance, A. J. Jaffe, People, Jobs, and Economic Develop- 
ment, Glencoe, Ill., 1959, pp. 275-76.) I have not examined the 1960 data for 
accuracy, but I suspect that, while reporting in the decennial census has im- 
proved, important errors still remain. 

An alternative hypothesis not considered by the author is noted above; high 
minimum wage rates may have restricted the entrance of relatively well- 
trained but inexperienced workers from entering the more skilled occupations. 
(On this point, see also M. W. Reder, “Wage Structure and Structural Unem- 
ployment,” Rev. Econ. Studies, 1964, 31 (4), p. 316n.). It is also likely that 
the occupational mix of the migration is partly a function of the age of the mi- 
grants. Persons most likely to move cet par.) tend to move while they are 
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young. Thus, the more highly skilled members of the Puerto Rican labor force 
may well be those who, for personal reasons, have elected not to emigrate. 
(See, for instance, Gary S. Becker, Human Capital, New York, 1964, pp. 
50-51.) Even in the short run, the young have fewer commitments, economi- 
cally, sociologically, and psychologically, than the old. 

Chapter 6 contains an analysis of the effects of labor quality on the growth 
of output and productivity. The author states that “falling average productiv- 
ity implies falling marginal productivity of capital. Apparently investment in 
Puerto Rico has not decreased in response to the declining marginal produc- 
tivity of capital ... In any event rising real wages did not seem to retard in- 
vestment on the island." Not only is the argument marred by the logic in- 
volved in the average-marginal statement, but no convincing empirical evi- 
dence is presented to support the author's assertion regarding the effect of ris- 
ing wages on investment. Finally, the author moves from his assertion that 
emigration, by improving the quality mix of the Puerto Rican labor force, 
raised income per capita, to the conclusion that “emigration, therefore, played 
an important indirect role in stimulating capital formation by allowing gains 
in output to be translated into gains in income per capita, which stimulated- 
savings per capita throughout the economy" (p. 140). This appears to be an 
important part of the analysis of Puerto Rican emigration, since if this process 
were to occur elsewhere, it would, in the terminology of the book, assist under- 
developed countries to achieve self-sustained economic growth. Unfortunately, 
the author fails to note that net foreign investment (mostly by the United 
States} in Puerto Rico appears to account for a substantial proportion of 
capital formation on the island. According to the Statistical Yearbook of 
Puerto Rico, net foreign investment amounted to more than 85 per cent of 
the level of gross domestic investment from fiscal 1957 through fiscal 1961. 
(I am indebted to my colleague, Walther Michael, for discussion of this point.) 

The chapter concludes with some estimates of production functions for the 
Puerto Rican economy in an attempt to estimate the influence of education 
and improved labor force quality on Puerto Rican economic growth. 

While this book deals with an important subject, I cannot recommend it as 
required reading for those wishing to learn something about the role ef emi- 
gration in aiding overpopulated and underdeveloped countries to achieve self- 
sustained economic growth. It is clear that Puerto Rico’s nearly unique con- 
nection with the United States has overwhelmed most evidence that can be 
gained regarding the influence of emigration on domestically financed capital 
formation. It does seem plausible that, given the rate of capital formation in 
Puerto Rico, emigration raised the productivity and the wages of both emi- 
grants and those remaining on the island. Moreover, it does not seem implau- 
sible that if emigration had been smaller and perhaps, minimum wage rates 
less rigorously applied, capital formation would have been still greater than 
the large amounts that were in fact achieved. 


BELTON M. FLEISHER 
Ohio State University 
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Fringe Benefits: Wages or Social Obligation? An Analysis with Historical 
Perspectives from Paid Vacations. By DONNA ALLEN. Ithaca, N.Y.: Cor- 
nell University, New York State School of Industrial and Labor Rela- 
tions, 1964. Pp. ix, 273. $4.75; paper, $2.50. 

This book is an analysis of the development of fringe benefits for wage 
workers in U.S. industry. Miss Allen illustrates her analysis with the history 
of one type of fringe benefit: annual vacations. 

Miss Allen's thesis is that many (though not all) fringe benefits have un- 
dergone an evolution similar to that of vacations. In the first phase, manage- 
ment accepts a “social obligation,” such as providing an annual rest period for 
its employees. The second, or union, phase has three stages: first, the unions 
insist that the company include this fringe benefit in the contract; second, 
they proceed to liberalize it; third, they work to eliminate the management 
qualifications and restrictions upon the right to the social benefits. From this 
it is but a short step to the position that the fringe benefit is in fact a form of 
deferred wages. In this interpretation, vacation pay is money earned by the 
worker during his period of employment, and put aside for him by the em- 
ployer. 

Miss Allen believes that this trend has most unfortunate consequences. In 
the first place, the “deferred wages” doctrine has enabled employer-dominated 
state unemployment compensation boards to deprive employees of their unem- 
ployment benefits while receiving vacation pay, severance pay or similar 
benefits. She feels that if the deferred-wages doctrine were taken to mean that 
these benefits were simply funds owed by the company, then the worker would 
not be deprived of his unemployment benefits. However, she feels that this 
doctrine permits a biased interpretation—that the money is owed specifically 
for time not worked. 

Her second, more fundamental, objection to the deferred wage doctrine is 
that, when we regard payments into vacation, pension, or unemployment 
funds as part of the employee’s wage, we remove the company’s social obliga- 
tion to provide for its employees. 

Miss Allen views the postwar period as one in which the political climate 
has been unfavorable to the labor movement’s efforts to secure social legisla- 
tion, but in which the economic situation has favored the more powerful trade 
unions in their struggle to wrest these social benefits directly from employers. 
Thus, it seems unfortunate to her that the unions have been undermining the 
view that employers have a social obligation to their workers by insisting that 
not only does the worker have a right to these fringe benefits, but that these 
benefits are in fact a form of wages for services rendered. 

However, it is not necessary to share Miss Allen’s sympathetic view of cor- 
porate paternalism in order to appreciate this book. The history of the annual 
holiday in the United States from 1900-1960 is presented at length. Not only 
are the quantitative gains in the spread of vacations chronicled in some detail, 
but a very interesting analysis is given of the changing employer and employ- 
ee attitudes towards this custom. 

| Joan D. OWEN 
The Johns Hopkins University 
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NOTES 


SEVENTY-NINTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


Hilton Hotel, San Francisco, California—December 27-29, 1966 


Preliminary Announcement of the Program 


Tuesday, December 27, 1966 


8:30 A.M. Economic ANALYSIS OF Water Resource Prosrems (Joint Session with the 
American Farm Economic Association) 


Chairman: MAunICE M. Kxrso, University of Arizona 
Papers: Nonmarket Values and Efficiency of Public Investments i in Water 
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‘A. ALLAN Scermip, Michigan State University 
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City and Southern California 
Jack HirsHierrer, University of California, Los Angeles and 
J. W. Murman, Indiana University 
Water Policy and Economic Optimizing: Some Conceptual Prob- 
lems in Water Research 
S. V. Cmiacy-WANTRUP, University of California, Berkeley 
Discussion: RoBERT H. Haveman, Grinnell College 
M. Mason GarFney, University of Wisconsin, Milwaukee 
ARTHUR Maass, Harvard University 


8:30 A.M. THe MEASUREMENT OF PRICE CHANGE 


Chairman: DANTEL Britt, Board of Governors, Federal Reserve System 
Papers: Some Significant Results from the Study of International Price 
Competitiveness 
Irvine B. Kravis, University of Pennsylvania and RosxRT E. 
Lirsey, National Bureau of Economic Research 
'The Construction of Industrial Price Indexes 
JAMES K. KINDAXRL, University of Chicago 
Measurement of Price and Quality Changes in Consumer Capital 
Goods 
PuoEBUS J. Durymes, University of Pennsylvania 
Discussion: DorotHy S. Bnapy, University of Pennsylvania 
Grecory Krents, National Industrial Conference Board 


8:30 A.M. CONTI FOR TECHNOLOGICAL PROGRESS AND EcoNOMIC GROWTH IN Com- 
MUNIST CHINA (Joint Session with the Association for the Study of Soviet- 
type Economies) 


Chairman: ALEXANDER ECEKSTEIN, University of Michigan 
Papers: Role of Development Policies and Economic Organization in In- 
novation and Growth 
EDWIN F. Jones, Department of State 
Incentive Policies and Technological Progress in Agriculture 
J. C. Lrv, McGill University and the International Bank for 
Reconstruction and Development 
Relationships between Foreign Trade, Innovation, and Outlook 
for Economic Growth 
ROBERT DERNBERGER, University of Chicago 
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Discussion: J. M. Montas, Yale University 
Henry Rosovsky, Harvard University 


8:30 A.M. Grapuate SrupENT Pavers (Joint Session with The American Economist) 
Chairman: GERHARD TINTNER, University of Southern California 
Papers: A Two-Sector Growth Model with Diminishing Returns and En- 

dogenous (Neo-Malthusian) Growth of Population 
RasESH THAKKAR, University of Rochester 
Stochastic Reserve Losses 
ErrzANOR M. Bca and JogN M, HEINESE, University of Iowa 
Economic Theory and Policy Decisions: A Case Study of the 
Canadian Dollar since 1945 . 
ALEX G. Vicas, Loyola College (Canada) 
Discussion: Marx Z. Fasrycy, New York University 
JOEN Boorman, University of Southern California 
ERNEST J. BARTELL, Notre Dame University 


10:45 A.M. Poricvy ROUNDTABLE 1: Some Proprems oF Fort EMPLOYMENT (Joint Session 
with SSRC Committee on Economic Stability) 


Moderator: R. A. GonpoN, University of California, Berkeley 
Panel: Water Hoapiey, Bank of America 
WARREN L. Suciru, University of Michigan 
HERBERT STEIN, Committee for Economic Development 
Poricy ROUNDTABLE 2: RESEARCH AND DEVELOPMENT 
Moderator: H, E. Rrrey, National Science Foundation 
Panel: Burton Krein, Rann Corporation 
Zy1 GrivicHes, University of Chicago 


2:30 P.M. Murrary MANPOWER PROCUREMENT (Joint Session with Industrial Relations 
Research Association) 


Chairman: Haron Woot, U.S. Department of Defense 
Papers: The Supply of Military Personnel in the Absence of a Draft 
STUART H. ALTMAN, Brown University and ALAN E. FECHTER, 
Institute of Defense Analysis 
Re-enlistments in the U. S. Navy: A Cost Effectiveness Study 
FnaNELIN M. Fisoer, Massachusetts Institute of Technology 
l and Awron S. Morton, Arthur D. Little, Inc. 
The Economic Cost of the Draft 
Warrer Y. Or, University of Washington 
Discussion: Georce H, HirpEBRAND, Cornell University 
Pau A. WxrNSTEIN, University of Maryland 


2:30 P.M. Economic DEVELOPMENT (Joint Session with Econometric Society) 
Chairman: Moses AnRAMOVITZ, Stanford University 
Papers: Some Lessons of History for Developing Nations 
Ronpo CAMERON, University of Wisconsin 
Sources of Postwar Growth in Nine Advanced Countries 
Epwarp F. Denison, Brookings Institution 
Optimal Patterns of Growth in an Open Economy 
Horts B. CieNERY and Ropert DonEgMAN, Harvard University 
Discussion: HENRY Rosovsxy, Harvard University 
CHARLES KINDLEBERGER, Massachusetts Institute of Technology 


2:30 P.M. AGGREGATE MODELS | 
Chairman: SamurL H. Nerrove, University of California, Los Angeles 
Papers: Effects of Monetary and Fiscal Policies with Keynesian or Classi- 
cal Demand Elasticities 
Cart Cuntsr, Johns Hopkins University 
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Policy Multipliers and the Structure of the Canadian Monetary 
Sector—An Econometric Analysis 

Hanorp Suarrmo, University of Michigan 

Expectations and Adjustment in the Monetary Sector 
Epaar Fricz, University of Wisconsin 

Discussion: Gary Fromm, Brookings Institution 

THOMAS SavinG, Michigan State University 
Grorce Morrison, State University of New York at Buffalo 


8:00 P.M. Rucuanp T. Ery LECTURE 
Invited Lecture: Appa Lerner, Michigan State University and Tel-Aviv 
University 


Wednesday, December 28, 1966 
' 8:30 A.M. Cosr-BENEFIT ANALYSIS FOR GOVERNMENT DECISIONS 


Chairman: Wriuam H., Mecra, University of Rochester 
Papers: Government-Industry Development of & Commercial Supersonic 
Aircraft 
STEPHEN ENKE, General Electric- Tempo, and JoEN WALGREEN, 
Office of the Secretary of Defense 
An Application of Cost-Benefit Analysis to the Work-Experlence 
Program 
WorrH BATEMAN, Department of Health, Education, and Wel- 


fare 
A Proposed Methodology for Comparing Federally Assisted Hous- 

ing Programs 

Wittram Ross, U. S. Department of Housing and Urban De- 
velopment 

Discussion: Grorce W. HrrroN, University of California, Los Angeles 
Henry Rowen, U. S. Bureau of the Budget 
MARTIN ANDERSON, Columbia University 


8:30 A.M. Properry RIGHTS AND BEHAVIOR 
Chairman: ARMEN A. ALCHIAN, University of California, Los Angeles 
Papers: Stock vs. Mutual Savings and Loan Associations: Some Evidence 
of Differences in Behavior 
ALFRED N:icoLs, University of California, Los Angeles 
Costs of Property Rights 

HaRorp DEMSETZ, University of Chicago 
Discussion: Howard KUNREUTHER, University of Chicago 

ANDREW WEINSION, Purdue University 


8:30 A.M. Economic History 
Chairman: ARTHUR H. Core, Harvard University 
Papers: John Law of Lauriston: Banker, Gamester, Merchant, Chief? 
EARL J, HaAwxrroN, University of Chicago and State 
University of New York at Binghamton 
Government Regulation and Growth in the French Paper Industry 
During the Eighteenth Century 
WARREN C. SCOVILLE, University of California, Los Angeles 
New Light on a Statistical Dark Age: U. S. Real Output, 1800- 
1840? 
PauL Davi, Stanford University 
Discussion: Jonn H. Dares, University of Toronto 
STANLEY ENGERMAN, University of Rochester 
Ross M, RoBERTSON, Indiana University 
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10:45 A.M. Portcy ROUNDTABLE 3: GuIpEPOSTS AND INFLATION (Joint Session with In- 
dustrial Relations Research Association) 
Moderator: ALBERT REEs, Princeton University 
Panel: Wruttam G. Bowen, Princeton University 
Joux T. Dun op, Harvard University 
Orro ECKSTEIN, Harvard University 
GEORGE SHULTZ, University of Chicago 
10:45 A.M. Poricy ROUNDTABLE 4: REGULATION oF INDUSTRY — 
Moderator: Nem H. Jacosy, University of California, Los Angeles 
Panel: WitLiAM J. BAUM OL, Princeton University 
JoeL Dean, Columbia University 
Joxw R. Mever, Harvard University 
GEORGE J. STIGLER, University of Chicago 


12:30 P.M. JomrvT LUNCHEON: AMERICAN ECONOMIC ASSOCIATION AND AMERICAN FI- 
NANCE ÁSSOCIATION 
Chairman: Frrrz MAcHrEUP, Princeton University 
Talk: Coordination of Economic Policy 
ALLAN SPROUL, California 


2:30 P.M. Anti-Trust AND MONOPOLY 
Chairman: AARON Drrecror, University of Chicago 
Papers: The Goals of Anti-Trust Policy 
Roserr H, Borx, Yale University 
Vertical Mergers, Market Power and the Anti-Trust Laws 
Wium Comanor, Harvard University 
Conscious Parallelism and the Kinked Oligopoly Demand Curve 
WinLiAM HAMBURGER, University of North Carolina 
Discussion: Pur C. Near, University of Chicago 
Jorn S. McGez, Duke University 
B. Perer Pasisian, University of Chicago 


2:30 P.M. INVITED DOCTORAL DISSERTATIONS I 


Chairman: E. Cary Brown, Massachusetts Institute of Technology 
Papers: Daily Newspapers, Monopolistic Competition, and Economies of 
Scale 


James N. Rosse (Ph.D., University of Minnesota), Stanford 
University 
Rational Choice and Patterns of Growth in & Monetary Economy 
MicuEgL Smwravsxr (Ph.D. University of Chicago), Massa- 
chusetts Institute of Technology 
The Canadian Experience with Flexible Exchange Rates 
Jonn PiePENGER (Ph.D., University of California, Los Angeles), 
University of California, Santa Barbara 
Discussion: Harry EASTMAN, University of Toronto 
Dare JORGENSEN, University of California, Berkeley 
Peter O, SrEgINER, University of Wisconsin 


2:30 P.M. Torics rx Money (Joint session with American Finance Association) 


Chairman: J. Farn Weston, University of California, Los Angeles 
Pagers: Sorne Implications of Money Supply Analysis 
Davin FAND, State University of New York at Buffalo 
Keynes and the Keynesians: A Suggested Interpretation 
A. LxiyoxziUrvup, University of California, Los Angeles 
Financial Regulation and the Effectiveness of Monetary Policy 
WirnuiAM Bramar, Yale University 
Discussion: Arran H. Merrzer, Carnegie Institute of Technology 
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Myron Ross, Western Michigan University 
E. J. KANE, Boston College 


8:00 P.M. PRESIDENTIAL ADDRESS 
Chairman: RICHARD LESTER, Princeton University 
Presidential Address: Fritz MacaLor, Princeton University 


9:15 P.M. Business MEETING 


Thursday, December 29 
8:30 A.M. Economics or HEALTH 
Chairman: Josera J. Spencier, Duke University 
Papers: The Allocation of Research Among Diseases 
Sn«oN ROTTENBERG, Duke University 
The Economics of Hospital Systems: Peak Loads and Regional 
Coordination 
Muaro F, Lona, University of Chicago and Paur J. Fero- 
STEIN, University of Michigan 
The Economic Effects of Malaria Eradication 
Rosin Bartow, University of Michigan 
Discussion: PETER NEWMAN, Johns Hopkins University 
GEORGE H. Borts, Brown University 


8:30 A.M. Tre “Convercence” HYPOTHESIS: THz PLANNING AND Marker ELEMENTS 
IN THE DEVELOPMENT oF SOVIET, WESTERN AND DEVELOPING ECONOMIES 
(Joint Session with Association for Comparative Economics) 

Chairman: Grrearp CorM, National Planning Association 

Papers: From the Aspect of: 
Soviet-Type Economies, ABRAM BERGSON, Harvard University 
Western-Type Economies, NEL CHAMBERLAIN, Yale University 
Developing Economies, SHANTI S. TANGRI, Wayne State Uni- 

versity 

Discussion: Victor Perro, Economic Consultant 

ALLAN GRUCHY, University of Maryland 


8:30 A.M. INVITED DOCTORAL DISSERTATIONS IT 
Chairman: Jor S. Barn, University of California, Berkeley 


Papers: Natural Resources, Factor Mix, and Factor Reversal in Interna- 
tional Trade 
Szipy Naya (Ph.D., University of Wisconsin) 
Adam Smith's Theory of Justice, Prudence and Beneficence 
Wurm F, CawPBELL (Ph.D. University of Virginia), Louisi- 
ana State University 
The Effect of State Fair Employment Laws on the Economic 
Position of Nonwhites 
WuuamĮm Lawpzs (Ph.D., Columbia University), Cee of 
Chicago 
Discussion: O. H. Brown ee, University of. Minnesota 
RICHARD NELSON, The RAND Corporation 
ANTHONY M. Tanc, Vanderbilt University and the Chinese 
University, Hong Kong 


10:45 A.M. Poricy ROUNDTABLE 5: INTERNATIONAL PAYMENTS PROBLEMS 
Moderator: GOTTFRIED HABERLER, Harvard University 
Panel: Emor Despres, Stanford University 
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. H. G. JozuwsoN, University of Chicago and London School of 
Economics 
PETER KENEN, Columbia University 
ROBERT Roosa, Brown Brothers Harriman and Co. 
10:45 A.M. Poticy ROUNDTABLE 6: ROLE or GOVERNMENT IN THE ECONOMY 
Moderator: ARTHUR F. Burns, Columbia University 


2:30 P.M. Das KAPITAL: A CENTENARY APPRECIATION 


Papers: The Marxian Model of Capital Accumulation 
ALEXANDER ERLICH, Columbia University 
Marxian Economics as Economics 
PAUL SAMUELSON, Massachusetts Institute of Technology 
Marxian Influences in “Bourgeois” Economics 
MARTIN BRONFENBRENNER, Carnegie Institute of Technology 
_ and Center for Advanced Study in the Behavioral Sciences 
Discussion: Evsey Domar, Massachusetts Institute of Technology 
DoNArD GORDON, University of Rochester 
Scorr GORDON, Indiana University 


2:30 P.M. Tse ErricreENCY or EDUCATION IN Economics 


Chairman: G. L. Bacu, Stanford University 
Papers: Experiments in the Teaching of Elementary Economics 
Bernard F. Harry, University of California, Santa Cruz 
The Effectiveness of Prosramined Learning in Elementary Eco- 
nomics 
Kerra Lumspen, Stanford ‘Gaiety i 
A New “Test of Economic Understanding” for College Level 
Students 
RENDIGS FErs, Vanderbilt University 
Discussion: Wirriaw:; ALLEN, University of California, Los Angeles 
DoNAzrD Panen, University of Illinois 
PHILLIP SAUNDERS, ee Institute of Technology 


2:30 P.M. TRANSPORTATION AND PATTERNS OF URBAN DEVELOPMENT 


Chairman: Jonn R. Meyer, Harvard University 
Papers: Àn Aggregative Model of Resource Allocation in a Metropolitan 
Área 
Epwin Mirrs, Johns Hopkin University 
The Location of Economic Activity- in Cities 
Leon Moses, Northwestern University and 
Hanorp F. WILLIAMSON, JR., University of Illinois 
Post-War Metropolitan Development: Housing Preferences and 
Auto Ownership 
Jons F. Kar, Harvard University 
Discussion: JuLrus Marcoris, Stanford University 
BrNjAMIN Cawr, U. S. Department of Commerce 
RicHagD Motu, Washington University 


FELLOWSHIPS AND GRANTS 


The Social Science Research Council's annual announcement describing fellowships and 
grants to be awarded in 1966-67 is now ready for distribution. It lists research training fel- 
lowships, foreign area fellowships, faculty research grants and grants for research on 
foreign areas. Inquiries about research training fellowships, offered to postdoctoral and 
advanced predoctoral candidates, and faculty research grants should be addressed to Social 
Science Research Council Fellowships and Grants, 230 Park Ave., New York, N.Y. 10017. 
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Inquiries about co-sponsored programs should be addressed to the other offices indicated. 
To avoid missing deadlines correspondence should be initiated no later than early October. 

Foreign area fellowships for multidisciplinary predoctoral or postdoctoral training re- 
lating to Asia and the Near East, the Soviet Union and Eastern Europe, Africa, Latin 
America, or Western Europe are under the joint auspices of SSRC and the American Council 
of Learned Societies. Address inquiries to the Foreign Area Fellowship Program at 444 Madi- 
son Ave., New York, N.Y. 10022. - 

Grants for research on foreign areas will be offered by joint committees of SSRC and 
ACLS to social scientists holding the Ph.D. degree or its equivalent: Grants for research on. 
Africa, Contemporary China, Latin America, and the Near and Middle East are adminis- 
tered by the SRC. Grants for Asia ànd for Slavic and East European Studies are administered 
by the American Council of Learned Socleties, 345 East 46th Street, New York, N.Y. 10017. 


'The National Science Foundation has asked that the A.E.A. notify its members that 
economists are now eligible to apply for NSF Fellowships under Its programs for the im- 
provement of college science, mathematics, and engineering teaching. Fellowships available 
include predoctoral fellowships, postdoctoral fellowships, fellowships for college teachers, and 
“extramural fellowships” administered in cooperation with the Department of State in rela- 
tion to the NATO nations. Fellowship applications for 1967-68 must be received by mid- 
October. More detailed information about all the programs may be obtained by writing to 
the Fellowship Section, Division of Graduate Education in Science, National Science Founda- 
tion, Washington, p C., 20550. 


The Agricultural Development Council, a nonprofit organization headed by John D. 
Rockefeller 3rd, is continuing in 1966-67 a program of grants to facilitate research in inter- 
national agricultural development by professors of American universities. The program is 
supported by a grant of $1,500,000 from the Ford Foundation. 

Applications for research grants will be considered only from full-time faculty members 
of American universities. While projects must be supervised by grant recipients, advanced 
graduate students may collaborate in studies. Proposed studies should relate to the economic 
and human problems of agricultural development in the developing nations. Applications are 
entertained from economists, sociologists, anthropologists and other social scientists dealing 
with rural problems. Preference is given to proposals that promise to increase understanding 
of the process of agricultural development. Most studies involve field work in Asia, Africa 
or Latin America. 

Applications for grants of up to $2,500 may be submitted to the Council at any time. For 
grants of more than $2,500, applications are considered three times each academic year, In 
the next period, applications recetved by October 15, 1966 will be considered for award by 
November 15, 1966, Requests for research grant application forms or correspondence relating 
to the program may be addressed to Dr. Clifton R. Wharton, Jr., Director, American Uni- 
versities Research Program, The Agricultural Development Council, Inc., 630 Fifth Avenue, 
New York, 10020. 


The American Association of University Women announces its Fellowships for American 
Women and its International Fellowships, 1967-68. The former are open to U.S. women, the 
latter to women of other countries, who hold the doctorate or who have fulfilled all re- 
quirements for the doctorate, except the dissertation. In each case, the deadline for filing is 
December 1, 1966. Application forms and additional information may be obtained from: 
Fellowships Office, AAUW Educational Foundation, 2401 Virginia Avenue, NW. Washing- 
ton, D.C., 20037. 


The Inter-University Committee on Travel Grants announces opportunities for advised 
graduate students, faculty members, and postdoctoral reesarchers to engage in study and 
research in the Soviet Union, Bulgaria, Czechoslovakia and Hungary during the academic 
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year, 1967-68. The Inter-University Committee administers three separate exchanges with 
the USSR: an exchange of advanced graduate students and young faculty, an exchange of 
postdoctoral researchers, and an exchange of American teachers of Russian for a special ten- 
week program during the summer. The exchanges with Bulgaria, Czechoslovakia, and 
Hungary are open to advanced graduate students, faculty, and postdoctoral researchers. 
Participants are chosen in national competition through application and interview. Partici- 
pants must have proficiency in the language of the receiving country commensurate with 
the needs of their programs. Applicants must be American citizens and with the exception 
of those applying for the summer exchange of language teachers which is open also to teachers 
of Russian in elementary and secondary schools, applicants must be affiliated with American 
universities or colleges. For additional information, write: Howard Mehlinger, Inter- 
University Committee on Travel Grants, 021 Lindley Hall, Indiana University, Bloomington, 
Indiana. l 
NEW JOURNALS 

The first issue of a new quarterly, The Journal of Developing Areas, will be published in 
September 1966. The Journal is intended to stimulate the descriptive and comparative study 
of regional development past and present with the object of promoting fuller understanding 
of man’s relationship to the developmental process. The Journal is intended to be international 
both in its coverage and in the composition of its Board of Advisors. It will therefore 
welcome and consider articles from scholars in all countries. For further information, con- 


tact: The Editor, The Journal of Developing Areas, Western Illinois University, Macomb, 
Illinois 61455. 


The Western Finance Association, in conjunction with the University of Washington’s 
Graduate School of Business Administration, has announced the publication of the Journal 
of Financial and Quantitative Analysis. It is a quarterly journal and began publication with 
the March 1966 issue. Manuscripts should be submitted to the managing editor of the 
Journal: Stephen H. Archer, Graduate School of Business Administration, University of 
Washington, Seattle, Washington 98105. 


A new journal, The Appalachian Financial Review, published its first issue in Spring 
1966. It will be published annually, or more frequently, at the Graduate School of Business 
Administration, Duquesne University, Pittsburgh, Pennsylvania. The editor is Donald A. 
Fergusson, College of Business Administration, Syracuse University, Syracuse, New York. 


Deaths 

Mohiuddin Ahmed, air crash in Pakistan, February 1, 1966. 

Wroe Alderson, Wharton School, University of Pennsylvania. 

Arthur M. Borak, professor of economics, Khartoum, Sudan, January 24, 1966, 

Melvin D. Brockie, associate professor of economics, California Institute of Technology, 
April 25, 1966. 

Zenas C. Dickinson, professor emeritus of economics, University of Michigan, March 22, 
1966. 

Edward A. Duddy, professor emeritus of marketing, Graduate School of Business, Uni- 
versity of Chicago, March 4, 1966. 

Fred R. Fairchild, Knox professor emeritus of economics, Yale University, April 1966. 

Joe S. Floyd, Jr., professor of finance, University of North Carolina. 

Gilbert Goodman, assistant professor of economics, Wayne State University, May 9, 1966. 

Kathleen C. Jackson, February 4, 1966. 

Norris G. Kenny, Clearwater, Florida, March 14, 1966. 

Harold King, Seton Hall, January 17, 1966. 

Earl L. Knight, January 11, 1966. 
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James G. Lyne, January 16, 1966. 

Leon C. Marshall, professor emeritus of economics, The American University. 

Jean M. Massel, June 1965. 

Robert G. Rice, assistant professor of business economics, University of Chicago, February 
16, 1966. 

William A. Salant, Chico, California, July 2, 1966. 

Frank M. Surface, August 31, 1965. 

john L. Tierney, Arlington, Virginia, May 17, 1966. 


Rettrements 

Walter A. Baude, professor emeritus of statistics, University of Cincinnati, September 1, 
1966. 

Camille J. Botte, Ohio State University. 

Elizabeth Brandeis, University of Wisconsin, June 1966. 

Thomas W. Holland, professor emeritus of economics, George Washington University, 
September 1, 1966. 

Hersel W. Hudson, professor of economics, College of Business Administration, Kent State 
University, June 1966. 

Arthur D. Jacobsen, USAF. 

William Jaffe, professor of economics, Northwestern University. | 

Ralph C. Jones, professor of economics, Yale University, July 1966. 

Theodosi A. Mogilnitsky, professor and chairman of economics and finance, Loyola Uni- 
versity, Chicago. 

Lawrence H. Seltzer, professor of economics, Wayne State University, June 1966. 

William R. Sherman, professor and head of department of economics and business admin- 
istration, Hillsdale College, September 1965. 

Rollin G. Thomas, professor of economics, Bowling Green State University. 

Alva M. Tuttle, Ohio State University. 

Jesse P. Watson, professor of economics, University of Pittsburgh, August 1966. 

Wallace Wright, professor emeritus of economics, Iowa State University, May 30, 1965. 


Visiting Foreign Scholars 

Ramesh C. Bhardwaj, University of St. Andrews, pence Scotland: visiting lecturer in 
economics, San Diego State College, 1966-67. 

Micha Gisser, economist, Ministry of Agriculture, Israel: visiting associate professor of 
economics, Ohio State University. 

William Gorman, Nuffield College, Oxford University: visiting professor of economics, 
Stanford University, spring and summer, 1966-67. 

Donald M. Lamberton, University of New South Wales: visiting professor of economics, 
Stanford University, autumn 1966. 

Staffan B. Linder, Stockholm School of Economics: visiting research associate in economics, 
Yale University, fall 1966. 

Alan S. Milward, University of East Anglia, England: visiting associate professor of 
economics, Stanford University, 1966-67. 

Ryoshin Minami, Hitotsubashi University: visiting research associate in economics, Yale 
University. 

Yair Mundlak, Hebrew University: visiting associate professor of economics, University 
of Chicago, 1966-67. 

Desmond H. O'Halloran, University of Dublin, Ireland: visiting lecturer in economies, 
Ohio State University. 
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Juan P, Perez Castillo, Universidad Central de Venezuela: visiting associate professor of 
economics, Tulane University, spring 1967. 


C. Rangarajan, Indian Statistical Institute, New Deas visiting associate professor of 
finance, New York University, 1966-68. 


T. N. Srinavasan, Indian Statistical Institute, New Delhi: visiting professor of economics, 
Stanford University, 1966-67. 


Kenji Takeuchi, Kwansei Gakuin University, Í apan: visiting assistant professor of eco- 
nomics, Lafayette College, 1966-67. 

Brian R. Van Arkadie, Ministry of Overseas Development, British Government: visiting 
research staff economist, Yale University. 


Promotions . 
Richard E. Attiyeh: assistant professor, department of economics, Yale University. 
Eric N. Baklanoff: professor, department of economics, Louisiana State University. 
Robin Barlow: associate professor, department of economics, University of Michigan. 
Robert A. Barry: assistant professor, department of economics, College of William and 


Yoram Barzel: associate professor, department of economics, University of Washington. 


Joseph M. T. Becker: professor of economics, School of Commerce and Finance, St. Louis 
University. 


Robert L. Bennett: associate professor, department of economics, University of Maryland. 
Rudolph C. Blitz: professor, department of economics, Vanderbilt University. 


Gordon R. Bonner: associate professor, College of Business and Economics, University of 
Delaware. 


William C. Brainard: associate professor, department of economics, Yale University, 


W. Robert Brazelton: associate professor, department of economics, University of Missouri 
at Kansas City. 


Vernon M. Briggs: associate professor, department of economics, University of Texas. 
Robert C. Brooks, Jr.: professor of business administration, Vanderbilt University, 
Janet G. Chapman: associate professor, department of economics, University of Pittsburgh. 
Richard V. Clemence: A. Barton Hepburn professor of economics, Wellesley College. 
Richard N. Cooper: professor, department of economics, Vale University. 


John Dorsey: associate professor of economics and director of the Bureau of Business and 
Economic Research, University of Maryland. 


Barney Dowdle: associate professor of economics and forestry, University of Washington. 
Frederick T. Downs: professor, department of economics, New Mexico State University. 
Robert V. Eagly: associate professor, department of economics, Wayne State University. 
Stanley Engerman: associate professor, department of economics, University of Rochester. 
Zbigniew M. Fallenbuchl: professor, department of economics, University of Windsor. 
Eugene F. Fama: associate professor of BUE cues School of Business, University 
` of Chicago. 

John R. Felton: associate professor, mm of economics, University of Nebraska, 
Belton M. Fleisher: associate professor, department of economics, Ohio State University. 
John E. Floyd: associate professor, department of economics, University of Washington. 


Roger N. Folsom: assistant professor, U. S. Naval Postgraduate School, Monterey, 
California. 


Herman Freudenberger: professor, department of economics, Tulane University. 
Seymour S. Goodman: associate professor, department of economics, Tulane University. 
Walter Gross: professor, department of marketing, University of Georgia. 
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Niles M, Hansen: associate professor, department of economics, University of Texas. 

W. Lee Hansen: professor, department of economics, University of Wisconsin, 

Van Court Hare: associate professor, Graduate School of Business, Columbia University. 

Robert Hawkins: assistant professor, Graduate School of Business QORUDARSDOD, New 
York University. 

George W. Hilton: professor, department of economics, University of California, Los 
Angeles. 

Samuel P. S. Ho: assistant professor, department of ecanomics, Yale University. 

Leon Hollerman: professor, department of economics, Claremont Men's College, 

Alphonse G. Holtmann: associate professor, department of economics, Wayne State Uni- 
versity. 

Ching-Yao Hsieh: associate professor, Hepartuient of economics, George Washington 
University. 

Stephen H. Hymer: associate professor decals of economics, Yale University. 

Michael D. Intriligator: associate professor, department of economics, University of Cali- 
fornia, Los Angeles. 

M, Bruce Johnson: associate professor, department of economics, University of Wash- 
ington. 

Ronald Jones: professor, department of economics, University of Rochester. 

Anne O. Krueger: professor, department of economics, University of Minnesota. 

James W. Kuhn: professor, Graduate School of Business, Columbia University. 

James W. Land: assistant professor, department of economics, Yale University. 

Robert J. Lawrence: associate professor, department of economics, University of Texas. 

Wilford L. L’Esperance: associate professor, department of economics, Ohio State Uni- 
versity. 

Harold F. McClelland: professor, department of economics, Claremont Men’ s College. 

Rodney Morrison: assistant professor, department of economics, Wellesley College. 

Walter Y. Oi: professor, department of economics, University of Washington. 

Van Doorn Ooms: assistant professor, department of economics, Yale University. 

Rudolph Penner: associate professor, department of economics, University of Rochester. 

George E. Rejda: associate professor, department of economics, University of Nebraska. 

Fred Renwick: assistant professor of finance, Graduate School of Business ASEAN, 
New York University. 

Clark W. Reynolds: associate professor, department of economics, Yale University. 

Karl W. Roskamp: professor, department of economics, Wayne State University. 


Gian S. Sahota: associate professor, department of economics, Vanderbilt University; at 
University of São Paulo, Brazil, 1966-67. 


Thomas R. Saving: professor of economics, Michigan State University. 

Jeffrey M. Schaefer: assistant professor, department of economics, Rutgers—The State 
Univeraity. 

Gerhard Schmidt: associate professor, Fairleigh piika University. 

Wiliam G. Shepherd : associate professor, department of economics, University of Michigan. 

Gordon Shillinglaw : professor, Graduate School of Business, Columbia University, 

Abrabam Shuchman: professor, Graduate School of. Business, Columbia University. 


Frederick T. Sparrow: associate professor, department of political economy, Johns Hop- 
kins University. 


Robert M. Stern: professor, department of economics, University of Michigan. 


William J. Stober: associate professor, eeperement of economics, Louisiana State Uni- 
veraity. 
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Boris Swerling: professor of economics, Georgetown University, 

Ronald L. Teigen: associate professor, department of economics, University of Michigan. 

Judith G. Thornton: associate professor, department of economics, University of Wash- 
ington. 

George W. Ulseth: professor, department of economics, Wisconsin State University. 

Ranbir Varma: professor, department of economics, Long Island University. 

Harold Watts: professor, department of economics, University of Wisconsin, 

James H. Weaver: associate professor, department of economics, The American University. 

Burton Weisbrod: professor, department of economics, University of Wisconsin, 

Jacob Weissman: professor, department of economics, Hofstra University, 

Joseph T. White: assistant professor, department of economics, Georgetown University. 

Marina Von N. Whitman: associate professor, department of economics, University of 
Pittsburgh. 

John H. Wicks: associate professor, department of economics, University of Montana. 

Dean A. Worcester: professor, department of economics, University of Washington. 


Administrative Appoiniments 

Wiliam R. Allen: vice chairman, department of economics, University of California, Los 
Angeles. 

Robert F. Barlow, dean, Whittemore School of Business and Economics: academic vice- 
president, University of New Hampshire. 

Thomas R. Beard: head, department of economics, Louisiana State University. 

Michael J, Brennan: dean, Graduate School, Brown University. 

Richard E. Caves: chairman, department of economics, Graduate School of Arts and 
Sciences, Harvard University. 

Sanford Cohen: faculty director, International Manpower Institute, U.S. Department of 
Labor, summer 1966. 

Charles Crapo: director, Worker Education Poeni &nd assistant professor, department 
of economics, University of Maine. 


Herman Freudenberger: acting chairman, department of economics, Tulane University, 
1966-67, 


C. Edward Galbreath : chairman, department of economics, George Washington University. 


Abraham L. Gitlow: acting dean and professor of economics, School of Commerce, New 
York University. 


Bela Gold: Timken professor of industrial economics and director, research program in 
industrial economics, Case Institute of Technology. 

Bernard Hall: dean and professor of economics, College of Business Administration, Kent 
State University. 

Carl Kaysen, professor, Harvard University: director, Institute for Advanced Studies, 
Princeton University. 

G. E. Kiser: acting head, department of marketing, University of Arkansas, 1966-67. 

Harvey Kiser: director of research, National Grain and Feed Dealers’ Association. 

Ben T. Lanham, Jr., assistant dean, College of Agriculture: vice president for research, 
Auburn University, July 1, 1966. 


‘Leland C. Lehman: chairman and professor, department of economics, Macalester College, 
September 1965. 


Cyril C. Ling: director, Management Center and associate professor of business adminis- 
tration, University of Richmond. 


Leo M. Loll, Jr.: dean, College of Business, Economics and Government, University of 
Alaska, April 1, 1966. 
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Bevars D. Mabry: chairman and professor, department of economics, Bowling Green 
State University, September 1966. 


Edward Marcus: chairman, department of economics, Brooklyn College, July 1, 1966 and 
president, Metropolitan Economic Association. 


John M. Montias: director of graduate studies, department of economics, Yale University. 

B. B. Myers: head, department of commerce, College of Arts, Science and Technology, 
Kingston, Jamaica. 

Frederick G. Reuss: chairman and professor, department of economics, Goucher College. 

Richard Rosett: chairman, department of economics, University of Rochester. 


Wilson E. Schmidt: head and professor, department of economics, Virginia Polytechnic 
Institute. 

David Schwartzman: chairman, graduate faculty, New School for Social Research. 

Warren C. Scoville: chairman, department of economics, University of California, Los 
Angeles. 

Sherman Shapiro: coordinator of economics University of Illinois, Chicago. 

Michael Sherman: assistant to dean and director of admissions, Graduate School of Busi- 
ness, Columbia University. 

John R. Tabb: vice-president for development and planning, Old Dominion College. 

Hans B. Thorelli: chairman, department of marketing, Graduate School of Business, 
Indiana University. 

Ralph N. Traxler, Jr., associate professor, Emory University: dean, School of Business . 
Administration, University of South Alabama. 

Gerald E. Warren: head, department of economics, DePauw University. 


Harold W. Watts: director, National Institute for Research on Bowe, Pavey: of 
Wisconsin. 


Appointments 
Henry Aaron, Harvard University: Council of Economic Advisers, July 1966. 


Charles Abercrombie, University of Illinois: assistant professor of marketing, University 
of Arkansas. 


Dale Adams, University of Wisconsin: staff member, department of agricultural economics 
and rural sociology, Ohio State University. 


Earl Adams: assistant professor, department of economics, Universis of Pittsburgh. 

Irma Adelman: professor, department of economics, Northwestern University. 

Ralph S. Alexander: visiting professor of economics, Rutgers—The State University. 

Clopper Almon, Jr., Harvard University: associate professor of economics, University of 
Maryland, 

Stuart H. Altman: assistant professor of economics, Brown University. 

William H. Anderson: professor of economics, Claremont Men's College; September 1966. 

James W. Angell, Columbia University: visiting professor, department of economics, City 
University of New York, fall 1966 and visiting professor, New School for Social Research, 
1966. 


Dennis R. Áppleyard: lecturer, department of economics, University of North Carolina. 

Johan Arndt: assistant professor of marketing, Graduate School of Business, Columbia 
University. 

Wallace N. Atherton, University of California, Davis: associate professor, department of 
economics, California State College, Long Beach. 

Henry G. Aubrey: visiting professor of economics, Columbia University, fall 1966. 


Michael B. Ayre: senior economist, F. W. Dodge Company, a division of McGraw-Hill, 
Inc. 
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Jarvis Babcock, University of Michigan: assistant professor of economics, Wayne State 
University. 

J. Allison Barnhill, University of Washington: assistant prorat, department of economics 
and commerce, Simon Fraser University. 

Lowell Bassett, Purdue University: assistant TAN of economics, University of 
Washington. 

Donald V. T. Bear, University of Chicago: associate professor, department of economics, 
University of California, San Diego, July 1965. 

J. R. Becklin, Indiana University: assistant professor of economics, New Mexico State 
University. 

Bernard R. Bell: assistant director, economics of the projects department, International 
Bank for Reconstruction and Development. | 

Yoram Ben-Porath: assistant professor, department of economics, University of Chicago. 

George J. Benston, University of Chicago: associate professor, University of Rochester. 

Eliot Berg, Harvard University: visiting associate professor, department of economics, 
and research associate, Center for Research on Economics Development, University of 
Michigan, spring 1966. 


Robert E. Berney: assistant professor of economics, College of Economics and Business, 
Washington State University. 


Cicely W. Blanco: assistant NE of economics, Georgetown University. 

Aryeh Blumberg: visiting lecturer in economics, Vanderbilt University. 

Douglas R. Bohi: instructor in economiés, College of Economics and Business, Washington 
State University. 

Ben W. Bolch: assistant professor of economics, Vanderbilt University. 

August C. Bolino: associate professor, The Catholic University of America. 

Thomas Borcherding, Duke University: assistant professor of economics, Viyan of 
Washington. 

John D. Bowman: visiting assistant professor of economics, University of Wisconsin. 

J. Hayden Boyd, University of Minnesota: assistant professor of economics, Ohio State 
University. 

G. Knight Boyer: instructor in economics, U.S. Air Force’ Academy. 

Stanley E. Boyle: professor, department of economics, College of Business, Virginia Poly- 
technic Institute. 


Michael E. Bradley: assistant professor, department of economies, Pennsylvania State 
University. 


Lawrence Braslow, University of Maryland: assistant professor, department of economics, 
California State College, Long Beach. 


Frank P. R. Brechling: professor of economics, Northwestern University. 


Andrew F. Brimmer, U.S. Department of Commerce: member, Board of Governors, 
Federal Reserve System, March 1966. 


Joe E. Brown: professor of economics, University of Missouri at Kansas City. 


Philip R. Brown: instructor in accounting, Graduate School of Business, University of 
Chicago, October 1, 1966. 


Earl Brubaker: assistant professor of economics, Unitus: of Wisconsin. 


Karl Brunner, University of California, Berkeley: Reese profeasor of economics and bank- 
ing, Ohio State University. 

William Bryan: project analyst and research economist, Ohio Office of Appalachia. 

Joseph M. Burns: acting assistant professor, department of economics, University of 
California, Los Angeles, : 

John F. Burton, Jr., Yale University: associate professor of Industrial relations and public 
policy, Graduate School of Business, University of Chicago. 
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J. Douglas Campbell: assistant professor, College of Business and Economics, University 
of Delaware, 

Richard E. Capel, North Carolina State University: assistant professor, department of 
agricultural economics, University of Manitoba. 

[Phillip G. Carlson, professor, School of Business Administration, Emory University. 

Deane C. Carson: professor of banking and finance, Graduate School of Business, 
Columbia University. 

Thomas J. Casey, Jr., Tulane University: visiting assistant professor, department of eco- 
nomics, Louisiana State University, 1966-67. 

john Chang, University of Michigan: assistant professor, department of economics and 
business, Lafayette College. 

Barry R. Chiswick: acting assistant profesor, department of economics, University of 
California, Los Ángeles, 

Renato Cirillo, The Catholic University of Ámerica: nssociate professor of economics, 
University of Alberta. 

Allan R. Cohen, Harvard Graduate School of Business Administration: visiting professor 
of business administration, Whittemore School of Business and Economics, University of 
New Hampshire. 

Jon S. Cohen: lecturer, department of economics, Yale University. 

Sanford Cohen, University of Michigan: professor, department of economics, University of 
New Mexico. 

Francis X. Colago: assistant professor of economics, Brown University. 

Lawrence P. Cole, Purdue University: assistant professor of economics, Whittemore 
School of Business and Economics, University of New Hampshire. 

Apostolos Condos, lowa State University: assistant professor, department of economics, 
Duke University. . 

Alfred H. Conrad, Harvard University: professor, department of economics, City Univer- 
sity of New Vork. 

Sydney Coontz, University of Utah: associate professor, department of economics and 
commerce, Simon Fraser University. 

Andre B. Corbeau, Tulane University: visiting assistant professor, department of eco- 
nomics, Louisiana State University, 1966-67. 

Judith Cox: acting assistant professor of economics, University of Washington. 

Curtis A. Cramer, University of Maryland: assistant professor of economics, University of 
Wyoming. 

Robert L. Crouch: visiting associate professor, department of economics, Northwestern 
University, 1966-67. 

William E. Cullison: assistant professor, department of economics, Virginia Polytechnic 
Institute. 

John Cunnyngham, Columbia University: associate professor of economics, Ohio State 
University. 

Herman E. Daly, Louisiana State University: Ford Foundation visiting professor of eco- 
nomics, University of Ceara, Brazil, 1966-67. 

Mark R. Daniels: assistant professor of economics, Brown University. 

John Darling, University of Illinois: lecturer, department of marketing, School of Com- 
merce and Business Administration, University of Alabama. 

Paul Davidson: professor of economics and associate director of the Bureau of Economic 
Research, Rutgers—The State University. 

Wayne J. Davis: instructor in economics, Rutgers—The State University . 

Robert D. Dean, University of Pittsburgh: assistant professor of economics, College of 
Business Administration, and research associate, Center for Urban Regionalism, Kent State 
University. 
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Paul G, Demeny, Princeton University: associate professor, department of economics and 
research associate, Population Studies Center, University of Michigan. 

Joel S. Demski: assistant professor of accounting, Graduate School of Business, Columbia 
University. 
d L. DePass: assistant professor, department of economics, University of New 

erico. 

Antal Deutsch, Queen's University: associate professor, McGill University. 


Peter A. Diamond: associate professor, department of economics, Massachusetts Institute 
of Technology. 


Stanley Diller: assistant professor of economics, Graduate School of Business, Columbia 
University. 

Michael R. Dohan, Massachusetts Institute of Technology: assistant professor of eco- 
nomics, Division of Humanities and Social Sciences, California Institute of Technology. 


Álbert E. Drake, University of West Virginia: professor, department of quantitative 
methods, School of Commerce and Business Administration, University of Alabama. 


Emmanuel! Drandakis, Yale University: associate professor, department of economics, 
University of Rochester, 


Michael R. Edgmand: assistant professor, department of economics, Oklahoma State 
University. 

Franklin R. Edwards: assistant professor of banking and finance, Graduate School of 
Business, Columbia University. 

Robert Ekelund, Jr.: instructor, department of economics, Louisiana State University. 

Richard A, Elnicki: lecturer, department of economics, Yale University. 

M. Jarvin Emerson: chief economist and director, Kansas Office of Economic Analysis. 

John L. Enos: fellow and university lecturer, Magdalen College, Oxford. 

Gene L. Erion: professor, department of economics, University of Alaska. 

Mary L. Eysenbach: assistant professor of economics, University of Washington. 

Noel J. J. Farley: assistant professor, department of economics, Goucher College. 

George R. Feiwel, University of Alberta: professor of economics, University of Tennessee. 

'Thomas P. Ference: assistant professor of behavioral science, Graduate School of Business, 
Columbia University. 

Alfred J. Field, Jr.: lecturer, department of economics, University of North Carolina. 


ary Fish, West Texas State University: assistant professor, department of economics, 
School of Commerce and Business. Administration, University of Alabama. 


Anthony C. Fisher: assistant professor of economics, Brown University. 


Walter Fisher: visiting professor of economics, Northwestern University, winter and spring, 
1966-67. 


Thomas G. Fox: assistant professor, department of economics, Pennsylvania State Uni- 
versity. 

Seymour Friedland, Claremont Graduate School, visiting professor of finance, Graduate 
School of Business Administration, New York University, 1966-67. 

Mark R. Garff, University of Washington: assistant professor of economics, University of 
Wyoming. 

David Geithman: visiting assistant professor of economics, Tulane University. 

Peter J. Ginman: instructor, department of economics, Boston University, 1966-67. 

Errol Glustoff, Stanford University: acting assistant professor of economics, University 
of Washington. : 

Mal Golden, Santa Clara University: assistant professor, School of Business Administra- 
tion, York University, Toronto, September 1966. 


Bernard Gordon: consultant, Charles River Associates, Cambridge, Massachusetts, 
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Amor Gosfield, University of California, Santa Barbara: professor of economics, Cali- 
fornia State College, Dominguez Hills. 

Henry G. Grabowski: lecturer, department of economics, Yale University. 

Douglas H. Graham: assistant professor of economics, Vanderbilt University. 


Malcolm Gray, University of Aberdeen: visiting professor, department of economics and 
commerce, Simon Fraser University. 

Carl C. Greer: assistant professor of banking and finance, Graduate School of Business, 
Columbia University. 


David M. Grether: research staff economist and lecturer, department of economics, Yale 
University. 


Sam Gubins: lecturer in economics, Goucher College: 


Warren C. Hall, Jr., Ohio University : assistant professor of economics, Illinois Institute of 
Technology. 


Robert S. Hamada: instructor in finance, Graduate School of Business, University of 
Chicago. 

Paul B. Han: visiting associate professor of industrie] management, Graduate School of 
Business, University of Chicago, autumn quarter 1966. 

William G. Harris, University of Oregon: instructor in economics, Georgetown University. 

Robert H. Haveman: associate professor of economics, Grinnell College. 

Edward Herman, State University of New York, Plattsburgh: associate professor of eco- 
nomics, College of Business Administration, University of Cincinnati, September 1, 1966. 

Yhi-Min Ho: visiting assistant professor of economics, Tulane University. 

James O. Horrigan, University of Notre Dame: assistant professor of business adminis- 
tration, Whittemore School of Business and Economics, University of New Hampshire. 

David B. Houston: associate professor, department of economics, University of Pittsburgh. 

Teh-Wei Hu: assistant professor, department of economics, Pennsylvania State University. 

David S. Huang: professor of economics, Southern Methodist University. 

Kai-Loo Huang: professor of economics and business administration, Moravian College. 

Norman S. Hubbard: assistant professor, department of economics, Brooklyn College. 

Donald L. Huddle, Rice University: visiting research staff economist, department of eco- 
nomics, Vale University. 

Jonathan R. T. Hughes: professor, department of economics, Northwestern University. 

Archer Huneycutt, Southwest Missouri State College: associate professor of marketing, 
University of Arkansas. 

Manley R. Irwin: associate professor of economics, Whittemore School of Business and 
Economics, University of New Hampshire. 

John Iton: research assistant professor, department of economics, University of Pittsburgh. 

Paul E. Ivory, University of California, Berkeley: assistant professor, department of eco- 
nomics and commerce, Simon Fraser University. 


Lamar B. Jones: assistant professor, department of economics, Virginia Polytechnic 
Institute. 

Joe Jones: associate professor of general business, and associate director, Bureau of Busi- 
ness and Economic Research, University of Arkansas. 

Pamela H. Kacser, American University: visiting lecturer, department of economics, Co- 
lumbia University, 1966-67. 

C. Harry Kahn: associate director, Bureau of Economic Research and professor of eco- 
nomics, Rutgers—The State University. 

Hiromitsu Kaneda, University of California, Davis: visiting research staff economist, de- 
partment of economics, Yale University. 

Robert M. Kaplan: assistant professor, department of economics and commerce, Simon 
Fraser University. 
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Richard D. Karfunkle: economist, Textile Fibers Department, E. I. du Pont de Nemours 
and Company, Inc. 


Mohamad W. Khouja: assistant professor, department of economics, Oklahoma State 
University. 

Wade R. Kilbride: assistant professor of economics, U.S. Air Force Ácademy. 

Larry J. Kimbell: acting assistant professor, department of economics, University of Cali- 
fornia, Los Ángeles. 

David Klahr: instructor in industrial administration, Graduate School of Business, Univer- 
sity of Chicago. 

Panos Konstas: visiting assistant professor of economics, Oklahoma State University. 

John J. Korbel, University of Wisconsin: associate professor of economics and business 
administration, Whittemore School of Business and Economics, University of New Hamp- 
shire, 

Helen C. Kramer, Brooklyn College: assistant professor, Stony Brook College. 


James R. Krum: assistant professor, College of Business. and Economics, University of 
Delaware. 


William E. Kuhn, Roosevelt University: professor, department of economics, University 
of Nebraska, 1966-67. 

Howard Kunreuther: assistant professor of applied economics, Graduate School of Busi- 
ness, University of Chicago. 

Paul W. Kuznets, University of Indiana: visiting research staff economist, department of 
economics, Yale University. 

Gerald M. Lage: assistant professor, department of economics, Oklahoma State University. 


Charles Lamphear, Kansas State University : assistant professor, cepariment of economics, 
University of Nebraska, 1966-67. 


Wiliam Landes, Stanford University : assistant professor, department of economics, Uni- 
versity of Chicago. 

Harold Q. Langenderfer, University of North Carolina: visiting professor of accounting, 
Duke University, frst semester 1966-67. 


Gurcharan S. Laumas, Wayne State University : assistant professor of economics, College 
of Business Administration, Kent State University. 


James W. Leasure: associate professor, department of economics, University of North 
Carolina. 


Maw Lin Lee: associate professor, department of economics, Pennsylvania State Uni- 
versity. 

Susan J. Lepper: research associate and lecturer, department of economics, Yale University. 

Louis Levine: professor, department of economics, Pennsylvania State University. 

Darrell R. Lewis, Luther College: visiting assistant professor, department of economics, 
Louisiana State University, 1966-67. 

John Lindauer: associate professor of economics, Claremont Men’s College. 

Peter Lindert: assistant professor of economics, University of Wisconsin. 

Paul W. Lindloff, Jr., University of Houston: visiting associate professor of accounting, 
Duke University. 

Wesley H. Long: assistant professor, department of economics, Pennsylvania State Uni- 
versity. 

Victor M. Longstreet: senior member, International Management and Marketing Group, a 
division of Newsome & Company, Inc., Boston. 

Gene Lynch, Texas Christian University: associate professor of banking and finance, Uni- 
versity of Arkansas. 

Donald Market, Texas Christian University: assistant professor of finance, University of 
Arkansas. 

Patrick A. Martinelli: instructor in economics, U.S. Air Force Academy. 
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William F. Matlack: assistant professor of economics, Claremont Men's College. 

John J. McCall: associate professor of management science, Graduate School of Business, 
University of Chicago, April 1, 1966. 

Joan M McCrea, Hollins College: assistant professor of economics, Arlington State Col-: 
lege, University of Texas. 

William McElroy: instructor in economics, Georgetown University. 

John McGee: visiting professor, department of economics, University of Washington. 
Te oseph P. McKenna: professor of economics, College of Business, Virginia Polytechnic 

itute. 

Charles A. Mecimore, University of Alabama: assistant professor, department of account- 
ing, University of Alabama. 

Paul Medow : associate professor, New School for Social Research. 

Dileep R. Mehta: assistant professor of banking and finance, Graduate School of Business, 
Columbia University. 

David R. Miller : assistant professor of economics, Syracuse University. 

Merton H. Miller: Edward Eagle Brown professor of banking and finance, Graduate 
School of Business, University of Chicago. 

Bridger M. Mitchell: assistant professor of economics, Stanford University. 

Glen H. Mitchell, Southern Illinois University: professor of business administration and 
economics, New Mexico State University. 

Morris E. Morkre, Northwestern University: instructor, department of business and eco- 
nomics, Illinois Institute of Technology. 

Donald G. Morrison: assistant professor of marketing, Graduate School of Business, 
Columbia University. , 

Randall I. Mount, Purdue University: assistant professor of economics, College of Busi- 
ness Administration, Kent State University. 

Robert A. Mundell: professor, department of economics, University of Chicago. 

Bernard Munk: assistant professor, department of economics, University of Michigan. 

John M. Munro, Indiana University: assistant professor, department of economics and 
commerce, Simon Fraser University. 
us W. Murray: assistant professor, department of economics, University of New 

Co. 

Seiji Naya: assistant professor of economics, University of Wisconsin. | 

Jürg Niehans: professor of political economy, Johns Hopkins University. 

Fred Nordhauser : instructor in economics, U.S. Air Force Academy. 

Vahid F. Nowshirvani: research staff economist and lecturer, department of economics, 
Yale University. 

Ben Okner, President's Council of Economic Advisers: assistant professor of economics, 
Ohio State University. 

Tsvi Ophir: visiting associate professor of accounting and business economics, Graduate 
School of Business, University of Chicago, 1966-67. 

Daniel Orr, University of Chicago: associate professor, department of economics, Univer- 
sity of California, San Diego. 

Thomas J. Orsagh: assistant professor, department of economics, University of North 
Carolina. 
- Joseph A. Pechman, Brookings Institution: Irving Fisher visiting research professor, de- 
partment of economics, Vale University. 

Sam Peltzman, University of California, Los Ángeles: research fellow, National Bureau 
of Economics Research, 1966-67. 

Jerry Petr, Indiana University : assistant professor, department of economics, University of 
Nebraska, 1966-67. 
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S. James Press: associate professor of statistics, Graduate School of Business, University of 
Chicago, April 1, 1966. 

Aline O. Quester: instructor, department of economics, Boston University, 1966-67. 

David L. Rados: assistant professor of marketing, Graduate School of Business, Columbia 
University. 

Muhammad A. Rahman, University of Hawaii: visiting research associate, department of 
economics, Yale University. 

Denis T. Raihall: assistant professor, College of Business and Economics, University of 
Delaware. 

Kadiyala K. Rao: assistant professor, department of economics, Wayne State University. 

J. F. Reichert, Royal Military College: instructor, department of economics and com- 
merce, Simon Fraser University. | 

L. Winston Ring: assistant professor of marketing, Graduate School of Business, Co- 
lumbia University. 

R. Richard Ritti: associate professor of behavioral science, Graduate School of Business, 
Columbia University. 

Alice Rivlin, Brookings Institution: deputy assistant secretary for program coordination, 
Department of Health, Education and Welfare. 

Kong Kyun Ro: visiting assistant professor, department of economics, University of 
Pittsburgh. 

Sidney E. Rolfe: visiting professor, New School for Social Research. 

Paul Roman: assistant professor, department of economics, St. Louis University. 

Murray N. Rothbard: associate professor, department of economics, Polytechnic Institute 
of Brooklyn. 

Jerome Rothenberg: professor, department of economics, Massachusetts Ynstitute of 
Technology. 

Thomas J. Rothenberg, Northwestern University: acting associate professor, department 
of economics, University of California, Berkeley. 

Dick Rottman, Arizona State College: associate professor of insurance, University of 
Arkansas. 

Nancy Ruggles, Yale University: research staf member, National Bureau of Economic 
Research, 

Richard Ruggles, Yale University: research staff member, National Bureau of Economic 
Research. 

Emiko Sakurai, University of Iowa: assistant professor of management, University of 
Arkansas. 

Joan Sato: assistant professor, department of economics, University of New Mexico. 

Richard Schramm: assistant professor of banking and finance, Graduate School of 
Business, Columbia University. 

Carl C. Schwan, Jr., Vanderbilt University: research department, Industrial Nucleonics 
Corporation, Columbus, Ohio. 

Stuart O, Schweitzer: assistant professor, department of economics, Wayne State Uni- 
versity. 

Thomas T. Sekine, University of Birmingham: assistant professor, department of eco- 
nomics and commerce, Simon Fraser University. 

Donald E. Sexton, Jr.: assistant professor of operations research, Graduate School of 
Business, Columbia University. 

David L. Shapiro: acting assistant professor, department of economics, University of 
California, Los Angeles. 

Edward Shapiro, University of Detroit: associate professor, department of economics, 
Wayne State University. 
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Judith C. Shapiro, London School of Economics: assistant professor of economics, Uni- 
versity of Washington. 
Ansel M. Sharp, Oklahoma State University: economic advisor, Ministry of Planning and 
Development, Kenya, Africa. 
Lawrence H. Shaw: assistant professor of economics, Vanderbilt University. 
Arthur S. Shenfield: visiting professor of economics, Graduate School of Business, Uni- 
versity of Chicago, autumn quarter 1966. 
James Sherbaniuk, University of Manitoba: assistant professor, department of economics 
and commerce, Simon Fraser University. 
Jagdish N. Sheth: assistant professor of marketing, Giadiine School of Business, Colum- 
bia University. 
Joseph Shister, State University of New York at Buffalo: member of the New York State 
Board of Mediation. 
Robert D. Shriner, University of Oklahoma: research associate, Division of Business and 
Economic Research, University of Wyoming. 
Ammar Siamwalla: research staff economist, department of economics, Yale University. 
Alvin J. Silk: assistant professor of marketing, Graduate School of Business, University 
of Chicago. 
Larry D. Singell, Bowling Green State University: assistant professor, M of eco- 
nomics, Wayne State University. 
Neil M. Singer, assistant professor of economics, University of Maryland. 
Arthur A. Sloane: associate professor, College of Business and Economics, University of 
Delaware. ! 
Alan Sorkin: lecturer, department of economics, Goucher College. 
Jean-Robert Spichiger: assistant professor in economics, University of Puerto Rico. 
Robert N. Stearns, Yale University: instructor in economics, Ohio State University. 
Frank G. Steindl, Oklahoma State University: visiting research economist, Federal Re- 
serve Bank of Cleveland, 1966-67. 
Matthew A. Stephenson: assistant professor, department of economics, College of Business, 
Virginia Polytechnic Institute. 
Daniel E. Strayer: instructor in economics, U.S. Air Force Academy. 
W. Craig Stubblebine: associate professor of economics, Claremont Men's College. 
J. Dirck Stryker: research staff economist and lecturer, department of economics, Yale 
University. 
Sam Sydneysmith, North Carolina State University: assistant professor, department of 
economics and commerce, Simon Fraser University. 
Russel A. Taussig: associate professor of accounting, Graduate School of Business, Co- 
lumbia University. 
Phillip Taylor, Lamar State College of Technology: assistant stares of general business, 
University of Arkansas. 
- Henry Thomassen: associate professor of economics, Emory University. 
Edgar H. Thornber: research associate, Graduate School of Business, University of Chi- 
cago, July 1, 1966. 
George S. Tolley, North Carolina State College: professor, department of economics, 
University of Chicago. 
John F. Trainor: instructor in economics, Washington State University. 
A. Dale T'ussing : assistant professor of economics, Syracuse University. 
Dan Usher: assistant professor of economics, Graduate School of Business, Columbia Uni- 
versity. 
J. F. Vallery, Jr., University of Tennessee: lecturer, department of economics, University 
of Alabama. 
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John M. Vernon: assistant professor, department of economics, Duke University. 

Hugh D. Walker, Vanderbilt University: assistant professor of economics, Indiana Uni- 
versity. 

Gary Walton, University of Washington: assistant professor of economics, Ohio State 
University. 

‘Leon Wegge: department of economics, University of California, Davis. 

William D. Wells: professor of psychology and marketing, Graduate School of Business, 
University of Chicago. 

Harold R. Williams, University of Nebraska: assistant professor of economics, College of 
Business Administration, Kent State University. 

T. David Williams, Northwestern University; lecturer in economics, University of Malawi. 


Charles R. Wolf: assistant professor of banking and finance, Graduate School of Business, 
Columbia University. 


Robert J. Wolfson : professor of economics, Syracuse University. 


Henry W. Woudenberg, Jr., Michigan State University: assistant professor of economics, 
College of Business Administration, Kent State University. 


Kunio Yoshihara: assistant professor, department of economics: University of Michigan. 


John P. Young, Division of Finance, Department of State: visiting puit of economics, 
Claremont Men's College, 1966-67. 


David B. Zenoff: assistant professor of International business, Graduate School of Busi- 
ness, Columbia University. 


John A. Zerby: lecturer, department of economics, University of Sydney, Australia. 


Leaves for Special Appointments 
Kenneth J. Arrow, Stanford University: visiting professor of economics, Massachusetts 
Institute of Technology, autumn 1966-67. 
Werner Baer, Vanderbilt University: professor, Faculty of Economics, University of Sao 
Paulo, Brazil, 1966-67. 
Donald C. Bartholomew, University of Missouri at Kansas City: program economist, 
Seoul, Korea, 1966-67. 


Barbara Bergmann, University of Maryland: Administration for International Develop- 
ment, 1966-67. 

Edward C. Budd, Pennsylvania State University: Office of Business Economics, U.S. De- 
partment of Commerce, 1966-67. 

Carl F. Christ, Johns Hopkins University: visiting professor, University of Essex, Eng- 
land, 1966-67. 

Joseph S. Chung, Illinois Institute of Technology: Fulbright lecturer, Seoul National Uni- 
versity, Korea, 1966-67. 

Roger Dehem, Laval University: visiting professor, department of economics, Queen's 
University, autumn 1966-67. 

William G. Dewald, Ohio State University : consultant, Reserve Bank of Australia, Sydney. 

James E. Dugan, University of Colorado: Fulbright lecturer, Liberia, 1966-67. 

Robert À. Flammang, Louisiana State University : visiting professor of economics, National 
University of the South, Bahia Blanca, Árgentina, spring 1967. 

Walter Galenson, University of California, Berkeley: visiting professor of economics and 
industrial and labor relations, Cornell University, 1966-67. 

Ronald B. Gold, Ohio State University: Harvard University project, AID, Chilean Minis- 
try of Finance. 


Seymour S. Goodman, Tulane University: visiting associate professor of economic de- 
velopment, University of Istanbul, Turkey, spring 1967. 


1022 THE AMERICAN ECONOMIC REVIEW 


Douglas H. Graham, Vanderbilt University: professor of economics, Vargas Foundation, 
Rio de Janeiro, 1966-67. 

Gerald K. Helleiner, University of Tonorto: senior research fellow and director, Eco- 
nomic Research Bureau, University College, Dar es Salaam, Tanzania, 1966-67. 

William F. ‘Hellmuth, Oberlin College: research professor and director, Economic Research 
Bureau, University College, Dar es Salaam, Tanzania, February-August 1966. 

Bert Hoselitz, University of Chicago: visiting professor, University of California, Santa 
Cruz, winter quarter 1966-67. 


Paul Luey, University of Hong Kong: visiting fellow, department of economics, Research 
School of Pacific Studies, Australian National University, June to November 1966, 

Roland N. McKean, University of California; Los Angeles: visiting professor, Harvard 
University, second semester. 

George G. S. Murphy, University of California, Los Angeles: visiting senior lecturer, Uni- 
versity of Colchester, Essex, 1966-67. 


J. Carter Murphy, Southern Methodist University: special field staff, Rockefeller Foun- 
dation, Bangkok, Thailand, 1966-67, 


Sam Peltzman, University of California, Los Angeles: National Bureau of Economic Re- 
search, New York, 1966-67. 


Joseph D. ‘Phillips, University of Illinois: Harvard Advisory Group, Buenos Aires, 1966-68. 
David Robinson, University of Árkansas: Fulbright lecturer, Finland, 1966-67. 


Marvin E. Rozen, Pennsylvania State University: senior research adviser, Pakistan Insti- 
tute of Development Economics, 1966-68. 


Gian S. Sahota, Vanderbilt University: professor of economics University of São Paulo, 
Brazil, 1966-67. 


Frederic C. Shorter, Princeton University: social sclence consultant, Ford Foundation in 
Turkey. 


Robert F. Smith, Louisiana State University: curriculum director, American Institute for 
Free Labor Development program for South American labor specialists, Loyola. University, 
1966-67. 


Anthony M. Tang, Vanderbilt University: visiting professor of economics, Chinese Uni- 
versity of Hong Kong, Vanderbilt Overseas Professorship Program. 


Milton C. Taylor, Michigan State University: fiscal adviser to the government of Nigeria, 
research and graduate instruction, University of Ibadan, 1966-67. 


Joseph M. Thorson, Southern Illinois University: to organize & business school at the 
University of Liberia, under the auspices of Cornell University's AID program, 1966-68. 


Oliver E, Williamson, University of Pennsylvania: special economic adviser to the As- 
sistant Attorney General, 


Resignations 
Richard Ablin, State University of New York at Buffalo. 
David S. Ball, Vanderbilt University. 
John M. Brazzel, U.S. Air Force Academy, December 1965. 
Willard Carleton, New York University. 
Robert S. Carlson, Graduate School of Business, Columbia University. 
Eaton H. Conant, Graduate School of Business, University of Chicago, August 31, 1966. 
Gerald L. Duskin, Rutgers—The State University. 
Daniel O. Fletcher, Ohio State University. 
Harold W. Fox, Rutgers—The State University. id 
Peter G. Franck, Robert College, Istanbul. 
Lewis P. Freitas, Graduate School of Business, Columbia University. 
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Donald F. Gordon, University of Washington. 

David G. Greene, Rutgers—The State University. 

Randall B. Haydon, Kent State University, August 1966. 

Claude Hillinger, State University of New York at Buffalo. 

Charles 'T. Horngren, Graduate School of Business, University of Chicago, June 30, 1966. 
Eugene Lerner, Graduate School of Business Administration, New York University. 
Meno Lovensteln, Ohio State University. 

W. David Maxwell, Tulane University. 

Jora R. Minasian, State University of New York at Buffalo. 

Wayne L. Mock, Graduate School of Business, Columbia University. 

A. Monroe Moore, Rutgers—The State University. 

Richard F. Muth, Graduate School of Business, University of Chicago. 

Dominic F, O'Keefe, School of Commerce, New York University, September 1, 1966. 
Edward F. Renshaw, University of North Carolina. 

Rubin Saposnik, State University of New York at Buffalo. 

Ira O. Scott, Jr., Graduate School of Business, Columbia University. 

George B. Simmons, Graduate School of Business, Columbia University. 

William Swift, Temple University. 

J. Van Fenstermaker, Kent State University, July 1966. 

Theodore Voyadjis, State University of New York at Buffalo. 


Miscellaneous 


Jacob Marschak, emeritus professor of economics and business administration, University 
of California, Los Angeles, recalled to service, 1966-67. 

Dudley F. Pegrum, emeritus professor of economics, University of California, Los Angeles, 
recalled to service, 1966-67. 


SIXTY-THIRD LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN AMERICAN UNIVERSITIES 
AND COLLEGES 


The present list specifies doctoral degrees conferred during the academic year terminating 
June 1966. Abstracts of many of the dissertations are supplied. This list excludes theses 
undertaken in the same period. 


General Economics; Methodology 
Lawrence A. Boland, Ph.D. Illinois 1966, On the methodology of capital theory. 


Price and Allocation Theory; Income and Employment Theory; 
History of Economic Thought 


Anman M. Ar-SAMARRIE, Ph.D. George Washington 1966. Inequality of the size distribu- 
tion of family money income: interstate comparison. 

'The dual aims of this study are to explain interstate variations in income inequality in 1949 
and 1959, and to analyze the resulting changes in income concentration during this period. 
Income inequality is measured by Gini's concentration ratio, as based on the Lorenz Curve. 
Income refers to pretax money income received by families in each of the 48 states of the 
continental United States and the District of Columbia, published in the United States 
Census of Population, 1950 and 1960. Among the ten explanatory variables tested in a cross- 
section analysis, using a linear multiple-regression correlation model, five are found to be 
significantly related to the regional variations in income concentration: property income as 
per cent of total personal income; the proportion of total income originating in agriculture; 
the level of education measured by the median school years completed by adult persons; the 
proportion of nonwhite persons in state population; and the extent of labor participation 
in the state economy measured by per capita civilian employment. There was a tendency 
for the states to become more similar in the size distribution of their family incomes during 
the ’fifties, and this convergence phenomenon is associated with comparable movements in 
several other key state economic and demographic variables. 

Hxeosumi Arsumm, Ph.D. Rochester 1966. The efficient capital accumulation in open models. 

It is proved that a balanced growth path with maximal sustainable consumption has the 
normative significance that, if society maximizes the sum of per capita utility over time, then 
every optimal path converges to this balanced path. Open-growth models with labor force 
explicit, such as a neoclassical model, Mrs. Robinson’s simple model, and a dynamic Leontief 
model, are used in the analysis. 

Ricearp E. ArrivgEH, Ph.D. Yale 1966. Estimation of a fixed coefficients vintage model of 
projection. 

ALBERT BooKBINDER, Ph.D. Fordham 1966. Money and ex ante investment as determinants 
of aggregate demand. 

RowNArp Bnurrro, Ph.D. Brown 1966. Linear programming and the theory of investment. 

ANTONIO CaxACHO, Ph.D. Minnesota 1965. Alternative concepts of informational efficiency 
in resource allocation mechanisms. 

ANTHONY S. CAMPAGNA, Ph.D. Rutgers—The State University 1966, Expectations and the 
investment function. 

An empirical study attempts to integrate expectations into an investment function via a 
model of investment appropriations as opposed to the more usual investment expenditures. 
Cross-section firm data of capital appropriations provided by the National Industrial Con- 
ference Board for the years 1956 and 1961 for seven industries are used to examine statisti- 
cally the importance of selected financial variables in explaining capital appropriations. 
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M. V. Caan, Ph.D. New York (Buffalo) 1966, Technical progress, production functions and 
economic growth. 


The existing literature on one-sector growth models appears to suggest that unless tech- 
nical progress is Harrod-neutral, it is impossible for the economy to exhibit steady propor- 
tionate growth in the long run. The present research attempts to investigate the shape and 
form of aggregate production function which would enable the system to exhibit steady 
proportionate growth even when the conditions of Harrod neutrality are not satisfied. Its 
equilibrium characteristics and the economic implications are critically evaluated. The 
analysis is extended to include the possibilities of nonexponential growth in technology and 
labor force. 

GILBERT A. Caurcumr, Ph.D. Indiana 1966. Location and its relation to output: a sensi- 
tivity analysis. 

Bruno Contini, Ph.D. Carnegie Inst. Technology 1966. Models of restricted bargaining for 
organizations with multiple objectives. 

This concerns the design of a resource allocation decision-making scheme for organizations 
that have partially conflicting objectives. The particular method examined is a restricted 
bargaining approach which yields an unambiguous solution with the following properties: 
(1) it is reached by spontaneous agreement among the group members; (2) it is Pareto- 
optimal; (3) it guarantees a lower bound to each individual’s utility. The basic idea of the 
method is to provide incentive for all group components to engage in a bargaining process 
that consists of making concessions from an initial set of demands until agreement is reached. 
A mathematical model is formulated and examined in terms of its implications for organiza- 
tional behavior and problems of market equilibrium in an exchange economy. 

Joun A. Covonraw, Ph.D. Catholic 1965. The contributions of Frank Albert Fetter (1863- 

1949) to the development of economic theory. 

MicmagnL Davenport, Ph.D. Pennsylvania 1965. Corporate savings behavior: & cross- 
section analysis, 

Miceart Erswer, Ph.D. Wisconsin 1965. William Morris Leiserson: economics in action. 

Monuawrp Er-Hopm:r, Ph.D. Minnesota 1966. Optimality criteria of economic growth as 
examples of optimal resource allocation over time. 

A micro-economic model of growth is formulated. Optimality here means maximizing a 
functional whose arguments are the integral of an instantaneous utility function over time 
and (variable) terminal time and stocks, subject to feasibility. Under concavity and inde- 
pendence optimality implies the existence of a price-rental path such that producers always 
maximize instantaneous profits. This is shown by using ancient results from calculus of vari- 
ations. Existence of an optimal program is also established. 

James P. Ganver, Ph.D. California (Berkeley) 1966. Economics of the growth of the firm. 
Marcorw S. Goren, Ph.D. Claremont 1966, A review of major themes in the structural 
unemployment hypothesis: an empirical investigation of the disaggregated manufacturing 

sector, 1948-1960. 

The postwar behavior pattern of production-worker employment in U.S. manufacturing 
reveals a diverse pattern. One group of industries has been relatively stagnant or has ex- 
perienced an irregularly declining employment trend; another group has achieved an upsurge 
in employment. The object of this study is to seek an explanation for that employment 
diversity by analyzing the three major arguments by advocates of structural unemployment: 
(1) technological change; (2) demand transformation; and (3) market power. 

RicHarp Gonce, Ph.D. Wisconsin 1966. The development of John R. Commons system of 
thought. 

MicHAEL J. Goorzxkrr, Ph.D. Purdue 1966. The Corn Laws and Ricardian economics: a 
modern treatment. 

Nits H. Haxansson, Ph.D. California (Los Angeles) 1966. Optimal investment and con- 
sumption strategies for a class of utility functions. 

Rosert J. Harz, Ph.D. Iowa 1966. A multi-stage model of the firm. 
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RosERT S. Horsgook, Ph.D. California (Berkeley) 1965. Alternative models of consumer 
behavior: the permanent income hypothesis and the life cycle hypothesis. 


Youns P. Joun, Ph.D. Washington 1966. The demand for air travel. 


A theory of demand incorporating time and money budget constraints Is formulated to 
estimate airline passenger demand. An estimating model is constructed and Jeast-squares 
estimates are made utilizing both time series and cross-section data. Price elasticity is found 
to be greater than one, and income elasticity to be close to unity. 

Joan G. Keane, Ph.D. Pittsburgh 1965. Analysis of United States beer demand 1935-1964 

with emphasis on 1945-1961. 

CuuLsooN KHANG, Ph.D. Minnesota 1965. A neoclassical growth model of a resource-poor 
open economy. _ 

Bury F. Krxer, Ph.D. Tulane 1965. The concept of human capital in pen history of eco- 
nomic thought. 


To measure the wealth-producing factor “human capital" requires a unit of measurement 
and since most economic values ure measured in terms of money, a number of economists are 
assigning monetary values to human beings. They are, moreover, attempting to determine 
precisely what investment activity comprises human-capital formation, and to set forth an 
analytical framework within which the concept may be investigated. A survey of the litera- 
ture reveals that this concept is not new. Beginning with William Petty, the literature has 
been investigated to determine primarily who considered human beings as capital and the 
motives and procedures for valuing them in monetary terms, An attempt has been made to 
sketch the history of the philosophy underlying such evaluation. 


Feno Y. Lee, Ph.D. Michigan State 1965. Econometric analysis of the demand for basic 
living materials in Japan. 

Ricsard E. Leviran, Ph.D. Harvard 1966. Demand in an oligopolistic market and theory 
of rationing. 


Rorr R. Manter, Ph.D. Yale 1966. Toward a constructive proof of the existence of equi- 
librium in a competitive economy. 


Tuowas H. Mayor, Ph.D. Maryland 1965. The sources of decline in the United States 

capital-output ratio, 1869-1958. 

The real aggregate capital-output ratio from 1869-1958 was reasonably stable except for a 
relatively brief interval after the 1920’s when the ratio fell significantly. Neither capital- 
saving technological progress nor changes in the supply of saving—two popular hypotheses— 
appears able to explain the decline. More important are changes which affected the user cost 
of capital—increases in the relative price of capital goods, in the rate of depreciation, and 
especially in the tax rate. 

Joan L. McEnrazrer, Ph.D. Boston College 1965. A theoretical and statistical analysis of 
the effects of changes in income distribution in the U.S. on the consumption function. 


The thesis attempts to measure the impact of changes in family income distribution since 
1950 on several recently fitted quarterly consumption functions, Eight measures of income 
distribution were added as final independent variables to three aggregate consumption 
functions closely related to the absolute and relative income hypotheses. Some income dis- 
tribution variables significantly reduce the unexplained variation in consumption. The thesis 
also contains a review of aggregate consumption theory and early attempts to measure and 
illustrate income distribution changes. 


Arr I. Meany, Ph.D. California (Berkeley) 1965, Constant vs. nonconstant production 
elasticities among firms. 
Yasuo Murata, Ph.D. Stanford 1965. Embodied technical progress in a multisectoral 
economic growth model. 
This dissertation extends the substitution theorem to a dynamic system where capital goods 
are classified not only in terms of kind but also in terms of vintage, assuming that each 
industry has a Cobb-Douglas type of production function. Then the existence of a unique 


balanced growth of production is proved both in abstraction from technical change and in 
case of technical progress. 
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Kerra Punes, Ph.D. Washington 1965. Some tests of simple aggregate expenditures 
models. 

This study utilizes modern econometric methods to test the predictive power of a naive 
quantity theory as compared to a simple expenditures model of aggregate economic activity. 
On the basis of the evidence the former is clearly preferable. 

J. EuckNxz Porrrer, Ph.D, Yale 1966. Planning economic growth capital-labor substitution 
and foreign-aid. 

Jorn Porxin, Ph.D. Pennsylvania 1965. Interfirm difference in direct-investment behavior 
of U. S. manufacturers. 

Josx E. Rox, Ph.D. Western Reserve 1966. Short-run cost and supply curves in auto- 
mation and implications for the theory of the firm. 

A presentation of short-run cost behavior in automation, and a consideration of the in- 
dustrial conditions of automated production. The consequences of automation on pricing 
and competition are also discussed. 

EYTAN SHESHINSXI, Ph.D. Mass. Inst. Technology 1966. Essays on the theory of produc- 
tion and growth. 

Carvin D. Sresert, Ph.D. California (Berkeley) 1966. A micro-econometric study of fixed 
capital investment behavior. 

Marvin R. SNowBaRGER, Ph.D. Michigan 1966. An interaction analysis of consumer durable 
expenditures. 

Panir E. Sorensen, Ph.D. California (Berkeley) 1966. Edgeworth on monopoly, taxation, 
and international trade. 

MATTHEW A. STEPHENSON, Ph.D. Tulane 1965. The role of technological change in the En- 
lish Classical school of economics. 

This study examines the view of the English Classical economists from Adam Smith to 
John Stuart Mill on technological change and the movement of the economy toward a 
stationary state where capital accumulation and population growth cease. Ricardo's view 
that technology did not prevent historically diminishing returns to labor and capital in agri- 
culture is compared with the emphasis on technology of the other Classicists. 

Davm W. Stevens, Ph.D. Colorado 1965. Capital as a determinant of economic growth: 
allocation in a tri-ethnic community. 


Tan A. Srewarr, Ph.D. Cornell 1966. A quarterly econometric model of the Canadian 
economy 1951-1962. 


After a review of the actual events of the period and of the literature pertaining to the 
workings of fluctuating exchange rate systems a model containing 51 endogenous variables 
is estimated by two-stage least-squares. Impact multipliers are derived from the model and a 
test run of the model’s ability to generate the course of endogenous variables over a thirteen 
quarter intra-sample period. Simulations are run of various alternative policies over the 1958 
to 1961 period. 


Vincent Tarascro, Ph.D. Rice 1966. Pareto’s methodological approach to economics: a 
study in the history of some scientific aspects of economic thought. 


The purpose of this study is to establish the place of Vilfredo Pareto in the contemporary 
methodological issues of his time, and to evaluate his contribution toward making economics 
more scientific. The major conclusion of this study is that the economics profession has, to 
a remarkable extent, adopted Pareto’s methodology. This contribution has been implicitly 
recognized in evaluations of Pareto’s work but has not heretofore been accorded the explicit 
attention it deserves, 


Mau S. Tsar, Ph.D. Southern Minois 1966. Models of optimal bond investment decision 
under uncertainty. 

For each bond in the portfolio, the author determines the quantities to bury, to sell and 
to hold in each of a sequence of time periods. The models are dynamic quadratic program- 
ming models. The possible objectives of the investor are specified, the initial prices and cou- 
pon rates on the bonds are assumed known and so are the future prices and their probabili- 
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ties. After the optimal quantities to buy, to sell and to hold are found, the author discusses 

the properties of the solutions. i 

Anprew G. Verzuu, Ph.D. Boston College 1965. Explanation of net new appropriations 
for expenditures on new plant and equipment for total manufacturing. 

This thesis tests the hypothesis that variables which have been used to explain actual 
expenditudes on new plant and equipment can be used to explain the variation in net new 
capital appropriations. The period tested is 1953 through 1962. 

THaver H, WarxiNs, Ph.D. Colorado 1965. A generalized naive model for the variables of 
the national income accounts. 


Economic History; Economic Development; National Economies 


MANUEL ÁvILLA, Ph.D. Pennsylvania 1965. Interregional inequalities and economic under- 
development. 

Jonn D. Bovp, Ph.D. Washington 1966, Technological change, population growth and the 
distribution of income between developed and underdeveloped countries. 

This study attempts to provide empirical content for a formal theoretical analysis of the 
effect of growth on the terms of trade. It finds, under reasonable assumptions about real 
world parameters, that a world-wide increase in real output of one per cent will result in an 
increase of real income of no less than .9 of one per cent in the underdeveloped nations. 
Maro S. BRopERSOEN, Ph.D. Harvard 1966. A multiregional input-output analysis of the 

Argentine economy. 

Mouwarrak C. CEanrAg, Ph.D. Oklahoma 1965. Economic development and planning in 

Syria, 1950-1962. . 

Jonn H. CmarwaN, Ph.D. Colorado 1965. The effects of trade pattern changes on regional 
input-output analysis. 
CuxisrorHER K., Cracur, Ph.D. Harvard 1966. Economic efficiency in Peru and the United 

States. : 

Francisco DE NapAr, Ph.D. Boston College 1966. The industrial development corporation, 

& case study : the National Institute of Industry in Spain. 

Jorce Freyre, Ph.D. Yale 1966. External and domestic financing in the economic develop- 
ment of Puerto Rico; analysis and projections. 


Azan G, GREEN, Ph.D. Harvard 1965. Regional aspects of Canada’s economic growth. 


José S. Gurrerrez, Ph.D. Iowa (Ames) 1966. Regression analysis of cross-section survey 
data for planning an evaluation of economic development programa. 


Ricsard Hysz, Ph.D. New York 1966. Economic factors in the unification of sovereign 
states, 


Jacx L. Kwvusxr, Ph.D. Colorado 1965. An analysis of German development aid. 


Yoon T. Kuarx, Ph.D. Minnesota 1966. A comparative study of economic development 
between South and North Korea during the post-Korean war period. 


The economic development contrasts between free South and communist North Korea 
are examined by comparing the growth rates of national income, industrial ‘outputs, capital 
formation and finance, and by comparative performances in individual industries covering 
agriculture, mining, manufacturing, electric power, transportation, education and foreign 
trade. Also included are analyses of production functions of individual industries (South 
Korea alone), sources and uses of foreign aid and the comparison of standards of living. 
Pono S. Lez, Ph.D. Yale 1966. The doctrine of balanced growth: with special reference to 

Japan, 1878-1918. 

Mem Merrav, Ph.D. New School 1966. Technological dependence, monopoly and the 
limits to capitalist growth. 


Davi J. MrsgxiN, Ph.D. Illinois 1966. The American colonial wine industry: an economic 
interpretation. 
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Enwarp H. Moscovirca, Ph.D. Mass Inst. Technology 1966. Urban-rural investment al- 
location in Venezuela. 


Francis Mwa, Ph.D. Pittsburgh 1965. Decision rules for optimal tax policy with illus- 
trations from Kenya’s experience as to their practical application. 

PxuLrP A. Newer, Ph.D. Brown 1966. Multisector models of economic growth with appli- 
cations to the Latin American experience. 


The single sector, neoclassical model of economic growth is extended to the small open 
economy which can trade securities at a fixed rate of interest. Interest payments and receipts 
are accounted for, so domestic product and national income are separately distinguished. 
Their ratio converges in the limit if certain stability conditions are met. Self-excitation of a 
borrowing-repaying-lending sequence is a consequence of certain imbalanced growth states. 
SE-HAnx Park, Ph.D. Washington (St. Louis) 1965. An analysis of regression estimators 

for urban employment multipliers and their application to the employment impact of the 

aerospace industry in the St. Louis SMSA. 


The primary purpose of the study is to develop a framework for urban employment multi- 
plier analysis, and to estimate, through multiple regression and correlation differential em- 
ployment impacts on the St. Louis SMSA economy resulting from monthly variations in the 
activity levels of major export industries and the area investment sector during the period of 
January 1958 to June 1964. 


RicHagD W. Parks, Ph.D. California (Berkeley) 1965. An econometric model of Swedish 
economic growth, 1861-1955. 


RAMANBHA: C. Parer, Ph.D. Southern California 1966. Applications for stochastic processes 
to economic development, 


Barry W. PoursoN, Ph.D. Ohio State 1965. Value added in manufacturing, mining, and 
agriculture in the American economy from 1809 to 1839. - 


This study may be viewed as a first step toward a comprehensive measure of the 
growth of the American economy from 1809 to 1839. Because of the nature of the 
data the study is confined to the three principal commodity-producing sectors—manufactur- 
ing, agriculture, and mining. The measure of performance used is value added which is 
defined as the value of output to producers’ prices less the value of materials and fuels 
directly consumed in production at delivered prices. 


RQcmanp T. Pratt, D.B.A. Indiana 1966. Theory of income generation in a region. 


RoBEeRT W. Raynsrorp, Je, Ph.D. Harvard 1966. The German experience with development 
aid, 1056-1965. 


Turopore P. Scuurrz, Ph.D. Mass. Inst. Technology 1966. The distribution of personal 
income: case study The Netherlands. 


BurkH, B. Taara, Ph.D. Claremont 1966. Planning for development in Nepal: a per- 
spective for 1965-80, 


Economic development is a recent phenomenon in Nepal, introduced after the successful 
revolution in 1951. Isolation from the rest of the world prior to this event left most Nepalese 
unaware of the changes that had taken place outside their borders over the past century. 
This dissertation represents an effort to fill the need for a long-run perspective plan for N SEDES 
within which short-run plans may be formulated, 


ARLON R. TusstNo, Ph.D. Washington 1966. Employment and wages in Japanese industriali- 
zation: a quantitative study of Yamanashi Prefecture in the Meiji era. 


This study provides the first comprehensive figures on employment and wages for an 
important part of Japan, 1868-1908. It develops a superior method for estimating total labor 
force in a preindustrial society and relates intensive use of labor force to growth. 


Huon E. UnsANTEE, Ph.D. Houston 1966. The United East India Company in the seven- 
teenth century: a twentieth century prototype. 


The writer describes the history of the United East India Company in relation to the 


1030 THE AMERICAN ECONOMIC REVIEW 


Dutch economic environment of the seventeenth century. In examining the early development 
of the Dutch East India Company, he reviews the international trade potentials of the six~ 
teenth century; the economic analytical techniques; economic analysis and economic institu- 
tions; and existing managerial, financial and productive market structures, 

` Donard R. Wxrrs, Ph.D. Southern California 1965. The United States unemployment prob- 
lem: structural or lack of aggregate demand. 


CHIOU-8SHUANG Yan, Ph.D. Purdue 1966, Technical change and investment. 


Vi-cHaNG Yin, Ph.D. Columbia 1966. Agricultural reorganization of mainland China, 1949- 
1957 : its process and effects on agricultural performance. 

Masmoop A. Zam, Ph.D. California (Berkeley) 1966. A study of wages, unemployment, 
prices, profits and productivity in Canada, 1923-39 and 1947-62. 


Statistical Methods; Econometrics; Social Accounting 


WiLLiAM R. Barney, Ph.D. George Washington 1966. An appraisal of input-output analysis 

based on a documentation of the interindustry relations study for 1947. 

The 1947 input-output program of the federal government is thoroughly documented, and 
the estimates derived from the various models developed during the program are published 
for the first time. The quality of the estimates is analyzed in terms of the structure and the 
empirical content of the models, and this analysis is integrated with other important analyses 
of the input-output method. Finally, it is shown that the effectiveness of a general model of 
national income formation can be enhanced by incorporation with an input-output model. 
JERArp R. Barnarn, Ph.D. Iowa (Ames) 1965. Design and use of social accounting systems 

in state developing planning. 

This study is concerned with the development of a comprehensive information system at 
the state and regional levels for private and public planning. A social accounting system was 
developed for the state of Iowa in the form of a 70-sector matrix to measure the real and 
financial transactions in connection with the production, consumption, accumulation and 
regional trading processes. The model includes detailed current and capital account transac- 
tions for industry, households, and government, and a system of classification converters that 
depict the functional relationships among the data to provide an integrated and comprehen- 
sive system of real and monetary flows for evaluation, analysis, and information production 
for planning purposes, 

LoweLL R. Bassett, Ph.D. Purdue 1966. The scope of the “correspondence principle” in a 
qualitative environment, 

A. Wayne Corcoran, Ph.D. New York (Buffalo) 1966. An integrated system of data analysis 
for allocation problems. ; 

Yorr Harrovskv, Ph.D. Harvard 1965, Estimation of multivariate statistics from grouped 
and missing data. 

ÁsaArOSHI Mazsniro, Ph.D. Michigan 1965. Comparison of the forecasting properties of a 
large econometric model fitted by alternative statistical techniques. 


Eustace G. Panas, Ph.D. Harvard 1966. Recent developments in social accounting. 

Ropert J. PAur, Ph.D. Arkansas 1966. Some quantitative techniques for determining per- 
formance evaluation standards for nonrepetitive activities. 

Tuomas J. RorueNsERG, Ph.D. Mass. Inst. Technology 1966. Econometric estimation with 
& priori information. 

Jocar K. Sarma, Ph.D. California (Berkeley) 1965. The application of Monte Carlo 
methods to the evaluation of small sample properties of 3-stage least-squares procedure. 


The Monte Carlo method is used to evaluate small sample properties of OLS, 2SLS, and 
3SLS estimators for eleven variations of a three equation simultaneous equation model. The 
evaluation criteria include bias, standard deviation and root mean squared error of estima- 
tion. In some cases the ranking of varlous methods is inconsistent with those of previous 
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studies, This may be due to differences in models, error specifications, sample sizes or number 
of replications. 

LawnENCE A. Surns, Ph.D. Michigan 1966. The value of the delayed call provision: a 
decision-making model, 

MANUEL SIGUENZA, Ph.D. Colorado 1965. Mathematical economics. A methodological 
evaluation. 

James, D. Sara, Ph.D. 1966. The income and wealth of top wealth holders in the United 
States, 1958. 

CHARLES G. Staton, Ph.D. Purdue 1966. Double counting bias in the wholesale price index. 

TsauH AN Su, Ph.D, Rutgers 1966. The applicability of a dynamic input-output model to 
an expanding economy. 

HuismrxEsm D. Von, Ph.D. Harvard 1966. Some techniques for studying economic inter- 
dependence. 

Heten W. H. Yun, Ph.D. Columbia 1966. The industrial statistics reporting system of 
Communist China : 1949-1958. 

Ricearp Zrno, Ph.D. Southern California 1965. An estimate of some basic parameters of 
the Moroccan economy. 


Economic Systems; Planning and Reform; Cooperation 

Mrinat K. Darra-CHAUDHURI, Ph.D. Mass. Inst. Technology 1966. Planning in à multi- 
regional economy : a case study for India. 

SALWA A. S. FAnGHALI, Ph.D. Southern California 1965. Planning under socialism and risk. 

AHMED S. IsPAHANI, Ph.D. Southern California 1966. The optimization of economic re- 
sources for economic growth in Iran. 

ABDUL F. M, Kanpogger, Ph.D. Southern California 1966, The “surplus” approach for project 
appraisal (an application to the Aswan High Dam). 

Davin A. Kenprick, Ph.D. Mass. Inst, Technology 1966. Programming investment in the 
steel industry. 

Fasst G. Kiros, Ph.D. Southern California 1966. A multidimensional interpretation of 
comprehensive developmental planning. 

Micmaz, J. Lavette, Ph.D. Boston College 1966. The Soviet image of the United States 

economy : 1953-1963. 

'This study presents the Soviet image of American business cycle history, the U.S. growth 
record, and the American experience in the utilization of labor and capital. A secondary 
purpose has been to show changes that have taken place in the Soviet image in the past ten 
years. Beginning in 1958, the need felt by Soviet economists to have a measure of their own 
economy, led to fuller use of U.S. statistics and concern for factual comparisons between 
the U.S. and Soviet economies. 

Frep D. Levy, Ph.D. Yale 1966. Economic planning in Venezuela, 
DesoranH D. MireNEovrrCH, Ph.D. Columbia 1966, Pricing and the market in Yugoslav 
economic thought. 


Business Fluctuations and Forecasting 
CHARLES MeV. Becxer, Ph.D. Arizona 1966. A comparision of specific cycles in United 

States copper output with reference cycles. 

Specific cycles in U.S. copper output since World War II were measured essentially by the 
method developed by the National Bureau of Economic Research. These specific cycles were 
then compared with the NBER reference cycles as to timing, duration, amplitude, secular 
influence and conformity. A fairly high degree of similarity was found. 

Morret J. Converse, Ph.D. Michigan 1965. An econometric study of residential construc- 

tion expenditures in the U.S. 

Marconw Dow xine, Ph.D. Pittsburgh 1965. An industry model of inflation. 
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Cuartes G, Draxe, Ph.D. Missouri 1965. Unemployment insurance as an automatic stabil- 
izer. 

In an examination of contributions, benefits, total and taxable wage data for cyclical con- 
formity the benefit series show consistently better cyclical conformity than the contribution 
series. Unemployment insurance is a reasonably satisfactory automatic stabilizer in terms of 
timing and direction of changes of values but has significant limitations in relative magnitude. 
MicEarL Keran, Ph.D. Minnesota 1966. Monetary policy and the business cycle in Japan. 

This study tests statistically, with the use of difference equations, the idea that if internal 
and external instability are consistent (e.g., internal inflation associated with external defi- 
cits), one policy tool can move the system simultaneously toward reducing external and in- 
ternal fluctuations. This study shows if external imbalance is due to internal factors, and 
response mechanisms operate with lags, monetary policy directed at reducing external insta- 
bility will actually increase fluctuations, as in Japan's case. If policy is directed internally, 
fluctuations would be reduced. 

Awa MARTIRENA-MANTEL, Ph.D. Yale 1966. A model of economic fluctuations. 

Gornon R. Sparks, Ph.D. Michigan 1965. An econometric analysis of the residential building 
cycle. 

ÁTsUsHI Suzuxi, Ph.D. Purdue 1965. Business-cycle measurement. 

KENNETH F. Watts, Ph.D. Stanford 1966. Some econometric problems in the analysis of 
inventory cycle. 


Money, Credit and Banking; Monetary Policy; Consumer Finance 
and Mortgage Credit 


LesLie M. ALPERSTEIN, Ph.D. Pittsburgh 1965, A re-evaluation of commercial banking bor- 
rowing from the Federal Reserve. 

Rosert T. ÁusEy, Ph.D. California (Los Angeles) 1965. Mexico: a study of the financial 
relationship between the government and the private sector of the economy. 

Joun W. Bav, Ph.D. Boston College 1966. Time lapse and cyclical changes in commercial 
bank investment portfolios, 1949-1961. ; 

In recent years there has been considerable controversy in the literature, both theoretical 
and empirical, over how commercial banks adjust their portfolios cyclically. The purpose 
of this dissertation is to examine the manner in which banks adjusted their portfolios 
cyclically from 1949 to 1961. Special emphasis is placed on the passage of time as a method 
of adjusting investment portfolios, The findings of the study show that the passage of time 
is an important part in bank adjustments during expansions and recessions. Changes in 
maturities of government securities due to the passage of time are an alternative to, or a 
supplement to purchases and sales of securities. 

Ben W. Borc, Ph.D. North Carolina 1966. A spectral analysis of interrelationships between 
the money stock and certain asset markets. 

Spectral and correlation analysis are applied to several economic time series representing 
percentage rates of change in a measure of the money stock (currency plus demand deposits 
adjusted), & measure of commodity prices, a measure of production, a measure of equity 
prices, a measure of income velocity of money, and several distinct measures of yields on 
various types of interest-bearing assets. The period of the analysis extends from April 1951 
to March 1965, and all series are sampled at semimonthly intervals. The aim of the study 
is to estimate leads, lags, and degrees of association between these series on both the time 
and frequency domains. 

Ricwarp L. Borster, Ph.D. American 1966. The relationship of monetary policy to the 
stock market: the experience with margin requirements. 

Margin requirements control entry into the stock market on a credit basis. In nearly all 
instances margin requirement increases have been followed by a halt in the build-up of 
security credit, a decrease in the rate of build-up, or a decline of security credit. Margin re- 
quirement reductions have been followed in nearly all cases by an increase in security credit, 
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a decrease in the rate of decline, or a halt in the decline. A similar trend in stock prices has 

usually followed somewhat later. 

Davi» Bonn, Ph.D. Yale 1966. The effects of a change in the ceiling rates on deposits at 
commercial banks. 

James A, Cacy, Ph.D. California (Berkeley) 1966. The commercial bank's demand for 
marketable assets. 

James W. CousriAN, Ph.D. Texas 1966. An approach to the analysis of the differential 
effects of monetary policy. 

Bruce C. Conen, Ph.D. Purdue 1966. Bank deposit growth by ownership type, 1951-1961. 

Ropert L. Comeau, Ph.D. Brown 1966. Financial intermediaries and Canadian monetary 
policy. 

ÁrsERT H. Cox, Ph.D. Michigan 1965. Interest on deposits of commercial banks in the 

United States: a study in financial regulation. 

Jerome C. DasNELL, D.B.A. Indiana 1965. Chain banking as a form of banking organization. 
E. E. Darrow, Ph.D. Ohio State 1965. The structure of the agricultural long-term credit 
market in Ohio. 

The purpose of this study is to gain insight into the structure of the agricultural long- 
term credit market in Ohio. Three characteristics—seller concentration, product differentia- 
tion, and barriers to entry-—are used to analyze structure. It is concluded that this market 
tends to be oligopolistic. The Markov chain process is used to project future industry volume 
for each market subgroup. The projection indicates this market will become even more con- 
centrated in the future, i 
ApoLro Diz, Ph.D. Chicago 1966. Money and prices in Argentina, 1935-1962. 

Aaron J. Dovoras, Ph.D. Stanford 1966. Studies in monetary dynamics. 


JouN A. Douxas, Ph.D. Purdue 1966. A model of commercial banking system behavior: 
an econometric predictive test. 


Doucras Fisser, Ph.D, Chicago 1965. A British test of recent developments in term structure 
theory. 

KaTHartIne H. Hstao, Ph.D. Columbia 1966. Money in Communist China: an analysis of 
structure and policy, 1953-1957. 


Davi T. Hurerr, Ph.D. Stanford 1966. A short-run model of commercial bank portfolio 
behavior. 

The portfolio behavior of nine large New York City banks in the markets for securities 
and borrowed reserves was investigated within the framework of a three-week first difference 
model, Deposits and business loans are assumed to be exogenously determined; the banks 
predict portfolio stability from the composition of deposits. Stable deposits were allocated to 
long-term securities with a lag, large interest rate elasticities were found, and the banks 
adjusted rapidly to changes in their desired portfolios. 

Epwarp A. K. Karan, Ph.D. Columbia 1966. Money and banking in Iraq, 1914-1918: a 
study in economic history. 

RoNArp A, Kroer, Ph.D. Wisconsin 1965. Inflation propagation in Argentina: a short-run 
dynamic analysis. 

Propagating factors that perpetuate the process of inflation in Argentina are investigated 
through the formulation and solution of a dynamic open-economy model that features a 
free-market “rural” sector and an administered-price “urban” sector. Quantitative and 
institutional evidence demonstrate the relevance of the assumptions of the theory to 
Argentine reality for the period 1958-64. Tests performed on an econometric version of the 
model indicate a strong probability that the postulated linear relationships indeed exist. 
CHARLES M. Linke, D.B.A. Indiana 1966. Interest rate regulation on commercial bank 

deposits : its evolution and impact in the State of Indiana. 

Parmick J. LyscH, Ph.D. Purdue 1966. Commercial bank portfolio behavior. 
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Hren F. McHvong, Ph.D. Iowa (Ames) 1965. Differentials in uses of consumer credit by 
young urban families. 

A random sample of 92 couples, married from one to three years, was interviewed in Des 
Moines, Iowa, for its uses of consumer credit in establishing households. Differentials in uses 
of consumer credit by these couples are investigated for possible relationships to social and 
economic characteristics. The couples’ credit orientations are studied as they relate to time, 
space and material aspects of living. Each such element is correlated with the composite 
variable, socioeconomic status. 

Donato McLzop, Ph.D. Columbia 1966. Some aspects of the development of the market 

for Canadian treasury bills, 1953-1062. 

Paut A. Meyer, Ph.D. Stanford 1966. Regional interest rate differentials and the structure 
of the banking industry. 
Jorn R. Morus, Jr., Ph.D. Purdue 1966. The relationship between monetary growth and 

real growth in India 1951-1964. 

Epwarp S. PransaLL, Ph.D. Princeton 1966, An econometric study of financial markets. 

This study investigates the applicability of functional models of supply and demand to the 
explanation of behavior in the vast network of financial markets in the real world. The flow- 
of-funds data of the Federal Reserve Board, covering 13 sectors of the economy and 17 
financial market instruments, are used for a period from 1962 to 1964. Three models are 
distinguished; perfect competition, limited availability of credit (lender predomination), and 
forced loans (borrower predomination), The author specifies and estimates some 72 supply 
and demand equations, 

Ricwaro H. Puckett, Ph.D. Maryland 1966. The permanent Income wealth approach to 
the demand of money; analytical and empirical aspects. 
Vrapim SALvzvN, Ph.D. Illinois 1966. The competition for personal savings deposits in 

Canada. 

RoBERT J. Saunpers, Ph.D. Kentucky 1965. Commercial bank profitability: a statistical 
study. 

SrvART G. Scip, Ph.D. California (Los Angeles) 1965. A theory of trade credit. 

Giorra Smarro, Ph.D. Rice 1966. Corporate demand for liquid financial assets, 1947-62, 

The study focuses on postwar changes in the pattern of corporate holdings of liquid 
financial assets, factors which affect such holdings, and implications for policy which the 
findings suggest. The main hypothesis is that the relative decline in the corporate demand 
for money was caused by the growth in quantity and quality of money-substitutes, higher 
costs of money resulting from tighter monetary policy, expectations of increasing economic 
stability, the growth of trade credit, and managerial and technological developments within 
firms which resulted in more efficient utilization of money. 

SAMUEL L. Sxoosrap, Ph.D. Washington (St. Louis) 1965. Effects of money substitutes on 
the flow of money income: a theoretical and empirical evaluation. 

Lawrence B. Sure, Ph.D. Harvard 1966. The postwar Canadian residential mortgage 
market and the role of government. 

Donato P. SrEGArL, D.B.A. Indiana 1965. Commercial bank savings deposit management for 
maximum profit. 

Epwarp J. Stevens, Ph.D. Yale 1966. Deposits at savings and loan associations. 


Frep M. SrRUuBLE, Ph.D. Colorado 1965. An analysis of the term structure of interest rates 
controversy, 

Francis X. Tuer, Ph.D. Fordham 1966. The demand for savings and loan shares. 

Hrrwur F. Wenvet, Ph.D. Columbia 1966. Short-rim interest rate expectations in the 
government securities markets, 

Coun Wriout, Ph.D. Chicago 1966, Saving and the rate of interest: an empirical investiga- 
tion. 
The author derives a consumption function which includes wealth, expected income, and 
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the rate of interest by assuming that individuals act as though they maximized an 5 period 
utility function, containing current and future consumption as well as wealth, subject to a 
budget constraint containing the present value of present and future income. He argues that 
the coefficient of the interest variable is an estimate of the substitution effect and finds that it 
is significantly negative, which implies that the compensated saving elasticity is significantly 
positive. 

James A. ZWERNEMAN, Ph.D. Notre Dame 1966. Credit unions in Massachusetts: a financial 

analysis. 


Public Finance; Fiscal Policy 


Jonn R. Arran, Ph.D. Princeton 1965, The income tax burden on Canadian stockholders. 
The author analyzes the difference between the burden on the corporate shareholder in 
Canada that is imposed by the present combination of corporate income tax and individual 
income tax, and the burden that would be imposed if partnership treatment were substituted. 
Computations are made for both distributed and retained earnings and for various assump- 
tions regarding the shifting of the business tax, The results are examined for their effects 
upon progressivity. 
Ronzzr J, Arrisow, Ph.D. Colorado 1966, The effect of taxes and transfer payments on the 

distribution of income: 1962. 

Henry F. Anversson, Ph.D. Southern California 1966. Effects of Swedish fiscal policy and 

planning on economic growth and stability, 1430-1964. 

Roy W. Bart, Ph.D. Kentucky 1965. Factors associated with variations in city expenditures. 
FRrpERICK E. Bawronp, Ph.D. Boston 1966. An appraisal of federal corporate income tax 

proposals from 1954 to 1964. 

Earr S. Beecurr, Ph.D. California (Los Angeles) 1965. A study of the public indebtedness 
of California. 

CHARLES F. Bonser, D.B.A. Indiana 1966. The Indiana corporate tax structure: impact and 
alternatives, 

J. Marron Carovano, Ph.D. California (Berkeley) 1965. Financing the publicly controlled 

institutions of higher education, 1949-50, 

Ronatp Durant, Ph.D. Wisconsin 1966. An analysis of the earnings dynamics of Wisconsin 

income taxpayers for the period 1948-1960. 

It is the purpose of this thesis to investigate the dynamic aspect of the personal earnings 
distribution. The results include empirical estimates of the determinants of such measures of 
earnings change as (1) the absolute and (2) the percentage change in earnings during any 
one time-period. The vehicle for the analysis undertaken in this thesis was the hypothesizing 
and testing of a multivariate regression model which analyzed the general determinants of 
the earnings dynamics of married male head-of-household taxpayers in Wisconsin and in 
the active work force during the period 1948-1960, 

Donarp L. Exzickson, Ph.D. Wisconsin 1966. The history of land taxation theory. 

‘The literature concerning economic rent and special land taxation is reviewed. The Physio- 
crats and the classical economists regarded rent of land as having qualities different from 
other forms of income. Their critics and successors emphasized similarities rather than differ- 
ences, tending to blur the valid core in the older distinction that incomes from site values of 
land invited special taxation as the best example of a pure surplus, “unearned” by a specific 
contribution to society. 

DuNcAN K. Forzv, Ph.D. Yale 1966. Resource allocation and the public sector. 

Harvey GaLreR, Ph.D. Vale 1966. The federal government expenditure process: a case study. 

DEHARAM P. Guat, Ph.D. Yale 1966. Income elasticity of the Uganda tax structure. 

CHRISTOPHER GREEN, Ph.D. Wisconsin 1966. Transfer-by-taxation: one approach to im- 
proved income maintenance, 


-The dissertation is about a method of making monetary transfer payments to low-income 
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families through the income tax system, The first five chapters are designed to explore the 

history of and provide a basis for judging the relevance of transfer-by-taxation plans such as 

the negative income tax. The last six chapters take up some critical questions which must be 

considered if transfer-by-taxation is to become a practical reality. 

Rosgert L. Harrow, Ph.D. Yale 1966. Factors affecting American state expenditures. 

James S. H. Huwrer, Ph.D. Princeton 1966. Counter-cyclical debt policy in theory and 
practice. 

'This study deals with the use of debt management by the United States in 1950-62 for the 
promotion of economic stability. It reviews theories on counter-cyclical policies of debt 
management and concludes that economic stabilization is only one of sometimes conflicting 
objectives but that debt management does have a potential for influencing spending decision. 
GURCHARAN S. Laumas, Ph.D. Wayne State 1966. The shifting of the corporation income 

tax: & theoretical and empirical study with special reference to India. 

Dan W. LYNCH, Ph.D. Kentucky 1965. The development of state and local local debt in 

Kentucky : 1890-1962, 

CuarLes E. McLuns, Jz., Ph.D. Princeton 1966. An analysis of regional tax incidences, with 
estimation of interstate incidence of state and local taxes. 

This examines, on an analytical as well as empirical level, the incidence of taxes on an 
open economy, specifically the extent to which the burden of taxes imposed by one juris- 
diction can be shifted elsewhere. It concludes that 20 to 25 per cent of the burden of taxes 
is exported, depending on whether one takes a short- or long-run view of the shifting process. 
M. EvorNE Mover, Ph.D. Wisconsin 1966. The validity of income distributions from a 

multi-year sample of Wisconsin income tax returns. 

The thesis is a critique of a new source of data on the economic behavior of households, the 
Wisconsin Assets and Income Studies’ sample of individuals who filed. Wisconsin income tax 
returns during the years 1947-1959. The data are unique in that they allow an analyst to 
follow the economic behavior of an individual through time. 

WarracE E. Oares, Ph.D. Stanford 1965. The stabilization and tax harmonization problems. 

The first part is a formal study of the stabilization problem in a federalist system with 
both central and subcentral government units. Using a model complete with financial-asset 
variables and portfolio-balance relationships, the analysis suggests that regional government 
bodies are likely to be severely constrained in their capacity to use conventional fiscal policy 
for stabilization purposes. The second part investigates tax harmonization problems between 
regions where there is interregional mobility of resources and consumer units. 

BENJAMIN A. Oxner, Ph.D. Michigan 1965. The progressivity of the personal income tax. 
Joas M. C. Orson, Ph.D. Southern California 1966. An analysis of fiscal policy dung the 

'Iruman Administration 1945-53. 

Jack W. Osman, Ph.D. Rutgers 1966. The determinants of interstate variations in state and 
local government expenditures in the United States. 

Duang W. PErTYJOERN, Ph.D, Colorado 1965. An empirical analysis of the state and local 
tax burden on homeowners in the community of Boulder, State of Colorado. 

GxonGE B. Pipor, Jr., Ph.D. Harvard 1966. The public finances of metropolitan government 
in the metropolitan "United States, 

AYYANNA RAMINENI, Ph.D. Minnesota 1966. Comparative analysis of the Kaldor Indian 
tax reforms and the Shoup Japanese tax reforms. 

Both reports recommended (1) the inclusion of capital gains in income with a proviso 
that the top bracket rate should not exceed 45 per cent, and (2) an enlargement of the per- 
sonal tax base through the introduction of a net-wealth tax, an integrated general gift tax, 
and a personal expenditures tax recommended by Kaldor only. However, the tax measures as 
enacted differed considerably when each country tried to modify the proposals to fit its 
national goals. The Indian measures, which were aimed at achieving socialistic goals, re- 
suited in operational inefficiency and adverse economic effects, In contrast, the Japanese 
measures, which were aimed toward achieving capitalistic goals, were operationally suc- 
cessful and had favorable economic effects. 
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MicmazL K. Tavssto, Ph.D. Mass. Inst. Technology 1966. The charitable contributions 
deduction in the federal personal income tax. 
Prrer A. Towsey, Ph.D. Princeton 1966, Potential GNP and discretionary fiscal policy. 
The author specifies and estimates a relatively disaggregated model of the U. S. economy 
after the war on the basis of quarterly data. Special emphasis is given to the influence of 
alternative tax policies and to an examination of existing notions of “capital output.” For 
his own estimates, nonlinear production functions are used. Endogenous explanations of 
several types of expenditures for a da and investment, as well as of employment, 
wages, and prices, are provided. 


Jacar W. WirsoN, Ph.D. 1966. An — analysis of the determinants of the United 
States Treasury Bill rating, 1953-64 : an institutional approach. 


Justis B. Zurv, Ph.D. Colorado 1965, An economic study of the postwar African experience 
with taxation, with special reference to the Republic of Uganda. 


International Economics 


Joun Q. Apams III, Ph.D. Texas 1966, Economic change, exports, and imports: the case 
of India, 1870-1960, 

PauL S. Armancton, Ph.D. California (Berkeley) 1966. Tariffs, competitiveness, and price 
elasticities of demand for imports—a study in the pure theory of international trade. 

Grorcio Basevi, Ph.D. Chicago 1965. International trade restrictions and resource allocation 
in the United States. 

Murostav BERNASEK, Ph.D. Wayne State 1966. Australian wage policy balance of payments 
and economic growth: a study of some contemporary problems. 

ELEUTHERIOS N. Borsas, Ph.D. Wayne 1966. Economic aspects of international migration: 
the case of Greek labor mobility. 


RarpH C. Bryant, Ph.D. Yale 1966. Dollar balanced and the international monetary 
system. 

ApoLro M. Cantrrot, Ph.D. Stanford 1965. Patterns of growing trade and investment in a 
growing economy. 

E. Ray CANTERBERY, Ph.D. Washington (St. Louis) 1966. A dynamic theory of international 
short-term capital flows. 

This study develops a dynamic theory of foreign exchange, with emphasis on short-term 
capital flows. Its hypothesis is that traditional foreign exchange concepts are not necessarily 
applicable in determining appropriate international monetary policy. The concept of interest- 
rate parity is re-examined in the light of recent foreign-exchange market developments. The 
new model is presented in the form of difference equations. Novel aspects in theory are de- 
veloped, and contrasted with those of the conventional covered interest-rate arbitrage func- 
tion. Spot and forward price-determination equations are solved simultaneously for exchange 
prices and for a new “interest-rate parity." Perhaps the most interesting implication of the 
model is that a policy of pegging domestic short-term interest rates will, under certain cir- 
cumstances, tend to affect the forward rate in a direction opposite to that desired. 

RonrRT P. CLARK, Jr., Ph.D. Johns Hopkins 1966, The LAFTA debate in Venezuela: a test 
case in building consensus. 

The dissertation deals with the policy of the Venezuelan government towards the Latin 
American Free Trade Association and other forms of Latin Ámerican economic integration 
from 1958 to 1965. Of special interest is the treatment of business-interest group behavior 
regarding the issue, as well as efforts by government bureaucrats to build a consensus in 
favor of joining the Association. 

Tuomas E. Davis, Ph.D. Michigan 1965. An econometric model of the Canadian balance of 
payments. 

Guy R. DeCaro, Ph.D. Maryland 1966. The effects of interest rate differentials of short- 
term capital movements. 
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STANLEY L. Dorms, Ph.D. Colorado 1965. Economic allocation of share-costs in joint inter- 
national ventures: an examination of the NATO and OECD-DAC experience. 
Tuomas P. Encer, Ph.D, Ohio State 1965. Protectionism and development. 

The objective of this study is to determine whether unrestricted international trade con- 
tributes to economic development or serves as a barrier to retard development. First, a 
systematic examination is made of the theories and policy statements, Second, recent em- 
pirical studies on the relationship of international trade to economic development are analyzed 
to determine whether they support or refute points raised by dissenting economists and the 
United Nations. Lastly, three case studies of underdeveloped nations are analyzed. Peru, 
Burma, and Jamaica were selected on the basis of differences in economic structure. The 
analysis of each nation provides an opportunity to apply trade theory and to determine 
whether commercial policy has made any identifiable contribution to economic development. 
MICHAEL GARDONE, Ph.D. Kentucky 1965, The international role of the dollar. 

SrEvEN M. Gotpman, Ph.D. Stanford 1966. Economic growth and international trade: a 
study in the theory of economic development, 

The role of primary good exports in economic growth is examined within the context of 
a three-sector model of capital accumulation and & dynamic world market. The pattern of 
production and growth is then characterized with reference to the rates of growth in do- 
mestic population and world demand and under varying assumptions regarding capital in- 
tensities of the production sectors. 

Louis G. GuapAGNort, Ph.D. American 1965, Role of medium-term export credit guaran- 
tees and insurance in financing economic development: Argentina as a case study. 

The dissertation consists of two parts: the first considers the principles of operation of 
medium-term export credit guarantee and insurance programs. In the second part guaranteed 
medium-term export credits are evaluated as a source of financing for the developing coun- 
tries and there is included a case study of Argentina’s experience with such credits during 
the years 1960 to 1962. i 
Hzuwur A, HAGEMANN, Ph.D. Harvard 1966. The supply and demand for international 

reserves. 

Kany Hartang, Ph.D. Ohio State 1965. Japan's export trade: its structure and problems. 

A comprehensive analysis is made of the problems arising from the structural changes in 
Japan’s export trade primarily from 1953-1963. Japan’s best chance to succeed in expanding 
its exports more rapidly, and thereby make possible a continued rapid growth of its economy, 
lies in its making constant and intensive efforts to: (1) improve the national competitiveness 
of its exports, especially of industrial machinery and passenger cars; (2) extend increasingly 
larger amounts of export credits at competitively low cost to underdeveloped countries; and 
(3) eliminate, through vigorous economic diplomacy, various restrictions imposed on Japa- 
nese exports. 

Waar E. HogwsrEIN, Ph.D. Oklahoma 1966. The German role in the Common Market. 

Wow Tack Hono, Ph.D. Columbia 1966, A study of the changes in the structure of many- 
facturing industry and in the trade pattern of manufactured products in Korea, Taiwan, 
and Japan. 

Kyuno Mo Hum, Ph.D. Michigan 1965. The development and prospects of Japan's trade In 

Asia. 

AsHox Kapoor, Ph.D. North Carolina 1966. Foreign collaborations in India: problems and 
prospects. 

The role of foreign collaboration is to a large measure determined by the factors pre- 
venting effective utilization of transferred rights and services (and capital). Changes in 
business and government policies could lead to & greater inflow and better utilization of 
foreign rights and services. This study attempts to determine some of the specific problems 
of interbusiness and government-business relationships and the changes in business and 
government policies that are needed in order to secure greater contribution for forelgn rights 
and services. 

Joan R. Karrix, Ph.D. Columbia 1966. The costs and benefits of belng a reserve-currency 
country: a theoretical approach applied to the United States. 
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ABDULHAY Kayoumy, Ph.D. Washington 1965. Monopoly pricing of Afghan Karakul in 
international markets. 

Karakul once was a virtual monopoly of Afghanistan, Its principal market is foreign. This 
study develops an estimating model based on standard trade theory and applies it to discover 
that Afghanistan reaped a small gain but lost a substantial share of its monopoly in world 
markets when it attempted to exploit its monopoly position. A good deal of the apparent 
gain was borne by domestic producers. 

James E. LANpzs, Ph.D. Colorado 1965. Japan and the contracting parties to the General 
Agreement on Tariffs and Trade: a case study in postwar commercial policy. 

Rocer LAWRENCE, Ph.D. Columbia 1966. Tariff preference and welfare: a study of the EEC 
and its French overseas associates. 

James L. Letrriep, Ph.D. Kansas State 1965. A study of the International Wheat Agree- 
ment: its development, negotiation, and provisions. 
The author presents the view that the outcome of the debate in the United States con- 

cerning the role of the International Wheat Agreement may have far reaching effects not 
only because of the international economic and political prominence of the United States 
but also because of her major role in the international wheat trade and generally strong sup- 
port in the past of international commodity agreements. The purpose of this case study was 
to make an objective contribution to the discussion and to offer some constructive sugges- 
tions. Following a review of relevant economic and political concepts, an attempt is made to 
answer nine relevant questions. 

Cart E. LrzpHOLM, Ph.D. Michigan 1965. An analysis of comparative advantage in the 
Indian iron and steel industry. 

YouNcinL Lm, Ph.D. California (Los Angeles) 1965. Export industries and pattern of eco- 
nomic growth in Ceylon. 

LAURENCE LYNN, Ph.D. Yale 1966. An empirical analysis of United States foreign economic 
aid and the United States balance of payments 1954-1963. 

Garr E. MaxiNEN, Ph.D. Wayne State 1966. The “pay-off” period of direct foreign invest- 
ment by the United States automotive industry, 

STANLEY V. Matcurtr, Ph.D. Pittsburgh 1965. The significance of governmental import 
quotas with special emphasis on United States trade policy. 

PapmMa MALLAMPALLY, Ph.D, Chicago 1965, The influence of relative prices on the exports 
of Germany and Japan, 1950-62. 

Tortetr MraLog, Ph.D. Columbia 1966. The United States control of petroleum imports—a 
study of the federal government's role in the management of domestic oil supplies. 

CONSTANTINE MicuHaLorouros, Ph.D. Columbia 1966. Trade and development in light of the 
Greek experience. 

Norman C. Mirvzn, Ph.D. Pittsburgh 1965. Capital lows and balance of payments theory. 

TunrLEY R. Minos, Ph.D. California (Berkeley) 1966. An inter-country comparison of the 
factors determining the cyclical behavior in Sweden, Canada, Austria, and Belgium, 1929- 
1937. 


Peter V. Mut, Ph.D. Tulane 1965, Private long-term forelgn investment in Italy, 1956-61: 
its causes and its contributions to Italy’s economic growth. 


During 1956-61 there was a ninefold increase in the annual flow of foreign private invest- 
ment into Italy. The Organization for European Cooperation and Development liberaliza- 
tions of capital movements and commodity trade, Italy’s restrictive monetary policies, the 
rapid growth of its stock prices in 1959-61, and the Swiss situation of high liquidity are 
the most important causes of the capital inflow to Italy. Sectorally, this capital is attracted 
hy Italy’s export-oriented industries. Geographically, it is concentrated in the industrialized 
North. This unbalanced regional distribution runs against the postulates of the Vanoni Plan, 
but indirectly contributes to Southern development by encouraging labor “migration” to 
the North. 


Apriranus Mooy, Ph.D. Wisconsin 1966. Primary commodity fluctuation and stabilization; 
an econometric analysis of the international tin stabilization scheme, 
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SAMUEL A. MozrEY, Ph.D. California (Berkeley) 1965. American corporate investment 

abroad since 1919. 

Jack W. Murray, Ph.D. Teras 1966. The function of reserve requirements: an international 
survey. 

bbs N. Morti, Ph.D. Pennsylvania 1966. An econometric model of the world tea 
market. 

Van Doorn Ooms, Ph.D. Vale 1966. Regionalization and export performance: a study of 
primary commodities. 

HsuN Ov-YaANo, Ph.D. New School 1966. The changes of the United States exports of manu- 
facturers, 

Trerutomo Ozawa, Ph.D. Columbia 1966. Imitation, innovation and trade: a study of for- 
elgn licensing operations in Japan. 

Ernest J. PaAvrock, Ph.D. Michigan 1965. A comparison of periodic income reporting among 
the United States, West Germany, the Netherlands and Sweden. 

WiLLIAM. Poors, Ph.D. Chicago 1966. The Canadian experiment with flexible exchange rates 

1950-62, 

Rospert Rievey, Ph.D. Syracuse 1966. Terms of trade of underdeveloped countries. 

Joun T. RowNTRZE, Jr., Ph.D. California (Berkeley) 1966. The efficiency of intergovern- 
mental grants. 

er M. ScHYDIOWBEY, Ph.D. Harvard 1966. Tariffs and national income: a policy 

m 
Epwarp H. Samarre, Ph.D. Columbia 1966. The United States oil import program: an 

evaluation. 

AuanoN H. Smarmo, Ph.D. New School 1966. British monetary policy and the balance of 
payments problem 1958-1964. 
GRAHAM. K. Seaw, Ph.D. Columbia 1966. European economic integration and stabilization 
policy. 
Jonn T. Srnorr, Ph.D. Colorado 1965. The external accounts and debt servicing of Brazil. 
Jonn W. Tanner, Ph.D. Oregon 1966. An analysis of the effect of direct foreign investment 
on foreign exchange earnings and the balance of payments of the United States. 

The purpose of this thesis is to investigate the impact of direct capital outflows on com- 
modity and service exports from the United States, and to offer an improved method of 
estimating this impact. A central issue in the study concerns the total effect of direct invest- 
ment on the foreign exchange receipts accruing to an investing country for any given period 
as a result of its past and present direct investment activity. 

Jonn E. TirroN, Ph.D. Yale 1966. International trade patterns is —— metals. 
Yasuo Usxawa, Ph.D. Rochester 1966. A study of some topics in mathematical economics. 

Part I proves a theorem on the existence of a solution to the linear programming prob- 
lem. Part IT proves theorems on existence and stability of balanced growth equilibrium with 
fixed land supplies and endogenous land-augmenting technical progress. Part III generalizes 
the factor price equalization and the Samuelson Stolper theorem to the many goods case. 
Rocer B. Urson, Ph.D. Michigan 1965. The usage of foreign capital markets by United 

States international companies. 

Jacgues VAN YPERSELE, Ph.D. Vale 1966, Sharing the defense burden among western allies. 
VrrHAL S. VARTIXAR, Ph.D. Wayne State 1966. Commercial policy of India. 
James W. Vicen, Ph.D. Ohio State 1965. Analysis of demand for wheat in the European 

Economic Community with projections to 1970 and 1975. 

The wheat economy of the EEC is examined through construction of statistical demand 
relationships for total domestic demand, demand for wheat consumed as food, and demand 
for wheat utilized as livestock feed. Equations are developed for individual countries and 
fit to data for the perlod 1951-1962 by means of multiple regression technique. Projections 
made for the years 1970 and 1975 indicate declining per capita consumption of wheat as food 
and increased utilization of wheat as livestock feed. 
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HELEN Y. WAEHRER, Ph.D. Columbia 1966. Inter-industry skill differences, labor earnings 
and United States foreign trade, 1960. 


Denis W. Warz, Ph.D. Ohio State 1965. The economic implications of free trade in agri- 
cultural products between Canada and the United States, 

The effect of tariff removal by Canada and the United States on 21 agricultural products 
is studied using least-squares multiple regression analysis. These products represent con- 
sumer items such as frozen vegetables and inputs such as corn. Estimates made for 1960 
indicate that for the majority of the commodities there would have been less than a 5 per 
cent change in trade volume, with little impact on third countries. 

HERBERT WHEELER, Ph.D. Fordham 1966. The interest arbitrage theory of forward exchange 
and the United States dollar 1959-63. 

Josera T. WHITE, Ph.D. Boston College 1966. United States direct foreign investment and 
host nation income levels. 

The hypothesis of this thesis is that direct investment by firms intending to sell output 
within the host nation is a function of the Gross National Product and that host nation. 
Correlation and regression results indicate that such a functional relation does exist for U.S. 
direct investment in the manufacturing, trade and petroleum refining sectors. There is no 
evidence of such a relationship in most extractive (export) industries or in public utilities. 
The results of this thesis also show that significant institutional changes can change the 
parameters of this function. 

H. Dav WirrLEY, Ph.D. Columbia 1966. Changes in British and German manufacturing 
productivity, 1951-1962. 

Haro R. Warums, Ph.D. Nebraska 1966. Domestic economic activity and the United 
States balance of payments. 

Sarm Yas, Ph.D. Colorado 1966. Postwar developments in the cotton economy and the 
economics of an international cotton agreement. 

YrzoNc-Hrn YEH, Ph.D. Minnesota 1965. Economies of scale, market size and degree of con- 
centration in a hypothetical common market for the ECAFE region. 

ABDULLAH ZARINNIA, Ph.D. Nebraska 1966, The adequacy of world monetary reserves with- 
in the period of 1964-1974. 

Arvip M. ZaRLEY, Ph.D. Purdue 1965. The impact of economic integration on third coum- 
tries: & case study of Canadian export shares in the British market under alternative 
courses of European integration. Business Finance; Investment and Security Markets; 
Insurance. 


Business Finance; Investment and Security Markets; Insurance 
Mozarrer AHMAD, Ph.D. Chicago 1965. Demand for life insurance. 

The purpose of this study is to examine the influence of income and certain other variables 
on the purchase of life insurance. The data for 1956 and for 1962 collected by Michigan 
Survey Center were used. Analytic methods are simple, two-stage, and three-stage least- 
squares analysis. Income elasticity is suggested to be at least unity. It contradicts certain 
earlier findings. Tax subsidy initially shows a significant influence, though no firm con- 
clusions are drawn. Number of income receivers and dummy for the group with unstable 
incomes are found to have discernible influence. 

Frep D. Arpitt1, Ph.D. Mass. Inst. Technology 1966. Risk and the required return on 
equity. 

Guitrorp C. Bascock, Ph.D. California (Los Angeles) 1965. A general method for measur- 
ing investment worth. 

James C. Baker, D.B.A. Indiana 1966. The German securities exchange: a definitive study 
with evaluation. 

WirLiaw H, Braver, Ph.D. Chicago 1965. Financial ratios as predictors of business failures. 

HrgwAN R. BossrrT, JR., Ph.D. Pennsylvania 1966. Risk management in the corporation. 

JEROME BRAVERMAN, Ph.D. California (Los Angeles) 1966. An analysis of credibility theory: 
its basis and application to casualty insurance ratemaking. 
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Joserg B. Buckwarp, Ph.D. California (Los Angeles) 1965. Life-care contracts in Cali- 
fornia, 

Darwin B. Crose, Ph.D. Pennsylvania 1965, Underwriting problems and opportunities for 
American property liability insurance companies transacting business in the major coun- 
tries of the European Economic Community and Great Britain. 

Roserr H. Dares, D.B.A. Indiana 1966. A study of investment constraints and practices of 
multiple life insurance companies. 

STANLEY DiLLER, Ph.D. Columbia 1966. Anticipations, extrapolations, and the terms struc- 
ture of interest. rates. 

Josx R. Foster, D.B.A. Indiana 1966. The effect of the financing of shopping centers on 
occupancy by independent retailers. 

Benton E. Gu», Ph.D. Cincinnati 1966. The economics of the security option markets. 
The study makes a comprehensive economic analysis of the Put and Call option markets. 

First it traces the historical development of options from prebiblical times up to the present. 

Next it utilizes both quantitative and qualitative methods to analyze the factors determining 

the market price paid for Put and Call options and factors affecting the aggregate option 

market from 1961-1964. Finally the profitability of security options is tested by use of & com- 
plex model and numerous portfolio simulations. 

Wim F. Harni, Jr., Ph.D. North Carolina 1966, Cash management in a small manu- 
facturing firm. 

This thesis is concerned with the assessment and application of probabilities to the prob- 
lems of cash management in an actual case. 

Marcorw R. HENpERSON, Ph.H. Alabama 1965. Changes in plant and equipment investment, 
internal funds, equity capital, and long-term debt, as related to changes in various interest 
rates—1949 through 1962—an empirical study. 

RonrgT S. Horkz, Ph.D. Wisconsin 1966. The determinants of stock market investment 
purposes. 

Bury HuwxPHaEY, Ph.D. Arkansas 1966. An evaluation of selected decision techniques in 
relation to the post-audit of capital expenditures. 

Jame C. Lava, Ph.D. Stanford 1965, A cash flow model and the rate of return: the effect 
of price-level changes and others factors on book yield. 

AcHer A. Levy, Ph.D. Stanford 1965. Measuring capital depreciation under conditions of 
technological change: United States manufacturing industries 1946-1961. 

Curis J. Lungsx1, Ph.D. Minnesota 1965. The theory of the investment decision: a prag- 
matic view. 

The rate-of-return and present-value methods of evaluating alternative investment de- 
cisions under various decision environments are reviewed. It is found that the rate-of-return 
method possesses certain deficiencies when used in the general model, though these deficiencies 
are not too serious, 'The present-value method fits the general model when all information re- 
straints are lifted, Use of a managerially determined cost-of-capital rate may be useful in 
both methods. Requirements for optimality in decision making can not be approached in 
practice. 

WinLiAM F. Marac, Ph.D. Pennsylvania 1966. An application of a decision model for 
the buying of insurance by consumers. 

Darg D. McFartanz, D.B.A. Indiana 1966. Application of the Markowitz portfolio 
selection model as a managerial tool. 

GRAHAM McLAREN, Ph.D. Yale 1966. Retained earnings as a source of funds for cor- 
porate Investment. 

Bruce Morcan, Ph.D. Yale 1966. Corporate debt and the evaluation of corporate earnings. 

Dantet OuNJ1AN, Ph.D. Harvard 1966. Long-term public financing of small corporations 
—the Reg À market. 

Wisor A. Rape, Ph.D. Northwestern 1966. The role of dc common stock in 
financial management, 
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VnupDEKULAS K. Sastry, Ph.D. Pennsylvania 1966. Dividends, investments and external 
financing behavior of the corporate sector in India: an econometric study. 


Business Organization; Managerial Economics; Marketing; Accounting 


Rosert E. Boccs, D.B.A. Indiana 1966. The effect of accounting policy decisions on 
reported earnings per share of common stock. 

Joan H. Braco, D.B.A. Indiana 1966. Managerial controls for smaller-sized dairies in 
Massachusetts. 

Rosert L. Bryson, JR., D.B.A. Indiana 1965. The evolution of private-brand marketers 
in the petroleum industry. 

Harrison S. CawrsELL, Ph.D. Columbia 1966, The utility of purchase options in the 
theory of inventory control. 


GasroN CHINGARI, Ph.D. California (Los Angeles) 1966. A methodology for the simu- 
lation of numerically controlled production system. 

GEOFFREY CHURCHILL, Ph.D. North Carolina 1966. Simulation tests of an intermittent 
scheduling heuristic model for large lot size. 

The thesis examines heuristic models which will yield low cost production schedules 
for the large-lot intermittent production case. Inventories are also considered, System 
optimality is not a goal due to the combinatorial problem implied. A phenomenon given 
the name "interference queueing" appears, in which delays are interlocking and cumula- 
tive if operation times vary. This causes local decision rules to yield results markedly 
superior to the results of any schedule attempted. 

Davi W. ConratH, Ph.D. California (Berkeley) 1965. A model of suborganizational 
decision making—with an application to budgeting in NASA. 

Victor J. Cook, Ph.D. Michigan 1965. Branding behavior of the firm in appliance and 
tire marketing. 

Perer D. CoucH, Ph.D. Wisconsin 1965. Some effects of training and experience on 
concepts of supervision. 


Winx F. DumaMzr, Ph.D. Stanford 1966. The use of variable Markov processes as a 
partial basis for the determination and analysis of market segments. 


LAURENCE P. FELDMAN, Ph.D. Minnesota 1965. The location of franchised retail auto- 
mobile dealerships in the Twin Cities metropolitan area. 

The extent to which dealership location adapts to a dynamic metropolitan market 
environment is examined with emphasis upon discernible patterns in the number and 
special distribution in a given metropolitan area and whether objective methods of ap- 
praising dealership location can be developed. 

James F. Fitcas, D.B.A. Indiana 1966. Management by logic: a history of Yellow Tran- 
sit Freight Lines, Incorporated. 

RoBERT J. FREEMAN, Ph.D. Arkansas 1966. Municipal accounting in Arkansas. 

Rosert M. Futmer, Ph.D. California (Los Angeles) 1965. Theoretical and operational 
implications of the product manager system in the consumer goods industry. 

Josera N. Fry, Ph.D. Stanford 1966. An investigation of the influence of family brand- 
ing on consumer brand choice in selected frequently purchased packaged goods. 

James A. Gentry, JR, Ph.D. North Carolina 19667 The economic impact and account- 
ing treatment of investment incentives. 


Investment incentives are defined as those devices in the existing tax laws of this 
country whose primary purpose is to stimulate capital investment. The availability of 
these provisions to taxpayers has economic effects on the individual taxpayer and on the 
economy as a whole. A system of graduated investment incentives is recommended in 
place of the present system. Methods of accounting for the incentives are also discussed. 


Epmunp R. Gray, Ph.D. California (Los Angeles) 1966, Organization problems in in- 
dustrial research. 
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Epwarp L. Gurrry, Ph.D. Arkansas 1966. An inquiry into management practices and 
the comparative effectiveness of family operated businesses, 

Daxopag N. GujaRATEI, Ph.D. Chicago 1965. The economics of Davis-Bacon Act. 

Bernard J. Hawirrow, Ph.D. California (Los Angeles) 1966. An investigation of the 
effects of job design on output and physiological costs for a strenuous task. 

Jack C. Havva, Ph.D. Californie (Los Angeles) 1966. A study of the appropriate use 
of PERT (Program Evaluation Review 'Technique) in procurement contracts, 

Hanorp W. Henry, Ph.D. Michigan 1965, Long-range planning in industrial corpor- 
ations: an analysis of formalized practices, 

SrANLEY J. Hure, Ph.D. Minnesota 1966. Marketing research in United States Class I 
railroads with special emphasis on western transcontinental railroads. 

Support is given to the following hypotheses: marketing research can make a signifi- 
cant contribution to the efficiency and profitability of railroads; formalized marketing 
research is more effective than marketing research diffused through the organization; 
railroads have some special problems which make marketing research particularly diffi- 
cult to undertake; some formalized marketing research organization patterns are par- 
ticularly suitable for railroads. 

BreRNARD L. Hinton, Ph.D. Stanford 1966. A model of creative problem-solving per- 
formance and the effects of frustration. 

STEPHEN Nat~Kat Hu, Ph.D. North Carolina 1966, On some aspects of the theory of the 
multi-product firm. 

An attempt is made to offer a systematic exposition of the theory of the multi-product 
firm. There are a number of decision variables, such as the adaptability of the fixed 
factor, changing prices, and changing demands, which affect the firm’s behavior. How 
each of these variables independently affects the firm’s operation has been analyzed and 
a synthetic analysis of how the impacts on the firm’s operation of some important vari- 
ables is integrated has also been provided. 

ABU Bakr A. Houssexn, Ph.D. New York 1965. Theory of optimum locations of inspec- 
tion stations for statistical quality control. 

Roserr E. Jensen, Ph.D. Stanford 1966. A study of effects of alternative accounting 
systems on security analysis and portfolio selection decisions. 

Exsert B. Jomwsow, Ph.D. Iowa 1965. Implication of changes in the sizes of establish- 
ment for the location of industrial activity. 

Orace E. Jomnson, Ph.D. Chicago 1966, Business corporations and philanthropy: a 
study of why corporations give. 

Lroyp Krean, Ph.D. New York 1965. The role of pre-employment job orientation in 
voluntary termination. 

Perr; H. Knurson, Ph.D. Michigan 1965. The effect and treatment of price-level 
changes in the investment decisions of industrial firms. 

ARTHUR LAUFER, Ph.D. California (Los Angeles) 1966. An investigation of the use of 
selected neuromuscular response tests as predictors of sensory motors performance in 
aging individuals. 

Ropert A, Lenserc, Ph.D. Minnesota 1965. Marketing in the powered pleasure boat 
industry : & commodity study. 

This thesis is concerned with the marketing problems of family-type boats. The charac- 
teristics of the markets for such boats are considered in detail. The channels of distribu- 
tion, pricing policies and practices, brand policies, and cem methods used in the 
industry are analyzed. 

Josera Levy, Ph.D. Chicago 1966. Optimal location on a network. i 

HuwTLEY G. Manuenrtz, Ph.D. Rutgers 1966. The econometrics of space and time po- 
tentials in market demand analysis—a dynamic interregional model applied to the 
processed vegetable industry in the United States, 


The dissertation demonstrates the application of variance-covariance analysis to the 
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systematic isolation of the effects of specific spatially manifested variables. These vari- 
ables are subsequently incorporated to generate a dynamic system of causal structural 
dmand, supply, and transfer functions, and serve to provide a basis for the objective 
evaluation of the role of space and time potentials in market demand analysis. The 
operational capacity of the system was investigated by tests and predictions with respect 
to the estimated demand and supply functions for processed vegetables. 

Burton H. Marcus, Ph.D. Northwestern 1965. Market and product differentiation of 
selected magazines. 

ANTHONY Masrors, Ph.D. California (Los Angeles) 1966. An experimental investigation 
and comparative evaluation of production-line balancing techniques. 

KENNETH R. MacCrimmon, Ph.D. California (Los Angeles) 1965. An experimental 
study of the decision-making behavior of business executives. 

KENNETH McLennan, Ph.D. Wisconsin 1965. A study of managers in manufacturing 
industry: the skill and knowledge acquisition patterns and requirements of their jobs. 

Davi» B. Mowrcowxzy, Ph.D. Stanford 1966. A probability diffusion model of dynamic 
market behavior. 

Josx D. Mounor, Ph.D. Stanford 1966. The perfecting of marketing information for 
industries in & developing industrial economy with reference to the province of 
Manitoba. 

Josan G. Mvers, Ph.D. Northwestern 1966. Soclal-psychological correlates of consumer 
brand choice. 

Henry W. Nass, Ph.D. Alabama 1965. An analysis and evaluation of productivity and 
efficiency of the retail sales persons in Mississippi department stores—1963. 

Domnic G. Parrst, Ph.D. Northwestern 1966. The impact of change in information 
technology on management organization, decision making, and a a relations 
in a large insurance company. 

Mason P. ROSENTHAL, Ph.D. Chicago 1965. Gasoline sales volume estimation for in- 
dividual service stations. 

Martin M. Rosner, Ph.D. Chicago 1965. An analysis of organization influences on 
hospital adoption of new drugs. 

Kenora M. RowraND, D.B.A. Indiana 1966. Selected determinants of effective leader- 
ship. 

Joun K. Ryans, Ja, D.B.A. Indiana 1965. An analysis of appliance retailer perceptions 
of retail strategy and decision processes. 

Dare H. ScmaziwcGER, D.B.A. Indiana 1965, A study of specified issues in management 
development. 

Wara F. Scermerrz, Ph.D. Western Reserve 1966. ED and management con- 
trol practices in petroleum refining. 

A study of accounting and managerial information in the petroleum industry, with 
special reference to the problem of joint processing costs. 

Rocer K. Summir, Ph.D. Stanford 1966. Simulation of a management-decision process 
utilizing a computer model of the aerospace industry. 

RYLAND A. Tayror, Ph.D. Notre Dame 1966. The use of a sponsors computer in a 
credit union operation, with a tested program for such use. 

Roman V. Tuason, Je, Ph.D. Northwestern 1965. Experimental simulation on a pre- 
determined marketing mix strategy. l 

Josera C. UrrwaN, Ph.D. Chicago 1965. Inter-firm differences in the cost of search 
for white collar workers. 

Gren L. Ursan, Ph.D. Northwestern 1966. A quantitative model of product planning 
with special emphasis on product interdependency. 

WuraĮm Van Muses, Ph.D. Arkansas 1966. An inquiry into the possible relationships 
between the success of a social fraternity and adherence to basic business management 
principles. 
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Freperick A. Wessrer DI, Ph.D. California (Berkeley) 1965. A theory of product 
diversification strategy with selected case histories. 

Gary G. Wiiiiams, Ph.D. Stanford 1966. Image perception heterogeneity and attribute 
relevance as Indicators of consumer affective response in a service industry. 


Parzick M. Wurms, Ph.D. California (Los Angeles) 1966. An evaluation of barriers 
to the delegation of authority in formal organizations. 

Dwiomr J. Zoravr, Ph.D. Minnesota 1965. Accounting analysis and the ability to pay 
wages. 

The term "(in)ability to pay" has not been effectively or uniformly defined in the 
literature but involves an estimation of economic consequences of a wage demand. The 
major specifications of ability to pay are (1) the entity, (2) the wage demand, (3) the 
nature of the standard of economic consequences, (4) the time period, and (5) ‘the 
quantitative level of the standard of economic consequences, Accounting’s contribution is 
related to determination of firm rates of return, one of the key economic consequences. 
Tools of accounting analysis available to supplement the rate of return include produc- 
tivity, marginal, cash flow, and breakeven analyses. 


Industrial Organization; Government and Business; Industry Studies 


ALAN J. AaBoucmHan, Ph.D, California (Berkeley) 1966, The spatjal efficiency of the Sọ- 
viet cement industry: 1913-1940. 

Broce T, Arren, Ph.D. Cornell 1965. The impact of product-market concentration on 
interindustry wage behavior: United States manufacturing, 1947-60. 

This study tests the hypothesis that workers in concentrated industrieg receive larger 
wage increases than those employed in structural competitive industries. A study of 
annual and cyclical per cent changes in BLS average hourly earnings and Census con- 
centration ratios discloses a relationship usually significant statistically. However, no 
explanation of this phenomenon could be found in the literature, and the author's at- 
tempt at explanation is not satisfactory. 

Monamuep S. Ar-Manp:, Ph.D. Pennsylvania 1966. Middle East crude oil industry; a 
case study of weakening oligopoly. 

RowrANp G. Amoa, Ph.D. Mass, Inst. Technology 1965, A study in demand: an analysis 
of the cocoa bean and cocoa products markets of the United States. 

Hare C. Banrzrr, Ph.D. Michigan 1965. The demand for passenger air transportation 
1947-1962. 

Davin A. Brrsrtev, Ph.D. Mass. Inst. Technology 1965. Industry production behavior: 
an econometric analysis. 

RurH S. Benjamin, Ph.D. New School 1966. The viability of little business, 

Irwin Bernuarpt, Ph.D. California (Berkeley) 1966, The effect of product segmenta- 
tion, geographic market segmentation and product differentiation on intrg-industry 
merging in manufacturing industries, 

Perrer G. Brestor, Jg, D.B.A. Southern California 1966, Concentration and trends in 
the California petroleum industry. 

Investigation of California's petroleum industry's structure and behavior, 1924-1964, 
shows immense industrial growth as number of companies decreased. The majors’ share 
of market remained fairly constant. Behavior of this rigid oligopoly varies from com- 
petitive to monopolistic, with crude production more competitive than refining. Gasoline 
prices in constant dollars have continuously declined. The industry's future is dependent 
on smog eradication, development of competitive sources, import quotas, Connally Act 
replacement, lowering of depletion allowance, and shale oil production. 


Rocer D. BrackwELnL, Ph.D. Northwestern 1966. Price levels of funerals: an analysis 
of the effects of entry regulation in a differentlated oligopoly. 


CuannLES P. Burrcg, Ph.D. North Carolina 1966. Product innovation and price dis- 
crimination: a case study of cellophane. 
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The purpose of this empirical investigation of the price policy of the innovator of 
cellophane, E. I. du Pont de Nemours and Company, Incorporated, in the period 1924- 
1951, is to test the hypothesis that the innovator used a discriminatory price policy. 
Analysis of the data supports the hypothesis. Findings also suggest that price discrimi- 
nation in association with high entry barriers severely limited competition. Policy con- 
clusion suggests nondiscriminatory pricing in new product markets with substantial 
obstacles to entry. 

Warum H. Brickwer, Ph.D. Stanford 1966. Pricing strategies for new industrial prod- 
ucts in oligopolistic industries. 

WiLLIM D. Crark, Ph.D. Arkansas 1966. An investigation into the causes of motor- 
carrier loss and damage claims. 

PrrzR M. Cosrerto, Ph.D. Michigan State 1966. Patents in the antibiotic industry. 

The thesis explores questions of price and product competition in the antibiotic seg- 
ment of the ethical drug industry under the inflyence of product patents. The industry is 
examined for the early 1940's through 1960 in an attempt to delineate the effects of 
product patents on technical progress, pricing, and on the competitive behavior of firms. 
CURTIS CRAMER, Ph.D. Maryland 1966. The economics of natural gas pipeline pricing. 

Natural gas pipeline companies render various types of services to many different 
consumers. This variation of services raises the question whether or not cost-pricing is 
reflected in gas pipeline rates, Rate comparisons indicate significant industry uncertainty 
in an appropriate demand-commodity rate structure. The study of natural gas pipeline 
rates reveals that the rates are responsive to demand factors and do not appear to follow 
closely the rules governing marginal cost pricing. 

Wacrg G. Darasmy, Ph.D. Arkansas 1966. An analysis of the entity theory of business 
enterprise. 

Paut D. Doax, Ph.D. Iowa State 1965, Resource utilization and productivity estimates 
in the food and kindred products Industry. 

The elasticities of substitution of capital for labor were estimated for the three- and 
four-digit industries in the food and kindred products industry. These estimates indicate 
that the elasticities are greater than zero but equal to or less than one. These elasticities 
are not different from one in many instances which indicates that the Cobb-Douglas 
function adequately describes the relationship between factor usage and output in terms 
of value added, In addition, estimates of technological advance indicate that this factor 
has been responsible for more than 50 per cent of the increased output per worker as 
opposed to increased use of capital per worker. 

ANTHONY N. DomerTY, Ph.D. Tulane 1965. An economic analysis of section 2F of the 

Robinson-Patman Act. 

This study consists of a theoretical and empirical evaluation of the provisions estab- 
lishing legal liability for the buyer under the Robinson-Patman Act. The primary ob- 
jectives of the study are twofold: first, to bridge the gap in theoretical economics by 
adapting, extending and elaborating upon the theory of price discrimination so as to 
provide & more comprehensive theory pertaining to the buying side of the market; 
second, in the light of the theory presented, to sscertain the influence of the buyer- 
liability provisions of the Robinson-Patman Act on competition, vertical-price relation- 
ships and economic integration. 

ALFRED S. Ercmwrg, Ph.D. Columbia 1966. The emergence of oligopoly: sugar refining 
as a case study. 

Bruce Erickson, Ph.D. Michigan State 1965. Price fixing under the Sherman Act: case 
studies in conspiracy. 

Of all antitrust law violations price fixing is the most common. Yet economists’ knowl- 
edge about the causes and consequences of price fixing is limited. This study summarizes 
the literature on conspiracy and examines two price-fixing agreements in detail On the 
basis of the foregoing it attempts to answer such questions as: What are the prerequisites 
for conspiracy? What conditions allow conspiracy to continue? What are the characteris- 
tic patterns of conspiracy in terms of industrial structure, conduct, and performance? 
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Berr M, Evans, Ph.D. Harvard 1966. Internal-external efficiencies and structural change 
in the perishable bakery products industry. 

Marcos GALATIN, Ph.D. Mass. Inst. Technology 1965. The measurement of economics 
of scale and technological change in the multi-unit plant; with special reference to 
steam electric power generation. 

Lez E. Grick, Ph.D. Pittsburgh 1965. An analysis of the effect of regulatory policies on 
major chains in retail food distribution. 

Grorce R. Green, Ph.D. Pennsylvania 1965. A micro-econometric analysis of costs in 
United States petroleum refining establishments. 

Paur T. GREEN, Ph.D. Columbia 1966. The patent enigma. 

Monamuep K. Hamm, Ph.D. Iowa 1966. Price and output decisions in the computer 
industry. l l 

Rosert E. Harrison, Ph.D. Arkansas 1966. Better Business Bureaus: their activities in 
improving business ethics and practices in selected cities. 

Gren W. Herr, Ph.D. Alabama 1965. The economic, accounting and financing prob- 
lems of the commercial airlines, 1945-1962. 

Ancuzn W. HuwEvcurT, Ph.D. Arkansas 1966. A theoretical analysis of the past, present, 
and future of retail discounting as a mode of operation. 

Norman N. KANGUN, D.B.A. Indiana 1965. A model of the action process leading to 
the enactment and enforcement of Sunday closing laws: a selected commumity study. 

Wurm H. Kaven, Ph.D. Cornell 1966. The impact of private label ice cream on in- 
dustry structure and conduct. 

The rise of supermarket chains has led to the marketing of a manufacturers output 
under both manufacturer's label and a private label at widely different prices only par-. 
tially explicable by differences in quality. This gap is to be explained by conditions of 
monopolistic competilion for the chains’ annual contracts in the case of the latter. 
There are important economies of scale in production, Hence the large manufacturers 
are squeezed severely by the chains and are unable to press their own label products 
effectively in the market, while small local producers unable to handle large chain store 
contracts are being forced out. 

Herren Kramer, Ph.D. Wisconsin 1965, The economic impact of the aerospace and elec- 
tronics industries in the United States, 1950-1961. 

A linear regression model is used to measure by States the relationship between per- 
sonal income and employment in the principal defense industries. Two alternative hy- 
potheses, that large-scale military spending has occurred at the expense of the standard 
of living, and that this spending has been an essential prop to the economy, are not sup- 
ported by the data. A third hypothesis, that the impact has been significant in selected 
regions, is confirmed for eight States. 

Wer Kano Lranc, Ph.D. Pennsylvania 1965. The wage share in the one hundred largest 
corporations. 

Jonn L. LiviwosTONE, Ph.D. Stanford 1966. The effects of alternative accounting meth- 
ods on regulatory rate of return decisions on the electric utility industry. 

Wesrex Lonc, Ph.D. Michigan 1966. Determinants of the demand for inter-urban air 
travel in the United States. 

Joen H. Lorant, Ph.D. Columbia 1966. The role of capital-improving innovations in 
American manufacturing during the 1920's, 

Doucatp A. MacFanrnawzE, Ph.D. Washington 1965. Marginal cost pricing of water with 
special reference to the city of Everett, Washington. 

Marginal cost pricing constrained by legal requirements is studied in connection with 
the supply of water to Everett, Washington. The legal requirements require some form 
of price discrimination in this case. Marginal cost price, as usually defined, does not 
yleld an efficient solution. 

Pavt F. McGovutpricx, Jm. Ph.D. Harvard 1965. Profits, capital, and capital spending 
in the 19th Century cotton textile industry of New England. 
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Jæroro J. Morcan, Ph.D. Alabama 1965. Post-auditing in state and local government 
with emphasis on governmental post-auditing in Alabama. 

Dennis C. Murtrer, Ph.D. Princeton 1966. The determinants of industrial research and 
development. 

On the basis of an investigation of survey data of individual firms, the determinants 
of the composition and size of expenditure on research and development it is found that 
sales volume and diversification positively affect the R&D expenditures of a firm. How- 
ever, taking dividends, advertising and capital expenditures as the other endogenous 
variables, and profits and depreciation as the major explanatory variables, the author 
finds a negative correlation between sales and research. He offers alternative explanations 
and policy suggestions on basis of divergent findings. 

Avsperr C. Netsszr, Ph.D. New School 1966, Joint costs, economies of scale and com- 
petitive pricing in international communications. 

Louis R. Orrkzs, D.B.A, Indiana 1966. The pharmaceutical industry: institutional char- 
acteristics and statutory review. 

james R. Orson, Ph.D, Minnesota 1965. An economic analysis of the Northwestern 
flour milling industry with special reference to taxation and location. 

The changes in milling and baking technology, in relative wheat prices, in the location 
of wheat production of needed quality, in transportation cost relationships, and the dif- 
ferential rates of growth in demand in the several product markets are of greater im- 
portance to the continuing profitability of milling capacity locations in the Northwestern 
flour milling industry than differences in operating costs or state and local taxes. 
Geraro P. Owens, Ph.D. Ohio State 1965. Factors affecting demand for outdoor recre- 

ation. 

Data were collected by interview in a tri-stste area regarding participation in fourteen 
outdoor activities, distances travelled, characteristics of participators, etc. Relationships 
between participation and various characteristics are identified and measured. Special 
attention is given to derivation of demand schedules and income-consumption curves 
and attendant elasticities. Study findings are discussed in terms of practical application 
in locating, planning, and operating public and private recreational enterprises. - 

Karen R. PorkNsEkE, Ph.D. Harvard 1966. A case study of transportation models used 
in multiregional analysis. 

Russett A. Porter, Jg., Ph.D. Arkansas 1966. An investigation of the effects of discount 
department store competition on selected retail establishments in the Dallas metropolitan 
area, 

Pamir P. Rossis, Ph.D. Pittsburgh 1966. The Tarbell Papers and the history of the 
Standard Oil Company: an aspect of a new economic era. 

CHARLES M. Sacxrey, Ph.D. Texas 1965. Overcapacity in the United States international air 
transport industry. 

Pane B. Scoary, Ph.D. California (Los Angeles) 1966. Competition in domestit air cargo. 

Paur L. SCHEMDBAVER, Ph.D. California (Berkeley) 1965. Information and communications 
requirements of the wheat market : an example of a competitive system. 

Norman SCHNEIDER, Ph.D. California (Berkeley) 1966. Mixed oligopoly: a study in the 
control of industry in a developing economy. 

Eowanp M. Smrra, Ph.D. Alabama 1965. An analysis of the methods of intra- and inter- 
market area delineation for service drug wholesalers in Alabama. 

Jack M. SraRLING, Ph.D. Arkansas 1966. The utilization of part-time employees by retail 
establishments. 

Maston R. SrRAszug:w, Ph.D. Harvard 1966. Efficiency in the international airline 
industry. 

Francis X. Tannian, Ph.D. Virginia 1965. Water and sewer supply decisions: a case study 
of the Washington Suburban Sanitary Commission. 

This study analyzes particular local public-spending decisions, using the suburban Mary- 
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land region near Washington, D.C., as a case study area, with emphasis on the post-World 
War II period. An analysis of the role played by the Washington Suburban Sanitary Com- 
mission leads to the conclusion that the Commission's performance “has been undesirable 
because its supply decisions have been wasteful" and that the Commission's "institutional 
structure has induced misuse of public power by private initiative." The study calls for 
“more economically aware and responsive institutions . . ," to assure narrowly distributed 
political largesse is replaced with economic efficiency. 

CEARLES L. Trozzo, Ph.D. Harvard 1966. Technical efficiency in the location of integrated 

blast furnace capacity. 


ALEXANDER G. Vicas, Ph.D. Princeton 1966. The lag of unrestricted imitation following prod- 
uct innovation. 

Presents case studies of eleven product innovations, not protected by patents, in thres 
industries—cigarettes, fountain pens, and phonograph records. Various hypotheses on the 
lag of imitation behind innovation are tested with reference to data obtained chiefly from 
the daily press and trade journals. 


Metvin M. Wacwer, Ph.D. California (Berkeley) 1966. Interregional competition in the 
frozen vegetable industry. 

Long-run transportation models incorporating estimates of regional production costs 
and consumption compared with past trends indicate continued cost (and price) reductions 
and resultant large increases in consumption in this competitive industry. Transport firm 
output is measured in units of weight at the point of consumption (distance & summary 
of bundles of inputs) instead of ton-miles. The correspondence between assumptions of 
transportation models and of theory relevant to the long run is emphasized. 


JoxwN A. WALGREEN, Ph.D. Boston College 1965, The economics of ocean liner freight 
conferences. 

This dissertation is a study of the pricing of ocean liner freight carriage in United States 
foreign trade. Freight rates are determined by cartel-like associations of steamship lines 
known as shipping conferences. The economic factors which create and which limit the 
monopoly power of the conferences are analyzed. The author concludes that the operations 
of shipping conferences in U.S. foreign trade produces some economic misallocation of 
resources but that the exploitation of conference monopoly power is restricted by com- 
petition from nonconference shipping services, secret price cutting by conference members, 
and shippers! monopsony power. 


James E. Wous, Ph.D. Tulane 1965. A study of growth in the telephone industry of 

Louisiana from 1950 to 1962. 

This dissertation is an investigation of a factor presumed to have influenced the diverse 
growth patterns of sub-state residence main telephone stations in Louisiana from 1950 to 
1962. Previous studies indicated that station growth should have been related to changes 
iu employment levels. Statistical analysis of the data, however, indicates that there is no 
consistent influence on the growth patterns attributable to employment level changes. 
Possible causes for these observations and suggestions for further study are offered. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


WiLLm E. Anrnony, Ph.D. Minnesota 1965. Size structure and growth of livestock 
slaughter firms. 

Hanorp L. Baxs, Ph.D. California (Berkeley) 1966. Role of timber growing in land use 
in Hawail. 

The role of timber growing in land use in Hawaii is determined through the applica- 
tion of equilibrium economics. Projected long-run demand for Hawaiian-grown timber is 
derived in the goal year 2000. Next, the expected long-run timber supply function is de- 
veloped, giving full cognizance to the timber demand-supply situation throughout the Pa- 
cific Basin. Finally, these functions are equated, and the timber volume thus established 
translated into the acreage needed for timber growing. 

Ricmanp C. Barta, Ph.D. Wisconsin 1966. A study of the demand for housing. 


Mrr J. BATEMAN, Ph.D. Mass. Inst. Technology 1965. Cocoa in the Ghanian economy. 
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Kownrap BreverMaN, Ph.D. Ohio State 1965, Regional loan rate differentials for wheat. 

The study explores the feasibility of using a transportation model to determine optimum 
regional loan rate differentials for wheat. This approach assures independence from his- 
torical price relationships which may be distorted. It also permits use of lowest-cost mode 
of transportation and treatment of each class of wheat on the basis of its own supply 
and demand conditions, Findings indicate that this approach is a workable alternative to 
present methods of setting loan rate differentials. 


Farmer K. BrsHay, Ph.D. Iowa State 1965. Marginal rates of substitution between land, 
labor and fertilizer in relation to the optimum planning of resource combinations. 
The object of this study is to investigate the economic and technical relationships be- 

tween fertilizer (as & form of capital), land and labor. For this investigation to be carried 
out, the derivation of production functions which relate fertilizer, labor, and land have 
been conducted, These functions represent the production of nine crops, namely: corn, 
cotton, wheat, barley, cereals, rice, paddy, maize and peanuts raised in five countries: the 
United States, Canada, Sweden, U.A.R. (Egypt), and India. The determination of the 
optimum policies with respect to resource allocations in fertilizer investments versus other 
productive projects have been investigated. However, the approach is to modify the prob- 
lem into agricultural policy formulation and to use programming techniques to determine 
the optimum solution. Moreover, some measures of reliabilities reflected in establishing the 
confidence intervals for marginal physical products, insoquants, and isoclines have been 
specified too. 

Barry W. Bonsr, Ph.D. Washington State 1066. Optimal spatial and structural changes in 
Washington's fluid milk industry. 

The number, size, and location of fluid milk plants in Washington in 1975 have been 
estimated, One estimate was made in an uncontrolled setting, in which fluid milk plants 
were allowed to become spatial monopsonists and monopolists in the raw and processed 
milk markets, respectively. Another estimate was made under a set of assumed restrictions 
which limited the share of the market that could be supplied by any one plant in each 
geographic consuming area, 

Larry M. Boong, Ph.D. Washington State 1966. A study of dry edible pea prices in the 
Pacific Northwest. 

A description of the market structure was developed from information obtained by 
interviews with people in the industry supplemented by published supply and disposition 
data. Price appears to be influenced primarily by domestic supplies and by foreign demand. 
Domestic disappearance and price do not appear significantly related. 


Paur G. Braprey, Ph.D. Mass. Inst. Technology 1966. The economics of crude petroleum 
production. 

Kern C. Brown, Ph.D. Southern Methodist 1966. A theoretical and statistical study 
of decision-making under uncertainty: competitive bidding for offshore petroleum lands. 
Bids for leases appear to be lognormally distributed with constant variance within 

scales. To make an optimal bid for a tract, it is necessary to estimate the probability 
that any proposed bid has of winning. The variance of the distribution of competitors’ 
bids may be estimated from similar past sales and an Iterative procedure is suggested for 
estimating the mean. The resulting formulations are subjected to sensitivity analysis and 
their implications discussed. 

Grorce L. Caster, Ph.D. Purdue 1966. The effect of cardiovascular impairment on farm 
organization. 

An analytical study of systems selection by obtaining the least-cost solution to a net- 
work and then comparing the effect of the systems selected on the potential profit of the 
farm using linear programming. The effect of restrictions appropriate for farmers with 
heart disease, reduced rates of energy expenditure and hours worked per day was estimated 
with different levels of mechanization. 

Lon C. Czsar, Ph.D. Iowa State 1966, Normative resource demand functions and elasticities 
programmed for representative farms. 


CuHaAo-CHEN CHEN, Ph.D. Cornell 1965. An analysis of the supply-demand-price structure 
of onions in the United States. 
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R. Gene Conatser, Ph.D. Southern Methodist 1966. Land reform and economic develop- 
ment: Mexico 1930-1960, l 
There exists a growing literature on the potential contribution of a program of land 
reform to the economic development of the less developed countries of the world. In the 
period from 1930 to 1960, Mexico pursued an active program of land expropristion and 
distribution which transferred almost 35 per cent of the total crop land of the country to 
groups of formerly landless peasants. An examination of the available data indicates that 
this land reform program did not result in increased agricultural investment, greater factor 
mobility in agriculture, or more efficient sized agricultural units. The major visible con- 
tribution of the program is reduced rural unrest. 
Raura W. Cumamancs, Jr., Ph.D. Michigan 1965. The structure and functioning of the 
Indian wheat market, with special reference to Khana, Punjab, 1956/57-1963/64. 


RacHArL Darpis, Ph.D. Minnesota 1965, The welfare cost of agricultural protection. 

A partial equilibrium model for both final and intermediate goods is developed to mea- 
sure the welfare cost of agricultural protection. In the second part of the study absolute 
and relative costs of protection are obtained for the grain sector in the United Kingdom 
and the feed-livestock sector in West Germany for selected years. It is concluded that cost 
rather than degree of protection is important since it reflects the economic consequence of 
protection. 


DivEkERRAI R. Desar, Ph.D. Kansas State 1966. The effect of selected weather factors 
on yields of wheat grown under various rotational practices at the Fort Hays Branch 
Agricultural Experiment Station. 

Ín order to improve the information available to farmers for decisions with respect 
to abandonment of growing wheat prior to harvest, the effect of selected weather variables 
&nd cultural practices on wheat yields, for various portions of the growing season, was 
studied using regression analysis. Yield data for more than 30 years from experimental 
fields were used and compared with results obtained from geographically aggregated data 
by other researchers, 


Mowamep G. D. A. Er-Dazxas, Ph.D. Kansas State 1965. An aggregation procedure for 
deriving representative farms in estimating supply functions. 

This study was designed to evaluate aggregation procedure for utilizing sample data 
for constructing representative farms to be used in estimating aggregate supply functions 
by linear programming procedures, Results obtained are compared with those of a pre- 
vious study using unaggregated data for 49 sample farms. Producers’ response to milk price 
changes is determined by programming nine constructed representative farms under three 
basic milk price situations programmed in the original study of 49 farms. The constructed 
representative farm method results in a reduction of 82 per cent in computational time 
and results obtained indicate that estimates by this method are not substantially different 
from those obtained by conventional programming procedures of the original study. 


AspEL Er-YAMANI, Ph.D. Minnesota 1965. The process of technological advance in Egyptian 
agriculture: lessons from the U.S. experience. 


A. Myrick Freeman, II, Ph.D. Washington 1965. The federal reclamation program and 
the distribution of income, 

The Bureau of Reclamation, in developing irrigation projects, has significant effects on 
income distribution. This dissertation examines a sample of single purpose Bureau of Recla- 
mation projects, using a theoretical model embodying both efficiency and redistribution 
elements, to determine the welfare effects of such projects. It is found that most of the 
Bureau projects examined, corrected for proper measurement concepts, were inefficient. 
While the redistribution effect was in the desired direction, any reasonable weights still 
yielded approximately the same ranking of projects, and did little to improve their overall 
efficiency rating. 

Por H. Frrepry, Ph.D. Southern California 1965. Requirements and determinants for 
the economic allocation of space in community planning. 
Hararo B. Gratver, Ph.D. California (Berkeley) 1966. Optimal dairy cow replacemen 

policies, i 

A Markovian dynamic programming framework is used for the formulation of a dairy 
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cow replacement model, in which different cow characteristics exhibit stochastic variation. 
A multi-variate normal model is used as a basis for estimation of cow population param- 
eters from empirical data. The normal stochastic process is then transformed to a Markov 
process by definition of new state variables. Optimal replacement policies for dairy herds 
are derived under different price assumptions. 


Bernat L. Green, Ph.D. Purdue 1966. Factors affecting participation in selected out- 
door recreation activities. 

This study is one of several related endeavors designed to explore the possibilities for 
alternative uses of resources in low-income areas. Multiple regression techniques are used 
to analyze the extent that participation in four outdoor recreation activities (camping, 
boating, fishing, and hunting) is affected by selected independent variables. Data obtained 
by mail questionnaire indicated occupation, age, vacation time, education, type of equip- 
ment owned, income, marital status, and distance to recreation area as the significant 
variables. 

James W. GRUEBELE, Ph.D. Minnesota 1965. Changing market structure of the Minnesota 
dairy manufacturing industry. 

Wirui O. Hawcocx, Ph.D. Purdue 1966. Farm plans and supply response estimates 
for Indiana: hog and beef cattle farms. 

Objectives are to (a) derive farm plana and (b) estimate supply response of hogs ‘and 
beef cattle production to prices in Indiana as part of a North-central regional study. 
Thirty-eight representative farm types based on size, location, and products are classified 
from a 971-farm survey. Representative farms are linear programmed for various price 
combinations for hogs, beef cattle, and corn. Normative supply responses for Indiana 
are estimated based on the numbers of farms in each category. 


Ian W. Harn, Ph.D. California (Berkeley) 1966. Deriving implicit grower prices for a 
walnut processing and marketing cooperative. 

How should the total pool of profits earned by a marketing cooperative be divided 
among its members? Finding an answer to this question for Diamond Walnut Growers, 
Inc. (a California cooperative) constitutes the objective of this dissertation. À linear pro- 
gramming model is formulated to maximize the cooperative's profit by optimally allocating 
approximately 270 types of unprocessed walnuts to the finished products. The dual 
solution of this linear program attaches shadow prices to the unprocessed walnuts. 


ArszRT C. Herre, Ph.D. Western Reserve 1966. A probabilistic approach to evaluating 
community expenditures on industrial development. 

The study explores the feasibility of using statistical decision theory to evaluate alterna- 
tive community industrial development efforts. A 5-variable model is found to account 
for 90 per cent of the variance in number of new plants per community. Industrial parks 
make the greatest improvement in probability of attracting a new plant with an ex- 
pected payoff of about 2:1. 


GLENN A. Hetaerrs, Ph.D. Iowa (Ames) 1965. Factors affecting the demand for farm 
labor. 

Demand functions for several types of farm labor are estimated nationally and region- 
ally for the ten farm production regions. Least-squares time-series regression procedures 
are employed with independent variables represénting a number of aspects of the farm and 
nonfarm economy. Migration functions for farm population, hired, family and total farm 
labor are estimated using a least-squares cross-sectional analysis. State data are employed 
through the use of differences in dependent and independent variables between selected 
years. The results indicate substantial structural differences in the estimated demand and 
migration functions between hired and family farm labor. ` 


Wirtram W. Hicks, Ph.D. Stanford 1965. The agricultural development of Mexico, 
1940-1960, with special emphasis on cotton and wheat production in Northern Mexico. 
I. Introduction: Structural change in Mexican economy. Changes in share of income 

and exports from agriculture and share of agricultural products in total imports. Changes 

in level and pattern of demand for agricultural production, II. Mexican agricultural out- 
put—increase in total agricultural output by crop, geographic distribution, “commercial” 
farming. IIL Agricultural inputs in Mexican agriculture—harvested area, labor, irrigation, 
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fertilizer, machinery, improved seeds, pesticides and credit. IV. The productivity of inputs 
in Mexican agriculture, for the country as a whole and individual states. V. Evaluation of 
Mexican agricultural development—qualified definition of optimal strategy. 


Yu-Cumu Hsv, Ph.D. Cornell 1965. Income variability and resource productivity of rice 
farms in Changhwa and Nantou Counties, Taiwan, China. 


Grorce Joyce, Ph.D. Alabama 1965. An analysis of the intra- and inter-market shopping 
travel behavior of motor vehicle users in a small community area—Gardendale, Ala- 
bama. 


Geratp L, Karr, Ph.D. Southern Illinois 1966. Economic models of the feeder-swine 
market, 

This study is concerned with the price-making forces of an intermediate good which 1s 
undergoing a rapid change in structure. Particular attention is given to the feeder pig pric- 
ing system. After developing theoretical models with different assumptions as to expecta- 
tions, certain models are tested. 


Ricmanp T. F. Kiwc, Ph.D. California (Berkeley) 1965. River basin projects and regional 
development: an examination of public investment criteria in the light of Mexican 
experience. 

After a theoretical discussion of different approaches to evaluating large-scale public 
investment projects in underdeveloped countries, an examination of Mexican regional de- 
velopment problems and policies, and an analysis of the way in which river basin projects 
might stimulate regional economic development, several hypotheses are-tested in the case 
of a sixteen-year-old Mexican project, the Tepalcatepec Project. As predicted by much 
development theory, agricultural development has been stimulated but not the intended 
industrialization. 

Jogan A. KwNxcHEL, Ph.D. California (Berkeley) 1966. Dynamic analysis of capital man- 
agement for California fluid milk producers. 

Dynamic linear programming is applied to determine the optimum long-run (30-year) 
path of investment for a representative firm, given: the firm's initial resource organiza- 
tion; the relevant technical, institutional, and economic structures; and the relationship 
between the proprietary enterprise and the household. Neoclassical microeconomic analysis 
and capital management theory are critically appraised. Variations in the model analyze 
the sensitivity of capital growth to changes in technology, debt-equity structure, producer- 
distributor contractual arrangements, consumption behavior, time-discounting, and the 
objective criterion. 

EwANUEL Lanpau, Ph.D. American 1966. The public control of air pollution: a case 
study in agriculture. 

For developing effective air pollution control measures, estimates of benefit and costs 
are essential, The most manageable estimates of damages due to air pollution are estimates 
of damage to crops and livestock; at prices paid the farmer, this is currently estimated 
at $500 million a year. Although these estimates of national crop damage are undoubtedly 
inexact, there is & distinct possibility that, because of the prevailing concentration on 
observable damage only, they may represent substantial understatements, 


Rosert R. Lansrorp, Ph.D. Minnesota 1965, Personal attributes of farmers related to 
earnings. 

Umea J. Lerx, Ph.D. Cornell 1965. Efficiency of Jowar marketing: a study of regulated 
markets in Western India. 


CmaRLES H. Lrrrrz, Ph.D. California (Berkeley) 1965. The derivation of a model for 
predicting lumber grade recovery. 

A set of equations is derived from the system of production functions with lumber 
grade outputs as the dependent variables and external physical characteristics of a log as 
the independent variables. Linear regression techniques are used to estimate the coefficients 
of the system, using data from a study on inland Douglas-fir. The system of equations is 
tested to see if it can be used to predict lumber grade recovery from the surface char- 
acteristics of the log. 

Separp G. Manoer-Cars, Ph.D. Cornell 1966, Land tenure problems and economic devel- 
opment in Guatemala. 
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Jrrenpar S. Mann, Ph.D. Minnesota 1966. The contribution of United States Public Law 
480 to Indian economic development. 


Davin C. Mayor, Ph.D. Harvard 1965. Decision making for public investment in water 
resource development in the United States. 


Rocer A. Matson, Ph.D. Colorado 1965, The pricing of irrigation water output on federal 
projects, with a case study of the Colorado-Big Thompson project. 


T. Sarma MarrAMPALLY, Ph.D. Chicago 1966. An analysis of factors influencing in- 
creases in rice yields within Japan. 


Jme«v L. Marrgzws, Ph.D. California (Berkeley) 1966. Price determination and supply 
adjustment in the California and United States asparagus economy. 

This study develops a dynamic recursive model of the asparagus economy to be used 
as a basis for prediction and projection of prices and quantities. The model considers a 
four-product outlet for the utilization of asparagus and four supply regions. Because of the 
simultaneity in the demand matrix, the model is partially recursive with simultaneous 
equation subsets. The basic use of the model is to investigate the probable implications 
of several alternative values of market variables which can be influenced either by the 
asparagus industry or other interest groups. Primary among these is the probable economic 
impact of terminating Public Law 78. 


Vernon C. McKee, Ph.D. Iowa (Ames) 1966. Optimal land and water resource develop- 
ment—a linear programming application. 

JogmN H. Meram, Ph.D. Claremont 1966. The influence of property tax differentials on 
on the location of economic activity. 

Effective rates of property taxation vary substantially among areas in the United States. 
This dissertation explores the potential effects of property tax differentials upon the loca- 
tion of economic activity. Numerous researchers, using correlation analysis, have examined 
levels of business activity and tax burden and have concluded that no significant relation- 
ship exists between the two. The location decision, however, is based on much more than 
relative tax levels, and a partial equilibrium examination of taxes and industrial growth 
does little to identify the effect of property tax differentials in a general equilibrium world. 
The case studies attempt to separate the influence of a property tax differential in a real 
world situation. 


STEPHEN D. Messner, D.B.A. Indiana 1966. The application of benefit-cost analysis to 
selected urban renewal projects in Indianapolis, Indiana. 


Rosert G. Mverrer, Ph.D. Washington State 1966. Economies of size and management 
alternatives of commercial cow-calf ranches in Washington. 

A study of cost variations in beef production due to kind, size, and management of 
selected cow-calf ranching operations in Northcentral and Northeastern Washington. The 
major cost reductions due to size of cow-calf ranches in the areas studied are achieved 
when the ranch is of sufficient size to handle 150-200 brood cows. In general, multiple- 
enterprise ranch organizations have higher net incomes than single-enterprise cattle ranches, 
as do ranches using range improvement practices to increase stocking rates. 


Ricaarp T. Newcoms, Ph.D. Minnesota 1965. The impact of technical change on the 

iron ore industry of Minnesota : 1917-1963. 

Where high rates of depletion characterize production, normal measures of technical 
change understate its impact. The study employs disaggregation, explicit depletion param- 
eters and aggregate production functions to estimate in two stages these separate impacts. 
In mining, technical change increases total-input productivity .036 annually, Depletion, 
observable in beneficiation, reduces this to a negligible rate of .01 annually, and is solely 
responsible for the decline in the aggregate average product of labor after 1940. 


DoNarp R. NicHorsoN, Ph.D. Cornell 1965. Milk supplies in relation to federal milk 
marketing orders, 


Davi» W. Norman, Ph.D. Oregon State 1965. Natural resource characteristics as related 
to the pattern of agricultural income in certain specified areas of the United States. 
The main objective of the study is an attempt to obtain a general exploration for the 
geographical pattern of agricultural income. This was undertaken in the belief that certain 
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possible determinants of agricultural income, specifically those related to natural resource 
characteristics, have not been satisfactorily considered in investigations up to the present 
time. Consequently, various determinants which other researchers have found important, 
e.g., location, education, age, etc., were combined in one model, together with a number of 
variables designed to measure various characteristics of natural resources. 


Wrs PETERSON, Ph.D. Chicago 1966. Returns to poultry research in the United States. 
The aim of this study is to identify downward shifts in the long-run farm supply sched- 

ule of poultry products arising from the use of new, more efficient inputs which have been 

created by poultry research (public and private) and to obtain & measure of the con- 

sequent saving in resources to society. The results indicate that on the average each dollar 

invested in poultry research in the United States since 1915 returns about 20 cents per year 

beginning at the date of investment and extending on into perpetuity. 

Earr W. PuirLrpes, Ph.D. Colorado 1965. Income distribution as a factor in regional 
growth; with special reference to the Southeast United States. 

YAKIR PLESSNER, Ph.D. Iowa (Ames) 1965. Quadratic programming competitive equi- 
librium models for the United States agricultural sector. 

The dissertation consists of three parts: (1) an outline of a policy choice procedure 
with particular emphasis on the United States farm problem; (2) a development of a 
series of quadratic programming models whose solutions, if they exist, are partial or gen- 
eral competitive equilibria; and (3) an application of one of the models to the United 
States grain economy and a description of how the prescribed choice procedure can be 
carried out by solving an array of quadratic and linear programming problems, 
Micar V. E. Ruwison, Ph.D. California (Berkeley) 1966. Agriculture resource adjust- 

ment and farm labor force decline, 1950 to 1959: a comparative interregional study. 

This study deals with changes in the structure of the agricultural sector accompanying 
declining labor input during 1950-1959 in five U.S. economic regions containing nearly 
three-fourths of the farms and farm labor force. The most significant finding is the sub- 
stantial reduction in differences between regions with regard to the structure of their agri- 
cultural sectors as indicated, for example, by the narrowing of the range of gross sales 
of farm products per farm. 

M. T. R. Sarma, Ph.D. Chicago 1966. An analysis of factors influencing increases in rice 
ylelds within Japan. 

This dissertation deals with the derivation of estimates of the effects of some factors 
which are generally considered to be of importance in bringing about the rapid increases 
of rice yields in Japan during 1949-61. 

Barney K. ScuwALBERG, Ph.D. Harvard 1966. The Russian peasant economy before col- 
lectivization: an essay in agrarian economics. 

MamMoup M. Surre, Ph.D. Iowa (Ames) 1965. Programmed supply functions for 
pork and beef in Iowa. 

Joann C. Sevcmarskr, D.B.À, Indiana 1965. The administration and economics of the 
agricultural exemption in the Interstate Commerce Act, 

Wurm P. Sterrens, Ph.D. Minnesota 1965. Economic efficiency in the shipment of New 

Mexico feeder cattle. 

Joe Bruce Stevens, Ph.D. Oregon State 1965. A study of conflict in natural resource 
use: evaluation of recreational benefits as related to changes in water quality, 

The evaluation of social investment in water pollution control has been retarded by a 
lack of methodology with which to evaluate the direct benefits. The objective of this dis- 
sertation is to develop theory and methodology for estimating direct recreational benefits 
associated with the protection of sport fisheries. 

Dowarp C. TaAvron, Ph.D. Minnesota 1965. Income improving adjustments and normative 
supply responses for hogs and beef in Southwestern Minnesota. 
Muran I. Vucruca, Ph.D. Pittsburgh 1965. Housing improvement as a market process. 


Ropert C. Wexxs, Ph.D. Cornell 1966. An economic study of dairy farming in the Central 
Plain Region of New York, 1963-64. 
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Russet. C. Youmans, Ph.D. Purdue 1966. An empirical study of underemployed agri- 
cultural labor in selected areas of Minas Gerais, Brazil. 

This study is an attempt to identify the extent of underemployed agricultural labor on 
commercial farms in five locations in the State of Minas Gerais, Brazil, Marginal produc- 
tivities were computed from Cobb-Douglas functions for the various resources and used 
in evaluating the efficiency of labor use with respect to immediate wages and with respect 
to alternative employments in both the farm and nonfarm sector. 


ABDEL ZAKI, Ph.D. Ohio State 1965. Economic development in the U.A.R. (Egypt) and 
the role of the agricultural sector. 

The study examines the necessary environment for economic development and the con- 
tribution the agricultural industries make to economic development in a developing econ- 
omy. Special attention is given to the Egyptian economy. It is concluded that for eco- 
nomic development to take place political, social, and economic changes should take place 
simultaneously to provide new ideology which would permit change in the behavior and 
attitudes of citizens in the country. Such changes have occurred in Egypt. In this country 
investments have increased but they have been more rapid in the industrial sector than in 
the agricultural sector. Credit facilities need to be expanded and the rate of mechanization 
should be such that it replaces only those human resources which are taken from the farm 
sector of the economy. 


Labor Economics 


LrsurE Asew, Ph.D. Mass. Inst. Technology 1966. Reinstatement under the National 
Labor Relations Act, 


Peter S. Barts, Ph.D. Michigan 1965. The labor force and labor force participation rates 
in Michigan. 

Sara BEnwaAN, Ph.D. California (Berkeley) 1966. Wage determination in a cyclical setting. 

BHALCHANDRA J. Buarr, Ph.D. Wisconsin 1966. A case study in emerging industrial labor 
force in Bombay City. 

James J. Bravy, Ph.D, Notre Dame 1966, A case study of evolving standards in arbitra- 
tion cases concerning layoffs. 


Hearincron Bryce, Ph.D. Syracuse 1966. Social origin as an obstacle or aid to mobility. 


ARTHUR Carot, Ph.D. New School 1966. The Manpower Development and Training Act 
of 1962: its effect in the Long Island labor market. 


CuaRLES D. DeLorme, Jr, Ph.D. Louisiana State 1966. A study of the attitude of 

organized labor toward monetary reform and monetary policy 1866-1965. 

The development has been in three stages: 1866-1928, limited knowledge and under- 
standing; 1929-1945, expansion and learning; 1946-1965, increased maturity and involve- 
ment. The views of the peak organizations, primarily the AFL, the CIO, and the AFL-CIO 
have been selected as representative of American organized labor. In view of the progress 
organized labor has made in its understanding in this area, no doubt the future will bring 
an even greater participation on its part. 


Perer B. Dorrrmcrer, Ph.D. Harvard 1966. The theory of internal labor markets. 


SAMUEL ERLICHMAN, Ph.D. New School 1966. The attitude of trade unions towards pro- 
ductivity, the cases of Norway, Israel and Ghana. 


Mary B. Frrzparricx, Ph.D. Harvard 1965. Response to ima: Manchester, 
New Hampshire 1950-1959. 


CuanLES F, FLoyp, Ph.D. North Carolina 1966. Public policy for depressed areas with 
special reference to North Carolina. 

The dissertation seeks to identify areas of localized depression in North Carolina, to 
analyze the reasons for such depression, to describe existing public programs that attempt 
to alleviate such problems, and to make policy recommendations. Attention focuses on 
two broad types of programs: efforts to move jobs to workers, and efforts to enhance 
labor mobility. Although both have merit and may be pursued concurrently, the mobility 
approach is considered to be the more promising. 
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Josera Forp, Ph.D. Fordham 1966. Manpower legislation and the problem of structural 
unemployment, 

Donarp GarneL, Ph.D. California (Berkeley) 1966. Teamsters and highway ee in 
the West: the evolution of multiemployer bargaining in the Western highway trucking 
industry. 

GxzoRGE HaccLUND, Ph.D. Wisconsin 1966, Factors contributing to Wisconsin occupational 
injuries. 

IsaponE B. HrrBURN, Ph.D. Wisconsin 1965. An analysis of the industrial relations climate 
in profit-sharing firms. 

Grorce R. Iben, Ph.D. Harvard 1966. The determinants of persistent high unemploy- 
ment in major labor market areas of the United States from 1950-1963, 


ArroNs JoacHrwOowskxr, Ph.D. New School 1966. The Polish wage structure: theory— 
problems—practice. 


AncHIE KLEINGARTNER, Ph.D. Wisconsin 1965, Professionalism and unionism: a compara- 
tive study of professional worker organizations. 


Marvin Kosrers, Ph.D. Chicago 1966. Income and substitution parameters in a family 
labor supply model. 

Expressions for income-compensated wage rate effects are derived in terms of coefficients 
from alternative regression models designed to estimate the effects of wage rates and 
income on labor supply. Regression analysis of hours of work for males suggests that the 
substitution effect for that component may be near zero. From a reinterpretation of re- 
gression results reported in other studies it appears that the substitution effect for married 
women is not negligible but substantially smaller than those studies suggest. 


RvurzsEN H. Kroricx, Ph.D. Stanford 1966, A study of the changing economic status of 
skilled occupations: railroad engineers and air line pilots, 

The study analyzes for the period 1860 to 1965 the forces which first established 
favorable wage differentials for engineers and later narrowed them. A similar analysis is 
made for pilots who presently enjoy very favorable wage differentials. The overall objec- 
tive was to evaluate the importance of such factors as technological change, union organi- 
zation, collective bargaining, occupational skills and the labor market, industry growth, 
government policies and actions, and safety considerations, among others, on the changing 
patterns of wage differentials. 

WiuLIAM. M. LANDES, Ph.D. Columbia 1966, The effect of state fair employment legislation 
on the economic position of nonwhite males. 
Rosert G. Lanporttr, Ph.D, Texas 1965. The Meneame workers of San Antonio, 

Texas, 

Martın Larmwsxv, Ph.D. New School 1966. A mM in occupational labor supply elastici- 
ties—the labor market for teachers. 

Wuara{m H. Leary, Ph.D. Notre Dame 1966. The arbitration of discipline and discharge 
issues involving union representatives. 

Pane Marcos, Ph.D. Rutgers 1966. The economics of seasonal farm labor in New Jersey, 

STANLEY H. Masrers, Ph.D. Princeton 1966. The behaviour of output per man during 
recession, a study of underemployment. 

Analysis of empirical! data confirms that output per man declines in periods of reces- 
sion. The author offers the hypothesis that specific investment of firms in their work 
force discourages layoffs. However, he attributes hitherto unexplained differences in esti- 
mated productivity changes to the use of different levels of aggregation. He argues that 
the Council of Economic Advisers, by ignoring time lags, overestimates the GNP gap and 
its underemployment component. 

Warren F. Mazex, Ph.D. Pittsburgh 1965. Labor migration and depressed areas, 


RicHarp U. Murer, Ph.D. Cornell 1966, The role of labor organizations in a developing 
country: the case of Mexico. 
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Josera D. Mooney, Ph.D. Mass. Inst. Technology 1965. Displaced engineers and scien- 
tists: an analysis of the labor market adjustment of professional personnel. 


MicHarL H. Moskow, Ph.D. Pennsylvania 1965. Teachers and unions: an analysis of 
the applicability of collective bargaining for public school teachers. 

Wayne NEWXIRE, Ph.D. Louisiana State 1965. The legal and economic implications of the 
changing status of picketing. 

Dave M. O'Nrnur, Ph.D. Columbia 1966. Occupational incidence of unemployment. 

Wurm S. Prmce, Ph.D. Princeton 1966. Selective manpower policies and the trade-off 
between rising prices and unemployment. 

Describes and analyzes particular labor markets (factory, office, craft workers, etc.) and 
shows how selective manpower policies affect prices and unemployment. These policies 
include government personnel policies and programs for training, mobility, and labor mar- 
ket information. The study includes a discussion of the institutional factors that impede 
successful application of selective manpower policies in many areas. “Success” is defined 
as their effectiveness in reducing increases in wages and prices. 

Martin M. PERLINE, Ph.D. Ohio State 1965. A comparative analysis of the trade union 
press. 

The primary purpose of this study is to determine whether the nature and scope of 
trade union publications have changed over the past quarter century. These publications 
are also studies to glean information as to whether the trade union movement, as sug- 
gested by many critics, has lost its zeal for social reform. Eleven trade union publications 
were used in the analysis—drawn from the years 1938-1939 and 1960-1961, 


ANDREW J. Perro, Ph.D. Michigan State 1965. Employment shifts and city size—Michigan 

and Indiana 1950-63. 

The economic activity of a city participates as a unit in the national economy, and can 
gain or lose employment or gain at a slower rate. A shift technique is used to measure 
the relative changes. The selected cities in Michigan realized a favorable employment 
shift; Indiana's were unfavorable. The analysis indicates that the employment shifts and 
population were uncorrelated and that industry composition had little impact on the 
shifts. The source of the shifts is the locational advantages and the shifts occurred pri- 
marily in the manufacturing sector. 

TREZZIE A. PRESSLEY, Jr., Ph.D. Arkansas 1966. The role of programmed instruction in 
company training and development programs. 
Brian Quinn, Ph.D. Cornell 1966. Some problems of producing a labor force in Africa. 

The dissertation is an attempt, using interdisciplinary analysis, to explain the low level 
of labor commitment observed in several Áfrican countries south of the Sahara. The 
thesis explores the hypothesis that this problem is a manifestation of a broader social 
phenomenon—the impact of industrialization on the structure of preindustrial societies. 
Drawing upon recent theoretical literature in the fields of sociology, anthropology, and 
psychology, a close relationship is postulated between the structure of preindustrial African 
Societies and the mental and emotional stability of the individual. Industrialization results 
in social disintegration and personality disorder, including poor performance in the work 
places. Statistical evidence is presented from countries in West, Central and East Africa 
relating industrialization with various indices of social disintegration and available evi- 
dence of increased mental disorders. 

G. SouNDARA Rajan, Ph.D. Wisconsin 1965. A study of the registered apprenticeship pro- 
gram in Wisconsin. 

Rosert G. Rice, Ph.D. Columbia 1966. An analysis of private wage supplements. 

SHERWIN RosEN, Ph.D. Chicago 1966. Short-run employment variation on Class-1 rall- 

roads in the U.S., 1947-1963. 

Two hypotheses are examined in attempting to explain negative correlation between 
skill and short-run employment variability on Class-1 railroads. One concerns costs of 
employment changes due to investments made by railroads in their employees, and leads 
to investigation of variation and timing of hours per man as well as the distributed lag 
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relationship between hours and employment. The second deals with employment effects 

of differences among employees in their substitutability with fixed factors, as measured 

with cross-section data. The data are consistent with both hypotheses. 

PxuLLIP Tavor, Ph.D. Arkansas 1966. An inquiry into the quantity and quality of officer 
manpower in the member banks of the eleventh district of the Federal Reserve System 
relative to the needs of these banks. 

ALLEN L. Terry, Ph.D. Alabama 1965. A study of the relationship between the economic 
period and the education and experience of personnel elected to top management posi- 
tions in United States industry. 

Ricerarp S. Unvereait, D.B.A. Indiana 1965. Centralization in the Swedish labor market. 


Anpvrew WEINTRAUB, Ph.D. Rutgers 1966. An analysis of the cyclical pattern of strikes 

in the United States, 1951-1961. 

Strikes in the United States exhibit a cyclical pattern which corresponds to the refer- 
ence cycle dates published by the National Bureau of Economic Research. The pattern 
exhibited is similar to that of the “leading indicators." This study demonstrates the strong 
relationship between cyclical fluctuations in strikes and similar fluctuations in labor market 
activity, emphasizing the role played by changing levels of employment. 

Rosert WzrsH, Ph.D. Ohio State 1965. Management-labor relations in the retail food 
industry : emphasis, technological change. 

The study pertains to the effect of technology on labor relations in the retail food in- 
dustry. This includes consideration of growth, development, changes, and trends in the 
industry which have affected the management-labor relationships. Among the objectives are: 
ascertaining the present situation, over-all problems and trends in labor relations, deter- 
mining the specific management-labor problems associated with implementing technology, 
and suggesting procedures which management should follow when implementing technologi- 
cal and operational changes. 

Ronatp L. Wicorns, Ph.D. California (Los Angeles) 1965. Arbitration of industrial 
engineering cases. 

ANpREW A. WirsoN, Ph.D. Claremont 1966, Wage determination in the Los Angeles 
retail food industry. 

The purpose of the dissertation is threefold: (1) to analyze and describe the environ- 
ment—economic and institutional—which characterizes the industrial relations system in 
the retall food industry; (2) to determine the wage policies of the retail unions and the 
food employers associations; (3) to measure and evaluate the effects of the union and 
food employers association on the wage structure in retailing. The scope of the study is 
limited to the collective bargaining experlence and resulting wage structure of the retail 
clerks unions and the food employers associations in Southern California between 1939 
and 1964. 


Population; Welfare Programs; Consumer Economics 


Rara E. Berry, Je, Ph.D. Harvard 1965. Competition and efficiency in the market for 
hospital services: the structure of the Ámerican hospital industry, 

SAMUEL S. Bowrxs, Ph.D. Harvard 1966. The efficient allocation of resources in educa- 
tion: a planning model with applications to Northern Nigeria. 

RicHarp X. Cuasz, Ph.D. Maryland 1966. Trends in poverty incidence and in its rate of 

reduction for various demographic groups: 1947-1963. 

The study analyzes the response of poverty reduction to economic growth for demo- 
graphic groups that can be traced through the postwar period. Groups with the highest 
levels of poverty incidence have shown the lowest rates of poverty reduction; certain of 
these groups increased their rate of poverty reduction during a period of relatively slow 
economic growth, ie. 1956-1963 (vis-à-vis 1947-1956); and the absolute number of poor 
has risen in certain high incidence groups. 

Joel B. Cohen, Ph.D. California (Los Angeles) 1966. Interpersonal response traits and 

consumer behavior. 

Davin J. DoNArpsoN, Ph.D. Stanford 1966. The economic functions of social insurance 
for old age. 
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For many reasons, including incentive effects, availability of information, economies of 
scale, the private insurance market for pensions and related risks is not perfect. Using the 
Pareto optimality criterion to evaluate theoretical institutions, a strong case for social 
insurance can be made. The same criterion can be used to make some recommendations 
about the form the social insurance should take. 

WaLter W. Dorrrewetcu, Jr. Ph.D. Pennsylvania 1966. Providing medical care for the 
aged in the United States. 

Jonn P. Formy, Ph.D. Colorado 1965. The economics of discrimination—a normative 
approach. 

Tuomas G. Fox, Ph.D. Syracuse 1966, A study of educational resource transformation 
within a large city high school system. 

J pos iE Grascow, Ph.D. Colorado 1965. Compulsory health education movement in 

e US. 


Lors S. Gray, Ph.D. Columbia 1966. Economic incentives to migration: the Puerto Rican 
case, 

Grora Hawocu, Ph.D. Chicago 1965. Personal earnings and investment in schooling. 
The study is concerned with earnings of males in the United States in 1959, with 

special emphasis on the relation between earnings and level of schooling, color, and 

region. It includes a theoretical analysis of the internal rate of return and the private 

demand for investment in schooling, as well as an empirical investigation based on a wide 

cross-sectional sample from the 1960 Census of Population. Adjusted life-time earning 

streams by age, estimated for eight schooling levels within race/region groups, serve as a 

basis for estimation and analysis of internal rates of return and demand schedules for 

investment in schooling. 

SHIRLEY B. Joanson, Ph.D. Columbia 1966. An analysis of consumer durable expendi- 
ture of newly married couples. 

RicHanp Joni, Ph.D. Vale 1966. Planning education m developing countries: an economic 
study of the manpower issues, with particular reference to Africa. 

Joun R. Kear, D.B.A. Indiana 1966. Future expenditure patterns of young families. 

Herperr J. Krestinc, Ph.D. Harvard 1966. Measuring the local government services: a 
study of efficiency of school districts in New York State. 

Sun Kee Kim, Ph.D, Southern California 1965. A solution to the problem of food short- 
ages in Korea. 

Davi T. Korat, D.B.A. Indiana 1966. A study of unplanned purchasing in self-service 
food supermarkets. 

PETER J. McLurz, D.B.A. Indiana 1966. An analysis of consumers’ images of major 
appliances and brands of appliances in terms of four forms of segmentation. 

Kowa K. Ro, Ph.D. Yale 1966. A statistical study of factors affecting the unit cost of 
short-term hospital care. 

Carros H. Roiz-Tactz, Ph.D. Harvard 1966. Population concentration and economic de- 
velopment: the Chilean case. 


Josera H. Scmwarrz II, Ph.D. Chicago 1965. Mixing diets under demand uncertainty. 


James H, Scuurz, Ph.D. Yale 1966. The future economic circumstances of the aged: a 
simulation projection of aged pension income and asset distributions—1980. 


Ropert A. Scawarrr, Ph.D. Columbia 1966. Private philanthropic contribution—an 
economic analysis. 


NABEEL SHAATH, Ph.D. Pennsylvania 1965. Education high level manpower and the 
economic development of the United Arab Republic. 


ArxaspAm M. Sincan, Ph.D. Harvard 1966. Internal migration in Canada, 1871-1951. 


BoowrAw Somsoonsonc, Ph.D. Pennsylvania 1965, Diffusion of consumer durable goods 
in Thailand: a case study of the Bangkok-Thonbun Metropolitan Area. 


Mmm C. Spencer, D.B.A. Indiana 1966, Family decision making under uncertainty: an 
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exploration of the development of food shopping patterns by families new in a com- 

munity. 

MxENAKSHISUNDER VENKATESAN, Ph.D. Minnesota 1965. An experimental investigation 
in the conditions producing conformity to and independence of group norms in consumer 
behavior. 

An attempt to determine the conditions under which an individual yields to group 
norms in the consumer decision-making process. It further encompasses the conditions 
facilitating nonyielding behavior in a decision-making situation. 

Arnotp A. WriiNsTEIN, Ph.D. Virginia 1965, Transitivity of preference: & comparison 
between age groups. 

Finis Wzrcm, Ph.D. Chicago 1966. The determinants of the return to schooling in rural 
farm areas, 1959. 


PS -ra —— ——M— -— cae 


VACANCIES AND APPLICATIONS | 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the E) or following up the results. The dre. a 
office will merely afford a central point for clearing inquiries; and the Re- 
view will publish in this section a brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Ássociation has no other way of knowing whether or not this section 
is performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to publish name and 

dress or to use a key number. Deadlines for the four issues of the Review 
are February 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, 629 Noyes Street, Evanston, Illinois 60201. 


Vacancies 


Economics amd business administration: Chutch-related (Lutheran) liberal arts 
college. Candidates must have a Ph.D, in the field of economics or business admin- 
istration; preparation should include economic theory, history of economic thought, 
finance, management and marketing. Business and teaching experience are highly 
desirable. and salary according to qualifications, Full-time faculty member for 
position beginning in September, 1966. P322 
Economists: Antitrust Division, United States Department of Justice, has openings 
for economists in Washington, D.C. Candidates should have at least a master’s 
degree and possess a background of education or experience in industrial organiza- 
tion, trade regulation, industrial concentration, the structure of industry, and price 
behavior. Duties involve the application of economic analysis to the enforcement 
of the antitrust laws. All positions are within the competitive civil service; entrance 
salaries range from $7,479 to $12,510 per annum. Further information may be 
obtained by writing to: Mr. John W. Adler, Assistant, Administration Division, De- 
partment of Justice, Washington, D.C. 20530 


Engineering, economics, economic development, industrial development: Position 
available with consulting prd firm having an established department of 
Engineering Reports. This department has a history of successful analysis and 
creative thinking in project evaluation for industry and government. Applicant 
would occupy a junior to middle-rank position in a definitely technology-oriented 
frame of pM m Applicant would be expected to contribute the viewpoint of 
economic training to round out the scope of a firm's activity in engineering eco- 
nomics. An interest in and a flair for clear, succinct writing is essential. Under- 
graduate degree in science, mathematics, or engineering plus a master's degree in 
economics is desired. Salary in $10,000 range. Write to: Lee Carter, Manager, 
Engineering Reports, R. W. Booker & Associates, Inc., 1139 Olive St, St. Louis, 
Missouri. 63101 


Economists: Opportunities for economic research in the field of civil air trans- 
portation relating to regulatory activities. Positions are in the federal Civil Service 
at grades GS-13 ($12,150) and GS-14 ($14,680) and are located in Washing- 
ton, D.C. Basic requirements: minimum of 21 semester hours in economics plus 5 
hours in statistics, accounting, or calculus; 3 years of professional experience in 
transportation economics, including one year comparable in responsibility and diffi- 
culty to grade GS-12 or GS-13; and civil service status or qualification under cur- 
rent economist examination 382B. Résumés or Civil Service Commission Form 57 
(application for federal employment) should be sent to: Director of Personnel, 
United States Civil Aeronautics Board, 1825 Connecticut Avenue, N.W., Wash- 
ington, D.C., 20428. 


Economics: Saginaw Valley College seeks a Ph.D. to institute a highly quantitative 
pro in economics and business. Familiarity or interest in the use of computers 
is desirable. Send vita to: Dr. Samuel Levine, Saginaw Valley College, University 
Center, Michigan, 48710. 


Economics and business: Rapidly expanding new university, favorably located in Van- 
couver metropolitan area, aiming at excellence in undergraduate teaching and strong 
graduate program, invites applications at all rank levels. Doctorate or near-doctorate 
je pti Favorable advancement opportunities, Specialists required in many areas, 
including economic theory, operations research, mathematical economics, econometrics, 
statistics, educational economics, public finance, economic history, regional economics, 
monetary economics, business finance, management, marketing, and commercial law. 
Write to: Dr. Parzival Copes, Head, Department of Economics and Commerce, Simon 
Fraser University, Burnaby 2, British Columbia, Canada. 


Economist: Progressive, fast growing private university in south Texas has teaching 
appointments available in September, 1966, for Ph.D.’s in the field of economic 
theory (especially macroeconomics) and labor economics for undergraduate and 
graduate courses and seminars. Please submit complete résumé. P328 


Quantitative economists: New responsibilities at ORI have created unusually attrac- 
tive career opportunities for quantitative economists with training in statistics and 
economics. The work is long range and has three objectives: development of effec- 
tiveness criteria for program evaluation, analysis of program goals and purposes, and 
development and comparison of alternative proprams. For personal discussion of 
these opportunities please send your résumé to: Lynford O. Russell, Personnel Di- 
rector, Operations Research Incorporated, 1400 Spring Street, Silver Spring, Mary- 
land, 20910. An equal opportunity employer, M&F. 


Regional economist: The Department of Commerce has begun a new program of 
economic development for large multistate regions in the United States. The Depart- 
ment is looking for persons experienced in economic development or regional eco- 
nomics to staff up a new Office of Regional Economic Development or multistate 
regional commissions. Please send résumé to: Kenneth A. Mclean, Office of Regional 
Economic Development, U.S. Department of Commerce, Washington, D.C. 20230. 


Transportation research, mathematical economics, operations research, agricultural 
economics, health economics: The expanding contract research program of the Re- 
search Triangle Institute provides opportunities for experienced researchers at vari- 
ous professional levels. Special training in mathematics, statistics, qualitative eco- 
nomics, and knowledge of electronic computers is desirable. An especially attractive 
opportunity exists for a senior transportation economist or analyst. Preference will 
be given to U.S. citizens experienced in constraints of contract research deadlines, 
proposals and budgetary requirements. Ability to write, as well as flexibility to work 
individually or as team member or team leader and adaptability to new areas of 
research are essential, Salary dependent on qualification and experience. The Re- 
search Triangle Institute is a relatively young nonprofit, nonendowed, university- 
affiliated (Duke University at Durham, University of North Carolina at Chapel 
Hill, and North Carolina State University at Raleigh) institute. Write to: Dr. Edgar 
A. Parsons, Director, Operations Research and Economics Division, Research Tri- 
angle Institute, P.O. Box 490, Durham, North Carolina, 27702. 


Economists apl Needed by the Office of International Operations, Internal 
Revenue Service in Washington, D.C. Salary is $10,619 and $12,510 per annum for 
Grades 12 and 13, respectively. Unique and challenging positions in new fields re- 
lating to taxation where guidelines end precedents are virtually nonexistent. Incum- 
bents conduct studies on pricing and trade practices for projects or cases to determine 
the market or arm's length prices for goods, services, or intangibles flowing between 
controlled international organizations. And whether, under section 482 of the Internal 
Revenue Code, it is necessary to apportion or allocate income among them to clearly 
reflect true taxable income. Studies may aid in the development of federal tax pro- 
grams, affect entire industries, or support cases in litigation, Applicants should have 
a doctorate or master's degree in economics pe responsible professional experience, 
preferably in industry. To apply send résumé or application Form SF-57 to: Director 
of International Operations, attention Chief, Economic Advisory Branch, 1229 20th 
Street, N.W., Washington, D.C. 20225. ' 


Economist, cost analysis: Several positions are available with the Cost Analysis Di- 
vision, Comptroller, Electronic Systems Division, Air Force Systems Command, L. G. . 
Hanscom Field, Bedford, Massachusetts, for economists to conduct cost analysis of 
electronic communication and information systems. Junior positions require a de 

in economics, mathematics, engineering or business with capability desired in statisti- 
cal cost analysis, pricing, budgeting, computer programming or logistics. Senior posi- 
tions require 3-10 years of experience in system analysis, weapon systems cost analysis 
or operations research in the aerospace or electronics industry. Substitution of govern- 
ment, teaching, or consulting experience may be accepted. Education should be in a 
combination of two or more fields with an advanced degree or equivalent study re- 
quired for senior positions. For additional information, write to: Civilian Personnel 
Office, Att.: Mr. Richard T. Mulligan, L. G. Hanscom Field, Bedford, Massachusetts, 
01730. 2 


Social sciences: New institution will admit its first students in March, 1967. Staff 
being recruited for School of Social Sciences. Positions available at the following 
levels: associate professor, $8,000-$8,600 (Australian dollars; U.S., $1.12); senior 
lecturer, $6,500-$7,600; lecturer, $4,800-86,300. Travel expense for recruited ap- 
ponte and family will be paid by University. For further information, write: D. M. 

yers, Vice-Chancellor, La Trobe University, 474 St. Kilda Road, Melbourne, Vic- 
toria, Australia. 


Economici: Position available: chair of economic and department chairman. Salary is 
approximately $9,250 (U.S. dollars) for ten-month period, plus certain allowances. 
Travel expenses of the professor and his family are provided. The University would 
prefer retired professor who could spend some. years in Singapore, but would also 
welcome someone available on sabbatical leave who could arrive for the beginning of 
the academic year in mid-May, 1967. An American professor on leave need absent 
himself for the summer vacation period and one regular fall semester only to com- 

lete the University's academic year which runs from mid-May to the end of the 
ollowing Janusry. Detailed information may be obtained from: Lim Tay Boh, Vice- 
Chancellor, University of Singapore, Sukit Timah Road, Singapore 10. 


Cost/effectiveness analyst: Douglas Aircraft Company requires economist with engi- 
neering or hard science background. Position involves weapon or space system cost 
estimating, mathematical gaming of techno-economic alternatives, cost estimating of 
equipment and functions. Knowledge of resource allocation and marginal pricing re- 
Du background ín externality analysis useful. B.S. in engineering; advanced 

egree in economics preferred. a competitive, dependent upon background and 
experience. Contact: S. Kline, Douglas Space Systems Center, 5301 Bolsa Avenue, 
Building 14, Huntington Beach, California. Phone Collect Area Code 714, 897-0311, 
Extensions 4820 or 4821. 


Economists and statisticians: To work on employment, unemployment, wages, Ense 
benefits, industrial disputes, and other labor statistics, or on retail and wholesale 
prices, family budgets and living conditions, productivity, labor costs, technological 
change, economic growth, etc. The Bureau of Labor Statistics needs economists and 
statisticians for openings at various levels. Salaries will be commensurate with ability, 
recommendations and experience. Entrance salaries range from $5,331 to $17,550 per 
year. Seeking good candidates for current openings. However, also interested in can- 
didates who will be available at end of current academic year. Will have responsible 
officials at A.E.A. annual meeting. Résumés or Standard Forms 57 (Application for 
Federal Employment) should be sent to: Personnel Office, Bureau of Labor Statistics, 
U.S. Department of Labor, 441 G Street, N.W., Washington, D.C., 20212. 


Statistician: Salary up to $750; bachelor's degree plus one or two years of experience 
in economic or statistical research; excellent fringe benefits including exceptional 
climate, unlimited outdoor recreation. Located on Eastern slopes of the Sierras, Re- 
tirement; group insurance. Apply: Nevada State Personnel, Carson City, Nevada. 


Economist: Ph.D. or appropriate experience. Statistical methods; international eco- 
nomics preferred; other fields considered. Assistant or associate professor. New 
university, organized on collegiate system; 90 miles from Toronto. Send résumé to: 
President, Trent University, Peterborough, Ontario, Canada. 


Senior economists: The Organisation for Economic Co-operation and Development, 
Paris, has immediate vacancies for two or three senior economists in its Economics 
and Statistics Department. Chief qualifications required: good degree in economics, 
aptitude for and experience of analysis of current economic developments and pros- 


pects, and ability to draft well and to present the results in a form useful to the 
government officials concerned with general economic policies, The responsibilities 
range from the Annual Surveys which the O.E.C.D. publishes on the United Kingdom, 
the United States, France, and other countries to the unpublished material which the 
Secretariat prepares for Working Party No. 3 and other committees of the Organisa- 
tion. Tax-free emoluments (married, nonresident) range, from about 61,000 to 
75,000 Frs per annum, including employer's contribution to Provident Fund. Installa- 
tion grants, children's allowances, and other fringe benefits. Five-day week and gener- 
ous vacation and home leave arrangements. From time to time other posts are likely 
to become available and preliminary inquiries would be welcome. Candidates are ac- 
ceptable from any of the member couatries of the Organisation. Applications, specify- 
ing economists, with detailed curricula vitae, should be sent to: Organisation for 
Economic Co-operation and Development, Personnel Division, 2 rue André Pascal, 
Paris 16, France. 


Business research specialist: Position open for senior business research analyst who is 
experienced and capable of conducting industrial or business research as major te- 
sponsibility of faculty appointment. Teach graduate work as one-fourth load. Ph.D. 
in business, economics, or related research tool areas required. Salary $14,000 to 
$18,000. Write to: Dean Robert L. Thistlethwaite, College of Business, Northern 
Illinois University, De Kalb, Illinois, 60115. 


Economists and econometrician: New York's largest commercial bank with an ex- 
pending Economic Research Department is ing experienced individuals with 
Ph.D. for the following positions: monetary economist, to do research and writing on 
U.S. financial markets and the banking industry; business economist, for research, 
wtiting and consulting on U.S. economy with specific emphasis on business outlook 
and government policy making; econometrician, must have background in EDP and 
mathematical statistics for advanced research leading to forecasting and analysis of 
macroeconomic variables with emphasis on the financial sector. Send résumé to: 
Thomas E. O'Reilly, Chase Manhattan Bank, 1 Chase Manhattan Plaza, New York, 
New York, 10015. 


Managerial economics: Ph.D. or equivalent; ience helpful but not required. 
Conduct research on managerial economics. Work on problems of marginal analysis 
and cost-benefit analysis of major udin decisions in the headquarters research staff 
of a major Eastern Start immediately. Résumé, including salary. P350 


Economic analyst, industrial strategy: Salary range, $10,000-$20,000. Headquarters 
in Columbus, Ohio, with some travel, mainly domestic. Responsibilities would include 
performance of economic studies related to the many problems that affect top-manage- 
ment of industry. Technological forecasting, strategic planning, product planning, 
and marketing research are examples. Quantitative techniques, backgrounds in science 
and engineering, and business abilities would be used to interpret findings clearly to 
management in the following areas: agriculture, chemicals, construction, electronics, 
food, graphic arts, health, packaging, paper, primary metals, transportation, water 
resources. Master's or Ph.D. in economics or business, plus technical bachelor’s de- 
gree in one of the above areas is desirable, with extensive training in quantitative 
methods. Write to: Donald D. Renwick, Batelle Memorial Institute, 505 King Avenue, 
Columbus, Ohio, 43201. 


International development economist: Salary range, $11,000-$18,000. Headquarters 
in Columbus, Ohio, with possible travel in all countries. Responsibilities would focus 
upon international economic research. Applicants must be prepared to perform eco- 
nomic analyses and feasibility studies. Travel overseas typically will occur once or 
twice annually and will last for a period of approximately 3 to 6 weeks, Residence 
abroad is possible. Appreciation of social factors in economic development, ability to 
write intelligible reports, and willingness to operate as part of a team of technical 
specialists are mandatory. General knowledge of regional economics, project plan- 
ning, manufacturing processes, or service industry procedures is desirable. Extent of 
responsibilities is dependent upon capability of applicant. Master's or Ph.D.'s are 
preferred but bachelor applications wil! be accepted. A cross discipline background 
is desirable, including economics, sociology, political science, and technical fields. 
Applicant must bave extensive training in economics with emphasis on quantitative 
analysis. Foreign language capability 1s desirable but not mandatory. Overseas ex- 
erience preferred. Write to: Donald D. Renwick, Batelle Memorial Institute, 505 
ing Avenue, Columbus, Ohio, 43201. 


Regional economist: Salary range, $11,000-220,000. Headquarters in Columbus, Ohio 
with some travel, mainly domestic. Responsibilities would include identification of 
potential research programs, formulation of research proposals, and performance of 
regional economic analyses and feasibility studies. The application of computer simu- 
lations and other quantitative techniques; writing of intelligible reports; and operat- 
ing as part of a team of technical specialists will be expected. Extent of responsibilities 
is dependent on capability of applicant. Master's or Ph.D.'s are preferred. Technical 
background is desirable with extensive training in economics and quantitative analysis. 
Write to: Donald D. Renwick, Batelle Memorial Institute, 505 King Avenue, Co- 
lumbus, Ohio, 43201. 


Labor economists and/or statisticians: The measurement of the economic damages 
suffered by those who are wrongfully injured or killed is a new area for the applica- 
tion of economic and statistical knowledge and research techniques. This field has 
been. LUNES successfully and Associated Appraisers of Earning Capacity is now 
providing this service to attorneys on a nationwide basis, Those in it appraise the 
losses and are required to testify as an expert in court trials and must withstand hostile 
cross-examination. Jt is one of the highest-paid forms of work in the profession and 
it is possible to engage in it as a part-time activity. Requirements: (1) minimum 
status of associate professor; (2) experience in research in collective bargaining 
agreements and fringe benefit pronus n location in or near a major metro- 
pr area, Openings now availabie in following areas: Boston, Philadelphia, Pitts- 
urgh, Chicago, Minneapolis, St. Louis, New Orleans, Kansas City, Oklahoma City. 
Waiting list open in other areas. Send résumé and list of publications to: Philip 
Eden, President, Associated Appraisers of Earning Capacity, 1303 Walnut Street, 
Berkeley, California, 94709. 


Economists: Four new permanent positions with 18-man economics department at 
rapidly growing state university (16,500 students). Positions can be filled at any rank 
and in most fields of specialization. Ph.D. in economics required for all positions. 
Senior ranks require teaching experience and demonstrated research activity as well 
as interest ín working with graduate students. Opportunity to combine specialty teach- 
ing with research work under reduced class load. Nine-month salary range from 
$9,000 to $17,000. Summer employment, when available, pays an additional two 
months’ salary. Send résumé and reference to: Jack W. Skeels, Department of Eco- 
een College of Liberal Arts and Sciences, Northern Illinois University, De Kalb, 
inois, 60115. 


Economist: Associate or full professor. Salary open, depending upon training and 
experience. Emphasis in one or two of the following: labor, international trade, eco- 
nomic thought; 12-hour teaching load. du SE in college teaching and in research. 
Send credentials to: Dr. David Martin, Department of Economics-Political Science, 
State University College, Geneseo, New York, 14454. 


Economists: With continued growth and a new M.A. program in economics the De- 
partment of Economics, California State College at Fullerton will have openings in 
September, 1967, for two additional staff members. Need a Ph.D. economist (rank 
and salary open) whose primary responsibility will be teaching economic theory at 
the graduate level in the M.A. program. Ideally (but not necessarily}, this person 
shold: have an additional interest in teaching in the area of research, development 
and technological change. Also need a Ph.D. (or near-Ph.D.) labor economist (rank 
and salary open), with a theoretical and quantitative as well as institutional orienta- 
tion. This person will be expected to assist in developing a new, interdisciplinary In- 
stitute of Industrial and Labor Relations in the College. In general, Department seeks 
persons with a high degree of technical economic competence, dedicated to teaching, 
and devoted to continuing professional activity and development. The College, 6 years 
old and rapidly expanding, is located on the fringe of the Los Angeles metropolitan 
area. For Further details, write (enclosing detailed résumé): Dr. N. Townshend- 
Zellner, Department of Economics, California State College, 800 North State College 
Boulevard, Fullerton, California. 


Economist and planner: A permanent position offering opportunities for professional 
advancement with a growing research organization performing work for private 

and government agencies. Our Environmental Sciences Research Group needs an 
economist and planner to serve as a research project manager. Position also includes 
client contact and some marketing responsibilities. Primary area of activity is in 


natural resources planning and use. The preferred applicant will be experienced, hold 
an advanced degree, and dum some background in mathematics. Salary open. Pleasant 
location near a university. Write to: Spindletop Research, Inc., Iron Works Road, 
Lexington, Kentucky, 40505. An Equal Opportunity Employer. 


Manager, survey research: A growing contract research organization needs a manager 
to direct its survey research activities. Survey projects may involve product planning, 
development, and market testing; political, social, and economic research; and testing 
of scientific hypotheses. Survey projects may be performed as part of more extensive 
research undertaken by the organization or directly for private and governmental cli- 
ents. The preferred applicant will have an M.S. and several years of experience in 
applied statistics or psychology. Salary open. Write to: Spindletop Research, Inc., Iron 
Works Road, Lexington, Kentucky, 40505. 


Economic research analyst: Opportunity for participation in meaningful research in 
problems related to regional economic studies, specific industry studies and analysis 
of labor force structure as part of a state-wide planning program. Requirements in- 
clude a master’s degree in economics or related social science and recent experience in 
economic research. Salary, depending on qualifications, is within the $8,180-$10,224 
range. Send résumé to: James J. O'Donnell, Director, Maryland State Planning De- 
partment, 301 West Preston Street, Baltimore, Maryland, 21201. 


Tax economists: Office of Tax Analysis, U.S. Treasury Department, has opening for 
several economists in Washington, D.C. Candidates should have a doctorate or master’s 
degree in economics with some background in public finance and orientation toward 
quantitative economics. Duties involve studies of the effects of proposed revisions of 
tax law relating to both domestic and foreign activity. Positions are within the com- 
pe Civil Service at Grades 9 through 15, depending on qualifications; salaries 
rom $7,696 through $17,550 per annum. Write to: Director, Office of Tax Analysis, 
U.S. Treasury Department, Room 4217, Main Treasury, Washington, D.C., 20220. 


Economist: Large midwestern commercial bank is seeking economist to do research and 
writing on general business conditions and financial markets. A career position with 
unusual potential, this work involves contact with commercial banking, trust, and 
bond departments. Minimum requirement: master's degree or equivalent. E 
P upon qualifications and experience. Excellent working conditions and bene- 

ts. Please submit résumé. - P331 


Development economist: At the University of Queensland, Brisbane, Australia, Enroll- 
ment 12,000. Commence early in 1967. Permanent position. Removal expenses paid. 
Study leave. Limited teaching in development and policy or quantitative methods, To 
undertake research into regional planning and economic development with particular 
attention to Northern Australia. M.S. or Ph.D. with some publications. Send résumé 
to: Dr. W, O. McCarthy, Department of Agricultural Economics, University of Cali- 
fornia, Berkeley, California, 94720. 


Economists Available for Positions 
(Italics indicate fields of specialization) 


Labor, consumer economics, public finance, principles: Man, 43, married; Ph.D. Ten 
years of college teaching ience. Seeks position with college which places em- ` 
hasis on excellence of ing. Prefers western area of country and associate pro- 
essor rank, E1426 


Economics of developing areas, resource economics, micro and macro theory, mone- 
tary and fiscal policy, economic thought, economic history, theory of economic de- ’ 
velopment, agricultural prices and policy: Man, 29, Indian national, married; M.A. 
in economics from an Indian university, Ph.D. from an American university near 
completion, dissertation in progress. Currently research assistant; recipient of LLE.: 
fellowship. About 5 years of research experierice in two major research orgeniza- 
tions in India; published a number of articles in Indian economic. journals. Seeks 
chellenging teaching and/or research position at a U.S. or Canadian university. 
Salary location open. Available in December, 1966. E1447 


Labor economics, industrial and labor relations, personnel ‘administration: Woman; 
M.B.A. Publications. Desires research writing position, preferably in dur A 
l 1454 


Business and mathematical statistics, macro and micro economic theory, money and 
banking, econometrics, mathematics for economists: Man, 45, foreign-born, educated 
. in the U.S.; M.A., Ph.D. Four years of teaching experience. Presently teaching in 

a liberal arts college. Desires a teaching position with a progressive institution. 
Available in September, 1966. E1494 


International economics, comparative economic system, principles, bistory, money and 
banking, international business management, marketing: Man, 37, married; M.A. 
(business administration), Ph.D. economie Presently senior economist with major 
corporation; management, research, and teaching experience; mu widely: 
traveled. Desires teaching, research, or management position in U.S. or abroad. Avail- 
able on short notice. E1510 


Macroeconomics, microeconomics, economics of underdeveloped regions: Man, 30, 
Pakistani; B.Sc. (Economics) Honours from London School of Economics, with 
specialization in analytical and descriptive economics, M.Sc. (Economics) from Uni- 
versity College London in advanced economic theory with special paper in theories 
of inflation. Seeks suitable post, preferably teaching, in U.S. or Canada. Some teach- 
ing | Ee Available at short notice. F. Husain, 2 Meard Street, London, W. 1, 


Agricultural economics: Man, 26, single; M.A., working towards Ph.D. in agricul- 
tural economics. Two years of graduate and undergraduate teaching experience; more 
than 2 years of research experience; several research papers published. Seeks college 
teaching or position at research organization. Available immediately. E1513 
International trade, international economics, money and banking, European Common 
Market, economics 2 developing countries, problems of economic aid: Man, 31, 
Indian national, single; B.Com, M.A. LL.B., M.S.Sc., Ph.D. Short experiences in 
ddp teaching, industrial administration, and as lawyer in taxation in India. At 
present doing research in Germany; fluent in English and German; mother tongue 
Hindi. Seeks teaching and/or research position in the United States or Canada or in 
any of the special agencies of the United Nations. E1514 


Urban economics, city planning, in ig improvements programming: Man, 45; B.A. 
B.B.A., M.C.P. Eight years in both accountancy and city planning. Experienced in 
government finance, cost-benefit studies (transportation, housing, iban renewal, other 
city planning problems), capital budgets. Desires responsible research/administrative 
position. Available immediately. l E1515 


Quantitative methods, econometrics, mathematical economics, macroeconomics and 
economic fluctuations, monsy and banking: Man, 34, married; Ph.D. in economics. 
Teaching and research ience. Interested in teaching position; prefers mainly 
graduate, with a full-time load not exceeding the equivalent of two courses; or full- 
time research position in a research institution or research department of a private or 
public institution. Available immediately. E1516 


Public finance, fiscal policy and theory, planning and economics of develapment 
(India), fraxcial problems of underdeveloped countries, elementary statistics, mo- 
bilization of governmental resources of development: Man, 35, married; M.A., 
Ph.D. Eight years of research experience in university; 7 years of research experi- 
ence in government. Fluent in English. Desires teaching-research position. Intends 
settling in U.S. or Canada. Presently ERO as research officer under a state 
government in India. Available in September, 1966. E1519 


Labor economics, social insurance, labor law, collective bargaining, industrial rela- 
tions: Man, 38, married; PhD. Over 40 publications. Considerable part-time and 
full-time teaching experience; 6 years of full-time research experience. Present 
' academic rank is full professor. Seeks research and/or teaching position.. Available 

in June, 1967. l E1530 


Economic Aeee a international finance, US. foreign investment problems: 
Man, 64, married; Ph.D. Twenty-five years of progressively responsible experience 
specializing in financial aspects of economic development in Vir ur Latin Anem 
Middle East, Africa, and in headquarters U.S. and multilateral development an 

financial institutions. Familiarity in dealing with foreign investments problems of 
and resources available to international business and 15 years of full- and part-time 
university teaching. Desires consulting, research, or teaching connection or com- 
bination, with consulting group, privaté business, or university in U.S. or abroad. 
Available in September, 1966, or February, 1967. E1531 


Theory, labor, principles: Man, 54, married; Ph.D. Thirty years of experience as 
_ teacher and chairman of the department. Seeking opportunity to return to teaching 
after frve years in administration. Opportunity to build a really effective department 
that will challenge the students and meet the criteria of high standards of economic 
education. Experienced also in industry through consulting and arbitration. — E1535 


International economics, politics, law, diplomacy, systematic integration of all inter- 
tational fields: Man; M.A., will soon finish Ph.D. Well read; research in sociology 
and add nd in Cuba and in several African states. Experience in Washington 
politics and policy formation; special interest in counter-insurgency; strong specialty 
in southern Africa, Seeks research and teaching. Prefers D.C. area. Avail K any 
time. 153 


. Development economics, planning, economic theory, international trade, money, bank- 
ing, insurance, public finance, labor economics, economic bistory, business administra- 
tion: Man, 45, married; Ph.D. Over 40 publications; 20 years of research, business, 
and graduate teaching experience in Europe, U.S., Latin America, Middle East, Africa, 
and Asia; fluent in 8 languages; formerly U.N. Technical Assistant, at present In- 
dustrial Sector Programmer at regional development authority (SUD ), Recife, 
Brazil, on behalf of the O.A.S. Seeks responsible teaching and/or research, consulting, 
administrative position with university, research organization, or international business 
for October 1, 1966, in U.S. or abroad. E1537 


Comparative economic systems, planning, Soviet and European economics, develop- 
ment, economic integration, principles: Man, 38, married; Dr. rer. pol, 1 year at 
Harvard University. Associate professor; 11 years of research and 6 years of teaching 
experience. Seeks teaching and/or research position for the academic year 1967-68. 

E1538 


Micro- and macroeconomics, economic development, history of economic thought, 
international economics: Man, 54; Ph.D. Mature economist; professor and department. 
head; tenured. U.S. government and international job experience; two-time Fulbright 
to Asia; research fellowship in South Asia. Publications. Desires relocation in de- 
veloping university or college. E1539 


Economie education: Man, 40; A.B. in economics, M.S. in education. Ten years in 
teaching. Knowledge of research; be ability. Desires work with foundation, 
publication, or school. Interested in methods of education regarding present economic 
system, or situations where information is being gathered on specific problems and 
material is synthesized into reports and recommendations. £1540 


Macroeconomics, money and banking, business cycles, public finance: Man, 45; Ph.D., 
Harvard. Nine years of teaching, graduate and undergraduate; 3 years as government 
economist; 7 years of business experience. Modest publication record, including text 
in macroeconomics. At present associate professor at large university. Desires teaching 
sition, preferably in metropolitan university in midwest or northeast. Available in 
une or September, 1967. E1541 


Manpower, labor, economic theory, economic history, history of thought, principles: 
Man, 30, married; Ph.D. University teaching and research experience. A number of 
publications, Seeks academic position with dune to combine teaching and research. 
- Available in September, 1967. E1542 


International economic development, international trade, finance, marketing: Man, 42, 
married; lacking thesis for M.A. Bilingual; over 8 years of experience in economics 
and marketing research and development. Desires international trade Se 
opportunity. 1543 


Labor, welfare, manpower, theory, development, history of thought: Woman, 26; 
Ph.D. Teaching and research experience. Woodrow Wilson Fellow. Several publica- 
tions. Desires teaching with opportunity to do research. Available in September, 1967. 

P E1544 


Money and banking, macroeconomics, principles, publie finance, land economics, 
economic history, comparative systems, Soviet economy: Man, 39, married, Canadian; 
Honors B.A. and M. A. in economics, Ph.D. thesis well under way. Fluent in German. 
Fifteen years of business 2c (accountant) and 3 years.of university teaching 
experience in economics. Seeks research and/or teaching position. Will consider other 
positions. West Coast of U.S. or Canada. Available in 1967 (perhaps late 1966). 
E1545 


Macroeconomics, economic development, housing and urban economics, labor: Man, 
52, married; Ph.D. Four years of teaching experience; 4 years federal civil service; 
18 years international civil service. Many publications; traveled widely; fluent French; 
international orientation; interdisciplinary approach. Desires combination of teachin 
and research (expertise—public works and full employment and economic gro 
policy). Prefers medium-size liberal arts college west of Mississippi River with accent 
on good teaching. E1546 


Industrial relations and personnel management, economic planning, mdnagement 
ractice, marketing, regional development, rural economics: Man, 26, single, Indian; 
Com. in General Management. Trained in labor welfare; commercial assistant 
manager; some lecturing experience. Desires research and/or teaching or adminis- 
trative position with college, university, and research organization; also interested in 
management training and working abroad for private business or international ju 
1547 


Operations research, econometrics, statistics, mathematical economics: Man, 48; BS. 
in S.S., Ph.D. course work virtually completed. Desires research position. Willing to 
relocate, Available immediately. E1548 


Money and banking, industrial planning and economics, marketing research, policies 
of business firms, insurance and law: Man, 49, married; B.S.(S.S.), LL.B., M.B.A. 
course work completed. Ten years of university and army teaching; 14 years as busi- 
ness executive with largest corporation of its kind in the world; responsible in direct- 
ing all phases of industry trends in legalities, finance, banking, education, insurance, 
and accounting through marketing development and research. Desires position in ad- 
ministration, teaching, or research. E1549 


Economics, business: Man, 56, married; Ph.D. Twenty years of teaching experience, 
9 as department head; business experience. Various publications. Desires teaching, 
research, administration, or some combination. Available immediately. E1550 


Monetary theory and financial institutions, statistics, economic theory, economic de- 
velopment, mathematical economics: Man, 26, married; all Ph.D. requirements com- 
pleted except dissertation which is in progress and should be finished early in 1967. 
Some college teaching and academic research experience. Desires teaching d s 
with research opportunities, preferably in midwest, southwest, or Rocky Mountain 
area, Available in January, 1967. E1551 


Economic development, international trade, microeconomic and macroeconomic theory, 
statistics: Man, 33, married; Ph.D. Three years of graduate and undergraduate uni- 
versity teaching experience; presently assistant professor of economics. Publications. 
Desires teaching and/or research position, Available in fall, 1967. E1552 


Theory, economic development, public finance: Man, married, Latin American; B.A. in 
Latin America with honors, M.A., Ph.D., University of Minnesota, doctoral disserta- 
tion with Ford Foundation fellowship. Three years of teaching experience; 1 year 
advising governmental development agencies; currently teaching ta O.A.S. program in 
Brazil and preparing book on public finance and economic development with Latin 
American application. Seeks permanent teaching and/or research position. E1553 


Econometrics, mathematical economics, quantitative methods macroeconomics, micro- 
economics, economic fluctuations, international trade, money and banking: Woman, 
29; Ph.D. Four years of graduate teaching and research experience. Publications, in- 
cluding a book. Interested in teaching position or research position in a leading institu- 
tion. Available in fall, 1967. E1554 


Economic history and problems, economic theory, comparative economic systems, de- 
velopment and monetary economics, elementary statistics and demography: Man, 29, 
married, Indian; B.A.(Hons.), M.A. Three years of college teaching experience; some 
experience in economic statistics. Seeks teaching or research position in any place 
except India and Pakistan, E1555 


Public finance and fiscal policy, monetary economics, miero- and macroeconomic theory, 
economic history and development: Man, 28, married; M.A., Ph.D. Three years of 
teaching experience as a graduate teaching assistant; 1 year as instructor at a leading : 
state university in the U.S. Publications in European learned journals. Interest in 
econometrics. Currently assistant professor at a large state university. Desires teachin 

position with opportunity for research, preferably in a university offering a doctora 


program. E1556 


International economics, development economics, public finance, economic theory, 
industrial organization and public policy, economic thought: Man, 33, married; Ph.D. 
Three years of college teaching. Seeks university or college teaching position offering 
more challenge and opportunity than the one now held. Available in January, Eri 

1557 


International economics, quantitative methods, economic development, economic the- 
ory: Man, 32, Indian; Ph.D. Five years of research experience; 3 years of graduate 


teaching experience. Currently on the faculty of an Indian university. Desires a posi- 
tion at university or research institute. E1558 


Economic theory, international economics, economic development, economic systems, 
business economics: Man, 34, married; Ph.D. expected in fall, 1966. Ford Foundation 
fellowship. Several years of government experience abroad; 2 years of university teach- 
ing. Seeks teaching position. Available in September, 1966, or early 1967. E1559 


Economic theory: Man, 34, married; all but dissertation completed for Ph.D. Trained 
in one of the leading economics departments and at several important research insti- 
tutes. Broad and successful teaching experience. Seeks position conducive to continu- 
ing research and professional development in situation which will utilize and pre 
15 


competence. i 

Marketing, management, communications, data processing, international business, 
government and business, principles, thought, agricultural economics, development, 
systems, public finance, consumer economics: Man, 36, married; M.B.A. (marketing), 
M.A. (economics), U.S.C. Extensive price and cost analysis work, systems and pro- 
cedures, and procurement exposure in industry. Presently teaching in M mii o 
lege in California. Seeking professional advancement in four-year liberal arts college. 
Will relocate to any area. Salary and position open. E1561 


International finance, national income accounting, economic development, public 
finance and fiscal policy, economics of social welfare, regional economics: Man, 37, 
married; M.A., additional work towards Ph.D. Fellowships; languages; 8 of 
progressive research experience; publications. Seeks research position. Willing to | 
relocate. E1562 


w 


Agricultural economics, commodity analysis, business economics: Man, 26; Ph.D. Two 
years of research experience in long-term commodity projections and food indus 
outlooks in U.S. and Europe. Desires research with large corporation or institute, wi 
possible openings to operations. l . R1563 


What you can do 
about obscene, harassing or 
threatening phone calls 


It's our policy —indeed, it’s our -` 


business—to make sure that 


customers receive the best e 


phone service. 


That's why, when the T 
becomes an instrument of annoy- . 
ance, unpleasantness or: harass- - 


ment, it’ 8 a matter of the most | 


serious concern to us, 


There are three things thát you: 
and members of your family can 
do about uen on if: you Mee 
any. - 


1. Don't talk talk to a caller r you'r 
doubtful of. Don't give him 
audience he wants. _ 


2. Hang up at the first obscene - 


word, or if the caller doesn't say - 


anything, or doesn't identify him-. 


self to your satisfaction. ^ ] 


the , 
party. We want to do all we can 


"LU 


3 
* 
21 
, 


.9. Call your Bell Telephone 


. Business Office if the annoyance 
~ persists: We have employees who 
are trained to assist and advise you 
and who can frequently help in 


identifying the origin of unwelcome 
js troublesome calls. : i 


In ‘communities across the 

B we are working with 
police offieials and other authori- 
tes to. curb abusive calling. 


ae most circumstances we can 


. reveal the origin of abusive calls 


to law enforcement authorities 
with the consent of the called 


to protect your right to privacy. 


"The more everyone cooperates, 
"the. fewer such mE there will be. 


Me 


` 
a 
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FISCAL HARMONIZATION IN. COMMON MARKETS | 
Volume |—They -= ——— 07 
-Volume lI—Practice — 
‘Carl S. Shoup, Editor 


` This study ponie the first systematic treatment of tax harmoni- 
` zation in a common market—what is meant byi it, how important 
it is, how it may be achieved. Volume I formulates the theory. 
of fiscal harmonization. Volume Il describes how fiscal har- 
monization is developing in Europe, Latin America, Africa, and 
in common markets or free trade areas. 


Coming in November 1184 pages 2 ye set $30.00. 


ca PROBLEMS OF INDUSTRIAL PLANNING AND MANAGEMENT IN NIGERIA 
206: Onyemelukwe | | 


One of the first books on African planning and development to be 
written by'an African, this book focuses on the process of in- 
dustrialization in Nigeria.. Among tbe majór topics: covered are 
the background to industrialization, the government's role since 
independence, the problem of financing growth through capital `. 
accumulation. Tbe author notes the need to enhance the prestige ` 
of technicians, pleads for a more responsible leadership in trade  : 
- unions, and explains why the curriculum of the traditional west- - 
ern university does.not fit the needs of a developing country. 
His observations and recommendations are pertinent not only to 
Nigeria but also to developing countries throughout the world. 


Just published EJ l 322 pages . $7.50 


| THE MANAGEMENT OF PROSPERITY 
Su | Arthur F. Burns 


- “This brief book has Sih, credibility and lucidity i in | conveying a 

.. ‘working knowled ge to the reader of such important matters as 
‘how business and government have contributed to our present 

' sustained high level of economic activity and. what steps are. 

needed to assure its continuance."—Executive Book Review 

- “A small but highly instructive book . . . casts further light on 
the impact of our oa on the economy.” —The Biddle . 

Survey E $3.50 


JLUMBIA 
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A REAPPRAISAL OF MARXIAN ECONOMICS 
Murray Wolfson : 


"Professor Wolfson examines the philosopher and economist 
Marx, using the modern tools of economic analysis and the con- 
temporary Marxist literature, as well as pertinent non-Marxist 
literature. This presentation of Marx's economic theories in terms 
of our century is a definite contribution to their understanding, 
so necessary with the spread of the various types of Socialism in 
all continents."—Library Journal $6.75 


PRIVATE PENSION FUNDS 
Projected Growth 
Daniel M. Holland 


A description of how private pension funds have grown during 
the last twenty years to become a major financial institution. By 
1981, private pension funds may well hold four times as many 
assets as they held in 1961. The projections in this study cover 
both private industrial pension plans and state and local govern- 
ment employee plans. National Bureau of Economic Research, 
Occasional Paper Number 97. 

Just published $4.00 


SOURCE BOOK OF STATISTICS RELATING TO CONSTRUCTION 
Robert E. Lipsey and Doris Preston 


This source book provides, in one volume, a compilation of the 
principal time series on construction in the United States, includ- 
ing both annual series, monthly, and quarterly series. Summ 
measures of business cycle behavior have also been included for 
the most important elements of construction activity. National 
Bureau of Economic Research, General Series, Number 82. 
Coming in December ' 


THE BEHAVIOR OF INTEREST RATES 
- A Progress Report 
Joseph W. Conard 


This report summarizes the work done thus far in the National 
Bureau of Economic Research’s continuing study of interest 
rates. It contains a review of completed studies on the mortgage 
market, direct placements, the seasonal and cyclical behavior of 
interest rates, the term structure of rates, and the yield spread 
between new and seasoned corporate securities. A brief descrip- 
tion of studies in progress is also included. National Bureau of 
Economic Research, General Series, Number 81. 

Coming in October $5.00 


COLUMBIA UNIVERSITY PRESS. 
Now York, N. Y. 10027 


f i &: ne a4 
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Forthcoming B 
THE NEW ENGLAND RESEARCH SERIES: 2 D 


The Dynamics of Growth in 
New England’s. Economy, 1870-1964 
By ROBERT W. EISENMENGER, Vice-President and. 
Director of Research, Federal Reserve Bank of Boston . 


This book shows how the businessmen’ in New. England ‘have’ been able 
to adjust to the region's harsh economic climate. 240 pages -With ap- 
ponen bibliography, notes, tables, index « ‘Publication Nope m 


Previously Published. 


Capital Exports and a 

Among U.S. Regions 

MP By J. THOMAS ROMANS. - 
The New England Research: Series: l. xvii 290 pagos With notes, ` 
tables, figures, appendix, and. bibliography p $9.50 


Wesleyan University Press. 


. m * 
s “sal 
ae r, 


n 
i 


STAFF PAPERS | 


A Publication of the International Monetary Fund 


+ ow 4. i. 
1 


Vol XII 3 Po July 3000 $ JE E No. 2 


å 


„Joachim wW. Kratz 

: , ».Asahiko Isobe 

Recent. Economic. Developments: in Portugal . “Paul Chabrier and. Julius Rosenblatt 
Multiple Exchange Rates; The Indonesian Experience... eee. Kanesa- Thasan 


Published three times a year. subire iy pesca Reti are abc Ne 
each article. Annual subscription: $6 (single issues. $3.50). Special rate to university 


libraries, faculty members, and students: $3 a year G a angle "ED Subscriptions 
in other currencies accepted. 


Address inquiries to The Secretary, otra Mctry Fon, Washi, 
D.C., U.S.A. 20481 
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NEW DIMENSIONS OF POLITICAL 
ECONOMY l 
By WALTER W. HELLER 


In this vitally important book, the former chairman of 
the Council of Economic Advisers considers many of 
the greatest problems confronting the President’s 
economic advisers, examines new methods of 

ing the flow of federal funds to the states, and for the 
first time discusses in detail his own plan for revenue- 
sharing. Godkin Lectures, 1966. $8. 


INVENTION AND ECONOMIC GROWTH 

^. . By JACOB SCHMOOKLER 
Based on a mass of new data painstakingly compiled, 
this pioneering study investigates the way what we 
want interacts with' what we know to determine the 
course of invention and technological progress. The 

' distinguished author's conclusions have far-reachin 

implications for both economic theory and 
thought. $9.95 


SOVIET TRADE UNIONS AND. 
LABOR RELATIONS | 
^ — By EMILY CLARK BROWN 


This book is the only detailed analysis in English of 

_the character of Soviet trade unions and labor rela- 
tions since the death of Stalin: The author concludes 
that, in spite of many shortcomings and the primacy 
of party control, the unions are becoming a real force 
in representing the interests of the workers. $6.95 


‘SIMULATION TECHNIQUES FOR DESIGN 
OF WATER-RESOURCE SYSTEMS 


MAYNARD M. HUFSCHMIDT and 
YRON B. FIERING ` 


.À companion volume to Design of Walter-Resource 
‘Systems, this book examines computer simulation as 

. one method of panning and designing complex water- 
resource systems. In addition to.expl g the various 
steps and techniques required, the authors present a 
detailed report on a specific simulation program for the 
Lehigh River basin. $7.50 


F TARVARD 


E UNIVERSITY PRESS 
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GUIDELINES, INFORMAL CONTROLS, 
AND THE MARKET PLACE 
Edited by GEORGE P. SHULTZ and ROBERT Z. ALIBER 


This timely book examines the growth and importance of 
federal delines affecting business and labor activity. It 
discusses the emergence of guideline policies, what they have 
accomplished, where they are going, and what Ta should 
achieve. Contributions ve Milton Friedman, Robert M. 
Solow, Gardner Ackley, John T. Dunlop, Arthur M. Rosa, 
E. H. Phelps Brown, Harry G. Johnson, Allan H. Meltzer, 
and Philip B. Kurland. Commenis by: Benjamin Aaron, 
Frederick R. Livingston, Ralph Helstein, Douglass V. Brown, 
Sea W. Fleming, Theodore W. Schultz, and George J. 
gler. 


$57 pages Cloth $5.00, Paper $1.95 


MARRIED WOMEN IN THE LABOR FORCE 
By GLEN G. CAIN 


Married women now represent such an important segment of 
the labor force that an investigation of their work patterns is 
essential to a thorough understanding of business-cycle be- 
havior, national economie growth, the personal distribution 
of income, and the effects of income taxes on the labor suppl A 
Cain sets up an economic model that deals with available 
data in both aggregative and disa gative forms; the former 
including. market variables, the latter concerned with the 
personal characteristies of the subject. He tests his theory us- 
ing and comparing evidence from time series and cross-sec- 
tions. Of special interest are the comparisons between the 
work behavior of white and nonwhite wives—the similarities, 
and an analysis and explanation of the differences. This book 
marks a definite step toward the economic explanation of 
highly complex social behavior. The ten appendixes and 
more than tables are particularly helpful. Another title 
in the Economics Research Studies series. — 


166 pages $6.50 - 
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LIQUIDITY PREFERENCES OF 
COMMERCIAL BANKS 


By GEORGE R. MORRISON 


This study of New York City banks covers a longer period of 
time (1874-1956) and probes more ace ly into the demand 
for cash assets by commercial banks than any other book 
available. “Most, if not all, students of money will wish to 
have a copy of this book. It seems certain to become an 
important work in the field. The subject matter is of interest 
to monetary specialists, including the staffs of central banks." 
-ALLAN MELTZER, Carnegie Institute of Technology. Another 
title in the Economica Research Studies series. 


168 pages, 26 tables and graphs $7.50 


ESSAYS IN POSITIVE ECONOMICS 
By MILTON FRIEDMAN 


This book deals with three major topics: methodological 
issues in economic analysis, the theory of demand, and mone- 
tary theory and policy. ‘ . & group of highly 'stimulating 
essays ... designed to be controversial, ... With which one 
can differ strongly while suffering a pang ‘of envy for not 
having thought of the ideas first.”—WILLIAM J. BAUMOL, The 
Review of Economics and Statistics. 


$$8 pages Cloth $6.95, Paper $2.25 


PUBLIC AND PRIVATE ENTERPRISE 
By JOHN JEWKES 


Jewkes argues that economists have failed to perform ade- 
quately their function of pointing out the elements of 
economic decision that enter into public policy-making. He 
warns of the dangers of pou ponope) and presenta the 
case for the free market.“ ...a wit penetrating attack 
on the contemporary mania for soci sm, planning oe bu- 
tion of income, and other forms of governmental economic 
controls. "— HENRY HAZLITT, National Review. 


100 pages $2.25 


UNIVERSITY OF CHICAGO PRESS 
Du 5750 Ellis Avenue, Chicago, Illinois 60637 
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COMPETITION 
AND 
COOPERATION 


THE EMERGENCE OF À 
NATIONAL TRADE ASSOCIATION 


by Louis Galambos 
$7.50 


This Is the first well-documented 
historical study of the develop- 
ment of a trade assoclatlon. 
The author provides an analy- 
sis of the manner in which trade 
associations evolved in the 


- American cotton textile indus- 


try from the post-Civil War 
years through the mid-1930's. 
He shows how the association 


"movement in cotton textiles re- 
latéd to similar developments 


in other American Industries 
and to the general social, po- ` 


_ litical, and economic .environ- 
ment that characterized mod- 


ern America. - 


THE JOHNS HOPKINS PRESS, Baltimore 


Regional Accounts > 
For Policy Decisions 


Edited by Werner Z. Hirsch — $6.50 


Topics analyzed in thls study are urban renewal and an Information 
system for policy makers; the nature and goals of public. schooling 
and methods for financing It; the need for a relevant Information system 
for urban economic development; state planning and development In 
a federal system and.the deslrable features of a; ‘state information sys- 
tem; the Influence of national decisions. on ‘regional economlcs; and 
the need to evaluate regional programs In the light of the decision- 
making process used and the specific established objectives. 


THE JOHNS HOPKINS PRESS, Baltimore 
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ECONOMICS 
Ríchard G. Lipsey and Peter. O. Steiner 


I liave adopted and am using Lipsey and Stelüer . . . So far, it fulfills 
ail promises and expectations. It is a beautiful book; {t would seem to 
e 


; —DogorHy LAMPEN 


“The supply-demand chapters are perhaps the best treatment of the 
topic Pre seen... I am glad to see that the authors aggregate 
analysis from an ‘Snjections-leakages’ point of view and don't use the 
terms Saving and Investing where they don't belong." 
'—]1. M. FINGER 
. oa UN Duke University 


"Taken as a whole, the book is a most impressive one . . . Its real 
achievement Ies in ia having addressed, a number of tasks and prob 


E EE E E E ANE bo dui 
e vial Ie Essi A Coe o Fon M E become ed 
economist . . . It portrays a career in economic research as far more 
exciting a prospect than does any other text with which I am familar. 


LE (B RB eae COYErISe: OF topics, sad quesiiong ton die 
cussion are superb.” 
—EpwaARnD J. KANE 


^. Boston College 


| Cae rom aeu! 


INSTRUCTOR’S MANUAL; WORKBOOK; INSTRUCTOR s KEY TO 
THE WORKBOOK: 


New for 1966-67: MANUAL € oF ADDITIONAL TEST Gus: 
TIONS, 1,000 multiple-choice and true-false questions 


Harper 6 Row, Publishers 


49 East 33d St., New York 10016 


181/17 
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From ST. MARTIN’S 
The Impact of Western Man 


Europe’s Role in the World Economy 1750-1960 
By William Woodruff 


This extraordinary new book traces the influence of Western civilization 
throughout the world, an influence exercised through immigration and 
emigration, the diffusion of wealth and scientific knowledge, the growth 
of commerce.and the introduction of revolutionary changes in transport 
and communication. Valuable statistical data makes this reflective and 
scholarly work essential for the historian, the economist, and the political 
scientist. ' 


Spring 1967. About 390 pp. $6.00 


College Department 


ST. MARTIN’S PRESS 
175 Fifth Avenue, New York, N.Y. 10010 











PUBLIC FINANCE AND WELFARE 


Essays in Honor of C. Ward Macy 


Edited by Paul L. Kleinsorge 


Basic Problems in Taxation and Welfare Theory, by GEORGE BABILOT 

Welfare and the Federal Income Tax Schedule of 1955, by PAUL B. SIMPSON 

The Labor Market, Taxes, and Public Policy, by WILLIAM S. HOPKINS 

Economio Knowledge and Government Responsibility, by GEORGE W. 
MITCHELL and MYRON A. GROVE 

National Strategies and Defense Budgets, by LESTER B. McCALLISTER, JR. 

Mercantilist Elements in Contemporary Monetary Thinking, by C. R. WHITTLE- 


SEY 
Value-Added Tax Proposals in the United States, by JOHN F. DUE 
Property Tax Heform: Is This Where We Came In? by C. LOWELL HARRISS 
Taxation of Capital Gains at Death, by HAROLD M. SOMERS 
Old and New Rules in Tax Depreciation, by ROBERT B. BANGS 
On the Positive Theory of State and Local Expenditures, by BARRY N. SIEGEL 
Some Unsettled Issues in Highway Cost Allocation, by ROBERT W. HARBE- 


SON 
Dollars for Higher Education, by HOWARD R. BOWEN 
The Miror er | of Competition in the Lumber Industry, by WALTER J. MEAD 
Inflation and Growth: Observations from Latin America, by RAYMOND F. 
MIKESELL 
Regional o MEE and Public Finance in Venezuela, by ROBERT LORING 


Tax Incentives for Development: Panama's Experience, by MILTON C. TAYLOR 
Vii, 305 pages. Price: $7.50 

UNIVERSITY OF OREGON BOOKS 

EUGENE, OREGON 
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New 


Postwar Economic Growth in Japan 


Edited by RYUTARO KOMIYA. Translated from the.Japanese by ROBERT S. 
OZAKIL Unlike most other comparable studies, this collection of papers by 
young, non-Marxist economists was published originally for a Japanese 
readership. Each of the contributors discusses a single aspect of the con- 
temporary economy: among others, monetary policy and public finance; the 
evolution of tax policy ; problems of inflation; the interaction of accelerated 
growth and the balance-of-payments position; the employment structure 
and labor; and stabilization effects of fiscal policy. No other recent book in 
English affords & better overview of PI economic growth in Japan. 
$7.50 


Soviet Mongolia 


A Study of tbe Oldest Political Satellite. GEORGE G. S. MURPHY. An eco- ` 
nomic and political history of the Mongolian People's Republic from 1921 
to 1960. Under Stalin, the country was cut off from the rest of the world 
and from most Russians. Mr. Murphy, using Russian source materials 
primarily, disputes the views of other historians and shows that the original 
Mongolian "revolution" of 1921 was guided by the Comintern. He dis- 
counts the view that it was a genuine revolution growing out of the aspira- 
tions and needs of the Mongols themselves. $7.50 


Hsin Hsing, Taiwan 


A Chinese Village in Change. BERNARD GALLIN. In this study of a Chinese 
agricultural community on Taiwan, the reader will find both an ethnographic 
description—the first of its kind to appear in book form—and an account 

- of the changing pattern of peasant life. Because Taiwan has evolved from 
a traditional society into an emergent urban-industrial one so recently, it 
provides an excellent opportunity for study of contemporary Chinese cul- 
tural change. Of particular interest is the assessment of the effects on the 

.traditional values of Hsin Hsing village when it is exposed to the forces 
of urbanization, rapid population growth, land reform and ‘out-migration 
$8.50 


í from California 


MES UNIVERSITY OF CALIFORNIA PRESS 
=f) Berkeley 94720 
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. much new materi 


INTERNATIONAL LIQUIDITY 

by lan Shannon 

An argument for a a ane of Inter- 

national moneta 

liquid capital an 
H- have-not nations to share In the tech- 
nological benefits of the 20th Century. .§ 


new from 3 
mr 
ER 


E íi a L2 L 


nha trade, 


HUMAN ACTION 


by Ludwig von Mises 
y deii and civises edition 


on econom 
systematic study of the activities of 
human beings In search of food, 'shel- ' 
of goods they have 
ird revised edition. . 


. HENRY REGNERY COMPANY 
114 West Illinois St., caa ut. 60610 l 


ter, and the vari 
to need. 


. come 


J on tho 


READINGS IN MACROECONOMICS 


Edited by M. G. MUELLER, - 
University of California, Los Angeles 


A supplementary text of 28 readings 


that covers such items as: determinants - 


of the level of aggregate income in the 
classical and Keyn models + con- 
sumption and investment expenditures : 
money, the price level and employ- 
ment - economic fluctuations ang 
growth « policy 

March 1966 416 pp.: $5.95 paper 


MONEY AND BANKING, Fifth Edition 


RAYMOND P. KENT, 
University of Notre Dame 


. A major revision, this book presents 
al on recent develop- 
and | in theory, policy, institutions, 
an 
hing characteristic is the lengthy 
EE given to financial institutions 


other than the commercial and Federal — 


Reserve banks (the "non-bank financial 
institutions"). 


March 1966 896 pp. $9.50 


- 


rocedures. Its outstanding dis- — 


$5.00 i 


m, with more 
to enable the 


$15.00 
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dynamics of the marketplace 
‘THE PRICE SYSTEM AND RESOURCE . 


ALLOCATION, Third Edition 
RICHARD H. LEFTWICH, 


Chairman, Department of Economics, 


Oklahoma State University 


Just as clearly written as the first two 
editions already in use in over 170 
colleges and universities, this book ex- 
plains and examines the price system’ 
as-the organizing force in a free en- 
terprise economy. How this force af- 


. fects economic efficiency is featured 





‘throughout the book, and the funda- 


mental concepts and principles of price 


theory are fully revealed. New edition 


features a chapter on linear program- 
January 1966 384 pp. $6.75 


Holt, Rinehart 


and Winston, Ine. 


383 Madison 
New York, New York 10017 


Avenue, 
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AN IMPORTANT PRELIMINARY ANNOUNCEMENT 


A text of major significance by one of our leading 
economists will be on its way to you in time 
for cea ome use. 


MODERN ECONOMICS : AN INTRODUCTION 
| Lorie Tarshis | : 
Professor of Economics, stunioie University 


In his General Editor's Introduction Profeasor Jesse W. Markham, 
Princeton University, points out that Professor Tarshis infuses the 
study of economics with new interest and vitality for the student. 
"The traditional geometry of profits-maximizing firms, that often di- 
verted the student's attention from the real purpose of the analysis, has 
been made subordinate to the broader policy considerations it was 
originally designed to illuminate. The chapters on national income 
determination are written with the aim of covering this topic with 
greater clarity and accuracy. than most texts, keeping in mind the im- 
portant economic issues to which national income theory relates. . 

Appropriate attention is given to. the ‘international’ economy, espe- 
cially such problems as the underdeveloped nations, the United States' 
role as banker, the international monetary mechanism, and economic 
growth.” All these and other. crucial issues of the. American economy 
are lucidly and effectively explained in this new introductory textbook. 


About 825 pages; illustrations-in color; January, 1967. 

Contributing an extra dimension to student understanding is the 
unique Study Guide prepared by Professors Gordon C. Winston and 
Stephen O’Brien, of Williams College, which features Mathematical 


Prefaces, a Programmed Review for each chapter;.and an abundance 
of stimulating questions and problems. — ~- 


About 500 pages; 844" x 11". 


An Instructor's Manual will be: available to accompany the Guide. 


Hought oh ' n in T Co ompany 


fe ROSTON: N YORE- AYLANTA GLA SEVA EL DAPLAS PAPO ALTO 
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ECONOMICS: Principles, Problems and 
Policies, Third Edition. 


By CAMPBELL R. McCONNELI, 


University of Nebraska, 850 pp., $8.95. 


Treatment of economics in this newly 
revised Third Edition of McConnell’s 

highly successful text is tighter than in 
preceding editions; less essential mate- 
rials have been eliminated, and the 
entire book has been thoroughly re- 
vised and updated. 


SUPPLEMENTARY MATERIALS 


ECONOMIC ISSUES: Readings and Cases, 
Second Edition. 
By CAMPBELL R. ES 

448 pp., $3.95. 
These 81 selected readings provide the 
instructor with an unusual degree of 
flexibility. Readings are mainly con- 
temporary. ; 


OVERHEAD TRANSPARENCIES. 

A) Thirty-three mounted, ready-to-use 
color transparencies for overhead pro- 
jection are offered for the first time to 
accompany the McConnell package. 


BUSINESS CONDITIONS ANALYSIS, . 
Second Edition. 


By JOHN P. LEWIS and ROBERT C. TURNER, 
both of Indiana University. 


This book facilitates the continuing reap- 
proachment of recent years between tradi- 
tional arts-and-science courses on business 
cycle theory and the old business school 
courses in forecasting techniques. It pre- 
serves the basic outline of the previous 
edition, but has been extensively revised 
and rewritten. There are new chapters on 
investment theory and forecasting net ex- 
ports, as well as other changes. Fall. 


They permit the instructor to do any- 
thing he wishes at the blackboard, 
while facing his class, with a tremen- 
dous conservation of time. 

B) In addition to the above fully pre- 
pared transparencies, McGraw-Hill 
makes available a book of 152 paper 
masters from which you can make 
color transparencies quickly and easily. 
Write for full information on both sets. 


STUDY GUIDE to Accompany McConnell: 
ECONOMICS, 3rd Edition. 

By ROBERT C. BINGHAM, 

Kent State University. 320 pp., $2.95. 
Correlated with 42 chapters of the 
book, and incorporates an extensive 
answer section. 


INSTRUCTOR'S MANUAL. 
Substantially expanded and revised. 


ECONOMIC CONCEPTS: A Programmed 
Apn proach to Accompany McConnell: 
NOMICS, 3rd Edltlon. 
By 'ROBERT C. BINGHAM. 
Provides programmed introduction to 
topics in the text. 





ESTIMATING FOREIGN RESOURCES. 
NEEDS FOR ECONOMIC DEVELOPMENT. 


- By JAROSLAV VANEK, Cornell University. 
‘Economics Handbook Series. 


In this penetrating text, the author ex- 
plores both in theory and actual practice 
the interdependence between economic 
development and requirements óf foreign 
resources called for by that development. _ 
He describes a basic method of estimating 
foreign resources requirements, applies it 
in studying a concrete case, and then ex- 
tends existing economic theory to the 
specific problem of foreign resource re. 
quirements of déveloping countries. Fall. 
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texts from McGraw-Hill 





BASIC TABLES IN 
BUSINESS AND ECONOMICS. 


By EDWIN B. COX, Boston University. 


For students of economics and business 
administration, here is a valuable refer- 
ence. It brings into one convenient volume 
the most needed mathematical tables as 
well as tables of factual data containing 
series of significance in business and eco- 
nomics. The tables have been assembled 
from scattered sources, and include the 
work of numerous individuals as well as 
governmental agencies. The book retains 
sufficient introductory and footnote mate- 
rial from original sources to facilitate use 
of the tables without referring back to 
sources. It meets the student’s need for 
tabulated data, except in highly specialized 
courses. Off Press. 


THE ECONOMIC DEVELOPMENT 
OF THE UNITED STATES. 


By THOMAS C. COCHRAN, University of 
Pennsylvania; and THOMAS B. BREWER, 
University of Kentucky. 
These two volumes can be used to supple- 
ment other texts or for courses in Ameri- 
can economic history, economic growth, 
or economic development, They strike a 
balance between historians and econo- 
mists, proceeding on the idea that eco- 
nomics students should have access to 
narrative material while history students 
should be exposed to the economic ap- 
proach to history, including econometrics. 
The number of selections is much larger 
than in any other books available. 
Vol. 1—384 pp., $3.95 (soft-cover); 
$6.95 (cloth). 
Vol. 311—416 pp. $3.95 (soft-cover); 
$6.95 (cloth). 


MONEY, PRICES, AND POLICY, 
Second Edition. 


By WALTER W. HAINES, New York 
University. 


This revision of a notably well-written and 
well-received book maintains its original 
goal—to examine monetary policy as the 
ultimate, down-to-earth concern of any- 
one interested in the topic. Its broad scope 
covers monetary history; monetary insti- 
tutions, including the financial intermedi- 
aries; monetary systems, emphasizing the 
United States but not limited to it; mone- 
tary theory; monetary fiscal policy; and 
briefly, international monetary relations. 
Among the changes is a new chapter on 
interest-rate and income theory, which 
incorporates the Hicks-Hansen concepts 
of the saving-investment and money- 
liquidity preference curves. 800 pp., $9.75. 


THE IDENTIFICATION PROBLEM 

IN ECONOMETRICS. 

By FRANKLIN M. FISHER, Massachusetts 
Institute of Technology. 

Economics Handbook Series. 

This major contribution by an outstanding 
economietrician offers the only extended 
and unified treatment of identification 
theory. It is also the only book to fully 
integrate that theory into a discussion of 
the structure and estimation of simultane- 


_ ous equation systems. It discusses in detail 


EXAMINATION COPIES AVAILABLE ON REQUEST 


the nature of the identification problem 
and shows why observational information 
cannot solve it. It then considers identifi- 
ability criteria when various types of a 
priori information are available. 

203 pp., $8.95. 


ARAW-HILL BOOK COMPANY 
New York, N.Y. 10038; ' ^, 
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CURRENT ECONOMICS BOOKS FROM. 
PRENTICE-HALL 


HOW BUSINESS ECONOMISTS FORECAST 

edited by William F. Butler, Vice-President and Director of 

Economic Research, the Chase Manhattan Bank, and Robert A, Kavesh, 
New York University 


A comprehensive survey of forecasting company sales, industrial markets, and 
the various aspects of the U.S. economy, this book serves as a practical guide to 
the latest business forecasting techniques, written 2j over 20 eminent prac- 
tídoners in the field. March 1966, 540 pp., $15.95 l 


MICROECONOMICS: A Programmed Book 


by Keith Lumsden, Stanford University, Richard Attiyeh, Yale 
niversity, and George Leland Bach, Stanford University 


Based on highly successful experiments, this self-teaching ‘programmed learn- 
ing’ unit supplements any introductory economics text. Designed to help stu- 
dents work alone at their own individual pace to develop a firm grasp of the 
core of microeconomics, it includes such areas as the nature of economic prob- 
lems, theory of demand, productivity and costs, equilibrium of the firm and of 
economic efficiency, price determination and. monopolies. February 1966, 179 
pp., paperbound $2.25 


THE STRUCTURE OF ECONOMIC SCIENCE: Essays on 
Methodology 


edited by Sherman Krupp, Queens College, 
City University of New York 


A collection of original essays on the methodology of economics, written by 
eminent economists and philosophers, this book investigates how economics 
organizes its inquiry. Five major areas discussed are: the nature of theory; the 
`- problems of verification; the limits and boundaries of economic. thinking; - 
the nature of mathematical thinking in economics; and the role of values and 
: value theory. May 1966, 282 pp., $7.95 


TRANSPARENCIES to accompany BACH’S ECONOMICS, 
5th Edition 


A set of approximately thirty-five color transparencies will be available in the 
fall of this year, A detailed description of these vital teaching aids and price 
will be available shortly. 


l (Prices shown are for student use.) 
For approval copies, write: Box 903 


PRENTICE-HALL ENGLEWOOD CLIFFS, N. J. 07632 
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LOOKING FOR GOOD TEXTS? 


Be sure to see the Aldine line of modern new books in economics 
for basic or tuppiementary use, Que ' 


INFLATION AND THE THEORY OF MONEY . 
by R. J. Ball, University of Manchester ` 


Essentially non -mathematical i in approach, this imaginative — pre- 
sents an accurate réview of the literature and an original view of theory 
and public policy regarding inflation. “A thoughtful, scholarly and sys- 
tematic treatise. . . . If this reviewer were asked to hang a course on 
inflation theory upon one single text, it would almost criai be this one.” 
Marin Bronfenbrenner, J ourna of Finance. ` 

pae 0 E 320 pp, cloth $6.00 


apie edition (in quantities of 5 or more only) $2.95 


INTERNATIONAL AID: A Discussion of the Flow of Public Re- 
sources from Rich to Poor Countries 
by L M. D. Little and J. M. Clifford | 


- A comprehensive analysis of the economics of itano aid, this book 
__ provides a systematic framework for understanding, assessing, pl 
and executing aid programs, It examines the history, current status and 
possible future of Ad and presents the first critical review by an econo- 
i mist of the entire field of international aid. | vo. 
' 804 pp. cloth $7.50 


paperback edition (in qus of 5 or more only) $2.95 


SOCIAL ACCOUNTING SYSTEMS 
by M. Yanovsky, State Comptroller's Office, Israel 


Building logically and clearly, Social Accounting yin bovida a care- 
fully detailed, comparison of the three major systems—national accounts, ` 
input-output, and flow. of funds—examining the. systems as they are 
actually used. “A veritable Baedeker for economists. . . . A highly valu- 
able contribution to the highly specialized field of national accounts analy- 
sis.”—Science and Society, =~ ` 224 pp., clothbound $6.00 


PRICE THEORY: A Provisional Text : 
by Milton Friedman, University of Chicago . 


' Currently used in nearly 100 colleges and MEET Price Theory pro- 
vides a rigorous text in theory designed: to foster:the examination of con- ` 
crete problems. This outstanding book presents‘ systematic coverage of 
the ‘subject and is one of the most thoroughly and patiently proven texts 
in ern economic theory. “I believe that the state of economic thought 
would be advanced by a wide reading of these notes, both by graduate 
students and their Protease -Roget Miller, American Economic Re- 
view. — 256 PP., 125 charts, $6.00 


Text examination copies on jegue l 
‘Send for our ‘complete catalog of books in economics. 





ALDINE PUBLISHING COMPANY, 320 West Adams St. e Chicago, Ii. -60606 may 
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New — for college courses 





READINGS IN INTERNATIONAL 
ECONOMIC RELAT!ONS 


Edited by Finn B. Jensen, Lehigh University; and 
Ingo Walter, University of Missourl at St. Louis; with 44 contributors 


New! Designed primarily for introductory courses in international economics, 
this book presents the significant aspects of international economic relations in 
clear, non-technical terms. The readings emphasize problems which have gained 
rapidly in importance since World War II and which promise to characterize the 
international economy in years to come. Each chapter is introduced by a short 
editorial section, and the material is arranged .so that chapters or individual 
readings may be omitted. Chapters are self-contained, allowing the instructor to 
alter the order of readings. Includes a comprehensive guide to further reading. 
1966. 528 pp. l $6.50 


LABOR RELATIONS AND 
COLLECTIVE BARGAINING 


Bevars D. Mabry, Bowling Green State University 


New! This textbook presents a comprehensive examination of the principles of 
labor relations and collective bargaining against the background of union and 
management structure, federal and state labor law, and the economic impact of 
the bargaining process. The author follows an interdisciplinary approach, com- 
bining and integrating concepts in the allied social sciences wherever they con- 
tribute to a better understanding of labor relations. Particular emphasis is given 
to the theory of collective bargaining; existing theories are summarized and con- 
trasted with the author's own. Discussion questions are provided. 1966. 475 pp., 
illus. u $7.50 


Cases in Labor Relations 


and Coilective Bargaining 
1966. 155 pp. Paper cover. Instructor's Supplement available. i $3.00 


REAL ESTATE 


Arthur M. Weimer, Indiana University; and 
Homer Hoyt, Homer Hoyt Associates 


New! This book provides a thorough coverage of real estate operations from the 
decision-making standpoint. Special emphasis is placed on those factors which 
set real estate decisions apart from decisions in other business areas, as well as 
in personal and governmental areas—particularly those factors related to income 
production at fixed sites, Although special emphasis is given to broad principles 
and concepts, a substantial amount of material on current practices is presented, 
primarily in the form of numerous study projects. A special chapter on inter- 
national real estate trends is included. Instructor’s Supplement available. 5th Ed., 
1966. 758 pp., illus. $8.50 





The Ronald Press Company 


vietato ou d Redi eS abs 15 East 26 tb Street / New York, N.Y. 
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Women in the Soviet Economy 


by Norton T. Dodge Written under the 
auspices of the National Science Foundation 
by an authority on the Soviet economy, this 
study considers issues of vital interest to 
economists everywhere. Of special interest 
is the important role played by Soviet wom- 
en in science, engineering, and medicine— 
areas in which few women are represented 
at the professional leve] in the United States. 

Other contrasts in the labor force of the 
U.S.S.R. and the United States are under- 
scored by the author. He examines demo- 
graphic and other factors encouraging the 
high rate of participation of women in the 
labor force and carefully studies the educa- 
tion of Soviet women, including factors in- 
fluencing career choice. $10.00 





B Men Near the Top Filling Key Posts in the Federal Ser- 
vice by John J. Corson and R. Shale Paul Some 5,000 men and women in the 
federal service occupy a critical place in the effective management of the federal gov- 
ernment. Who are they? How did they get there What do they do? This study gives 
all the facts about this vital group of Americans. $6.00 cloth $3.00 paper 


B [he Economic Development of Morocco 
Report of a Mission Organized by the International Bank for Reconstruction and De- 
velopment The mission's assignment was to assess the development potential of the 
Moroccan economy and to consider and recommend economic policies, institutional 
arrangements, and an investment program designed to accelerate economic growth, 
The report, published here, includes comprehensive and up-to-date statistics. $8.50 


B Structural Unemployment and Aggregate 


Dema nd A Study of Employment and Unemployment in the United 
States, 1948-1964 by Eleanor G. Gilpatrick “European experience shows that un- 
employment can be reduced to the frictional level in free-market economies. Dr. Gil- 
patrick’s book should help chart the course that must be followed if this goal is to be 
reached in the United States."—from the Foreword by William H. Miernyk, director 
of the Regional Research Institute, West Virginia University $8.50 


| The Johns Hopkins Press | 
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FINANCIAL MANAGEMENT, Third Edition 


by ROBERT W. JOHNSON, Purdue University. The Third Edi- 
tion of this successful book continues to provide a theoretical or 
conceptual framework the financial manager can utilize in reaching 
decisions. There ‘is a revised chapter on cost of capital; additional 
material on tax problems; integration of break-even analysis with 
material on financial leverage; and expanded material on sales fore- 
cast through the budget process. Complete Instructor's Manual is 
available. 1966. 6 X 9. 695 pp. $9.95. 


BUSINESS POLICY: Cases, Incidents, and Readings 


By FRANCIS J. BRIDGES, Georgia State College and KENNETH 
W. OLM, University of Texas. This text represents a total pack- 
age of all the teaching materials which a professor might need in a 
business policy course. Contains 27 cases, 25 one-page incidents, and 
16 readings by professionally known authors. An Instructor's Manual 
is available. 1966. 6 X 9. 578 pp. $9.50. 


FUNDAMENTAL STATISTICS FOR BUSINESS 
AND ECONOMICS, Third Edition 


By JOHN NETER, University of Minnesota and WILLIAM WAS- 
SERMAN, Syracuse University. Material on statistical decision-mak- 
ing has been expanded and reorganized. The authors have added 
entirely new chapters covering such concepts as Chi-square distribu- 
tion, the analysis of variance, and Bayesian inference. The problems 
at the end of each chapter have been revised to keep them timely, and 
the: number has been increased wherever the authors have added 
coverage in the chapters. An Instructor's Manual accompanies the 
text. 1966. 61⁄4 X 914.738 pp. $9.95. 


ECONOMICS: Principles, Problems, ‘and 
Perspectives, Second Edition 


By HOWARD S. DYE, Uxiversity of Arizona; and JOHN R. 
MOORE and J. FRED HOLLY, both of the Usiversity of Tennessee. 
This revision of a widely used text continues to focus on economic 
growth, stability, and income. Greater emphasis is placed upon re- 
cent developments in the United States’ Economy. An Instructor's' 
Manual is available upon adoption. 1966. 644 X 914. 655 pp. $8.50. 
A-STUDENT WORKBOOK has been prepared by Ronald Wolf, 
mou of Tennessee. 1966. 8y5 X 11. Paperbound. 158 pp. 
3.50. 


AN INTRODUCTION TO ECONOMICS: The 
Challenge to the American Economy, Second 
Edition 


By RENDIG FELS, Vanderbilt University. The text, designed for 7 
introductory courses in economics, has undergone substantial re- | 
organization based on suggestions from users of the First Edition. i 
Emphasis is placed upon four main concepts: National Economic |, 
Efficiency, the Price Mechanism, National Product and Income, and | ' 
Money Creation by Banks. Instructor's Manual is available upon 
adoption: 1966. 654 X 93%. 698 bp. $8.50. A STUDENT WORK- ! 
BOOK has been prep Edward W. Erickson, North Carolina ! 
State University and C. Elton Hinshaw, Vanderbilt University. 1966. i 
8⁄2 X 11. Paperbound. 209 bp. $3.75. ' 

i 


ALLYN AND BACON, INC. 


Dept. M, 150 Tremont St., Boston, Mass. 02111 | 
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A Clearinghouse for Vital and 


Up-to-Date Research Material in - 


International and U.S. ORLE 2" Abbas Otdoobadi ` 


and Development 


Among new titles: 
FINANCING ECONOMIC 
DEVELOPMENT IN IRAQ” 


The Role of Oil in a 
Middlo Eastern Economy 


by Abbas Alnasrawi 


4 
Mos 
uel * i 


ca. 200 pp. Tables, hosu ‘appendixes, bibliog. 


$15.00 

GROWTH AND INTEGRATION . 
IN CENTRAL AMERICA 

by Carlos M. Castillo 

ca. 190 pp. Map, bibliog. $15.00 
ECONOMIC DEVELOPMENT. 

IN TUNISIA 

The Impact and Course of =) 


Government Planning °., x» 


VEAR 
z 


by Ghazi Dewaji Pe i pe Ey 
ca. 300 pp. Map, tables, bibliog. $15.00 
FINANCING AND PROBLEMS 

OF DEVELOPMENT BANKING - 

by J. T. Dock Houk 

189 pp. Tables. $12.00 


ECONOMIC DEVELOPMENT AND 
PLANNING IN EGYPT. 

by Magdi M. El-Kammash 

ca.-340 pp. Maps, tables, charts, bibliog. $15.00 


COST-EFFECTIVENESS ANALYSIS 
New Approaches in Decision-Making 
Edited by Thomas A. Goldman 


Published In, cooperation with the Washington 
Operations Research Council -= 


ca. 200 pp. Tables, charts, $13.50 


- THE U.S. BALANCE OF PAYMENTS 


AND CAPITAL FUNDS 


by foin D. Hogan 


ca. 150 pp. Tables, charts, appendixes, bibliog. 
$1500 75... sv, 


THE CURRENCY RATIO IN 
DEVELOPING COUNTRIES 


.by J. Daniel Khazzoom — 
175 pp. Tables, charts, appendixes. $13.50 


THE LOAN POLICY OF 
THE WORLD BANK GROUP 
IBRD, IFC, and IDA 


ca. 200 pp. Tables, charts, appendixes, index, 
bibliog. $15.00 - 


T COMMUNIST TRADE WITH 
- `- DEVELOPING COUNTRIES: 1955-65 


kat BY Carole A. Sawyer , 
‘138 pp. Tables, appendixes, bibliog. $10.00 


U.S. AND U.S.S.R. AID TO 
DEVELOPING COUNTRIES 


A Comparative Study of India, 
Turkey, and the U.A.R. 


by Leo Tansky . 


ca. 200 pp. Tables bibliog, sis. 00 


“THE EUROPEAN COMMON 


MARKET, 1958-65 


Growth and Patterns of ` 
Trade and Production ; 


"by Ingo Walter |. 


ca. 225 pp. “Tables, charts, statistical eppendixes, 
| Pipes: Par 
d A. Publishers 


111 Fourth Avenue, New York, N. Ys 10003 
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STUDIES IN 
. ECONOMICS - 


THE PREFERRED SERIES FOR 


at "n i 
= BY 
; 
t "e > . . 4 
~ E 


m 













GENERAL EDITOR:: p l 
. DAVID E. NOVACK, Vassar College 


NEW TITLES | 


MONETARY POLICY—the A sed froti kae Treatise to Hite 
William Pameviten, Queen: College " n 


‘AMERICA’S ROLE. IN. THE. WORLD ECONOMY—. 
The Challenge to Orthodoxy 
Douglas F, Dowd, Cornell University 


. “ANTITRUST POLICY —Economics and Law 
. S. E Berkl, Cornell University . 


WIDELY ADOPTED 


KEYNES AND THE cies: PU aes iu. UE x m log 
* Robert Lekachman, SUNY at Stony Brook Ve . "TD 


THE FEDERAL DEFICIT— Fiscal Imprudence or Policy Weapon? | 
William Hamovitch, Queens College 2 


MIC DEVELOPMENT.— Evolution or r evolutión ; ^o Tante ag 
. laura Randall, Queens College ko pU ud 


: WAGE DETERMINATION-— Market or Power Forces ^ TOY s xs | 
, . Richard Perlman, University of Wisconsin, Milwaukes’ ` $ - 


INFLATION— Demand-Pull or Cost Push ` 
Richard Perlman, University of Wisconsin, Milwaukee’ © xut 


` THE CONTROVERSY OVER THE QUANTITY THEON OF. MONEY . 
Edwin Dean, Columbia University Ds 


FEATHERBEDDING AND TECHNOLOGICAL CHANGE 
Paul A. Weinstéin,: University of meres 


SE Volume Paperbound Each about 150 pages Each $1,50 
. Other. Volumes. in Preparation vi 


D. C. HEATH AND COMPANY 


| College . Department -: E 


Home Office: Boston, Mass. 02116 ; =. Eg E " 
m ' Soles Offices: Englewood, N.J. 07631 DONUM ndi 46219 ‘Sari 
i TEF i : Francisco, Calif. 74105 Atlanta, Ga. 30324 Pallas, ‘Tex. 75247 London: 
"W.C. 1 Toronto 2-B 
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from Cambridge 





ON THE THEORY AND MEASUREMENT - 
OF TECHNOLOGICAL CHANGE 


MURRAY BROWN 


A discussion of the theoretical basis of the measurement of tech- 
nological advance and the various economic frameworks used to 
measure technological change. 

Three empirical studies measure the sources of change in output, 
employment and the distribution of income in the United States 
economy from 1890 to 1960. . | $8.50 


OCCUPATION AND PAY IN GREAT BRITAIN, 1906-60 
G. G. C. ROUTH 
An analysis of the changing size of occupational classes and pay 


structures in Britain compared with other countries including the 
U.S.A. and the U.S.S.R. $6.50 


DOMESTIC CAPITAL FORMATION 
IN THE UNITED KINGDOM, 1920-1938 


C. H. FEINSTEIN 
A detailed account with a critical discussion of the results and of 


the methods adopted. Sixth in a series of Studies in the National 
Income and Expenditure of the United Kingdom. $17.50 


INDUSTRIALIZATION IN MALAYSIA 
E. L. WHEELWRIGHT 


A study of the industrialization policies of the Federation of Malaya 
and of Singapore since these territories gained independence in 
1957 and 1959, respectively. 


Published for Melbourne University Press $8.50 











$52: 


uu Cambridge University Press 
Sis 32 East 57th Street, New York, N.Y. 10022 
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THE POLITICAL BASIS OF ECONOMIC DEVELOPMENT: An HEplóre- 


tion in Comparative Political Analysis F 

` by Robert T. Holt and John E. Turner, both of the University of Minnesota. 

416 pages, 1966, $4.50. New Perspectives in Political Science., ; 
Breaks new ground in comparative government by formuldting: a iin d framework for the 
analysis of political factors i in economic growth, 


POLITICS AND ECONOMIC CHANGE IN LATIN AMERICA: The Gov- 


erning of Restless Nations ^ - ` : m 

by Charles W. Anderson, University of Wisconsin E 

Approximately 350 pages, Janvary, 1967, abou! $3. 95. "New Perspectives in Political 
Science. m eb|pnu-. , 
A study of Latin American politics, TN on the nod important problem of that contínent-— 


the struggle for economic and social change." 


THE LATIN AMERICAN. ECONOMIES: A: Study of Their Institutional 


Evolution - 
by Willam P. Glade, Jr., University. of, Wisconsin " 
Forthcoming. ^ ` toad 

A genetic insight into the solinan of economic structures in Latin America, 


. CHINA: Emerging World Power 

by Victor P. Petrov, Shippensburg State College .. 

Approximately 244 pages, Janvary, 1967, about $ i 45. Searchlight Books. 

` Explores the industrial capabilities of China ‘within the. framework of the country's general 
economic development and relates that capability to an. evaluation of the, . potential of China 
as a super world power. 


ANALYTICS AND INSTITUTIONS OF MONEY AND BANKING | 
by William J. Frazer, Jr., University of Florida and William P. Yoho, Duke University. 
704 pagos, 1965, $10. 75. Van. Nostrand Series ‘In oe Administration and -Eco- - 


nomics. 
Uses mathematical models | in the analvfical sections. Presents a ibn Institutional treatment. 


THE MANAGEMENT OF BUSINESS FINANCE ` 
by Paul .G. Hastings, Sacramento State College... 
544 pages, 1966, non Van Nostrand Series. in Business Administration ond Eco- 


nomics. 
: Treats busins finance asa flow of funds ‘by, considering all cane as ; di feront forms of funds. 


‘Takes into account both corporations and ‘unincorporated: businesses. 
MANAGERIAL AND ENGINEERING EE Economic S Merian 


Making ^ Gau um m Wc 
by George A. Taylor, Dartmouth College 

487 pages, 1964, $10.00. ee a eee eee 

Presents such facets as: determining the economic life, the. cost of capital, the, ‘cut-off rate, the 
complete tax effects, with critiques of existing methods and: consideranone. of. forecasting. ` 


Of Added Interest .. . 


CALCULUS: An Introductory Approath. 2nd Editon 
_ by Ivan Niven, University of Oregon - 

Approximately 200' pages, Just Published, about $6.00. The PEN series in 
Undergraduate Mathematics. 
Written for liberal arts, science and business students taking a one-semester course in calculus. 
Presented are the underlying Kdeas of the ee plus the necessary aes material 
from analytical gsomaty; , 


. 
5 - 


i 
to . " 


mination coplas: available. Upon request 


VAN NOSTRAND, 120. ‘exande Streef, Princeton, New Jersey. 08540. 
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The New Third Edition of a Distinguished 
Text From Macmillan 


Theory of Price, Third Edition 
by George J. Stigler, the University of Chicago 


"|t may be said that the scarcity of adequate textbooks in the field of 
advanced economic theory has been materially reduced with the ap- 
pearance of Dr. Stigler's praiseworthy work, The Theory of Price." 
—The Annals of the American Academy of Political and Social Sci- 
ence, on the augmented version of the First Edition 


As In previous editions, the Third Edition of this widely adopted work 
continues to concentrate upon the traditional central core of economic 
theory, the theory of value. Professor Stigler, employing a minimum of 
mathematics in his presentation, has rewritten much of the material, 
adding several new chapters to the book. 


Three new chapters are devoted fo the pricing of productive services. 
There is also a new section dealing with the elements of Capital Theory, 
as well as a section on methodology which gives the student an insight 
info economics as a science. 


Hypotheses on demand, cost, and pricing, under such conditions as 
fixed supplies and monopoly, are logically deduced from the theory 
of price, and the effects of time on economic relationships are given 
more extensive treatment over a wide range of subjects. 


The text incorporates numerous practical applications of the hypoth- 
eses to real world problems, as well as extensive charts and graphs. 


1966, 355 pp., $6.95 


Write to the Faculty Service Desk 
for an Examination Copy 


The Macmillan Company 
866 Third Avenue 
. New York 10022 
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PAPERBACKS 
IN ECONOMICS 


THE ECONOMICS OF AFRICAN DEVELOPMENT 


By ANDREW M. KAMARCK, Lecturer at The Johns Hopkins Uni» 
vergity and Director, Economies Department, International Bank 

. for Reconstruction and Development. . Introduction by Pierre 
Moussa. The most comprehensive study yet made of African 
economic problems; Deals with the history and structure of eco- 
nomic development; the industrial, agricultural, and mineral 
resogrces; and the politics, diplomacy, ‘and future of Africa. 
Praeger Series on International Economics and Develapment. 
November, ca.223 pp. U-615/8250, 
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THE SOVIET ECONOMY An Mipadindid 


Rovised Edition 


By ALEC NOVE. This ‘landmark i in the study of the Soviet econ- 
omy” (The Russian Review), first published in 1961, has now been 
thoroughly revised to give a comprehensive picture of the subject 
throughout the Khrushchev era and beyond. “The most balanced 
attempt in the English language to describe the Soviet economy as 
it is. nee Ecanomist. 852 PP. U-518/$2.50. 


ECONOMIC BACKWARDNESS IN. ' 
. HISTORICAL PERSPECTIVE - LS 
A Book of Essays 
By ALEXANDER GERSCHENKRON. Now in paperback, "an in- 
tellectual feast of rich provender by the dayen of. economic history 
in the United States—widely informed, deeply read, subtle, urbane 
and full of zest. Very much recommended.” | 


—CHARLz3 P. KINDLEBERGER, in The Journal of Economic History. 
| 472 pp. U-584/$3.50. 


FREDERICK Praeger PUBLISHERS 


3111 Fourth Avenue, New York, N. Y. 10003 
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INSIDER TRADING 
AND THE STOCK MARKET 
By Henry G. Manne, George Washington University 


Contrary to the opinion of the Securities and Exchange Commission, the 
author does not regard insider trading as an undesirable practice. He re- 
ports on the consequences of corporate personnel dealing in their com- 
pany’s shares with information undisclosed to stock-holders, and reveals 
that insider trading results in no significant injury to long-term market in- 
vestors. After presenting a careful legal and economic analysis of the 
practice, the author points out that insider trading, though under legal fire, 
may well be the only practical, ides method for compensating 
innovators and entrepreneurs within large corporations. 

September, 1966 288 pages (approx.) $6.95 


THE SECURITIES MARKETS Operations and Issues 

By Sidney Robbins, Chief Economist of the Special Study of Securities 
Markets for the S.E.C; (1962-63), Professor of Finance, Columbia Uni- 
versity 

Presents up-to-date information on behind-the-scene market information 
and contains recommendations to prevent panic during times of political 
and economic crisis, ". , . his proposals for strengthening and protecting the 


investor are constructive . . . provocative . . . and controversial."—The 
Net York Times 
1968 250 pages $7.95 


THE INTELLIGENCE OF DEMOCRACY 

Decision Making Through Mutual Adjustment 

By Charles E. Lindblom, Yale University — 

*.. . powerful critique of the most widely held conception of how deci- 
sions—of man and government, corporations and societies—are made and 
ought to be made. . . ."—Atmitai Etzioni, Science 

1965 360 pages $7.50 


GOVERNMENTAL REGULATION OF BUSINESS 

By Jesse S. Raphael, Pace College 

After an analysis of the sources of governmental regulatory power, this 
timely book examines the specific agencies through which Hs laws are 
enforced. The chief federal administrative agencies are defined as to pur- 
pose, structure, and functions, and the special procedures each has to 
enforce its laws are outlined. — — 

1966 288 pages . $6.95 
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A Division of The Macmillan Company 
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ECONOMETRIC MODELS AND METHODS 
By CARL F. CHRIST, The Jobns Hopkins University. De- 
- -scribes the construction of econometric models consisting of one. 
+" of more equations—then evaluates single nues and simultane- , 
-OUS. ions methods of estimating the coefficients of econometric 
equations, and emphasizes methods for testing the results. A 
| TR os Monograph. 1966. Approx. eee pager: Prob, 
14.95 
WELFARE AND PLANNING: An “Analysis of Capitalism 
Versus Socialism 
_ By HEINZ KÖHLER, Amberst c ollege. A Volume i in the Introduc- 
tion to Economics Series. 1996. Alpe 76 pages: Cloth: Prob. $4.95. 
Paper: Prob. $1.95. | 
POLITICAL DEVELOPMENT AND: SOCIAL. CHANGE 
Edited by JASON L. FINKLE, University of Michigan; and RICH- 
ARD W. GABLE, University of Galifornia, Davis, ond Approx. 600 
pages. Prob. $8.95. 
MANAGERIAL THINKING; An Toieruisiional Study - 


MASON HAIRE, EDWIN E. GHISELLI, and LYMAN W. | 


PORTER, all of the University of Ce, Berkeley. 1966. 298 pages. 
47.95. 

INTRODUCTORY COMPUTER PROGRAMMING Ms 
By FREDRIC STUART, Hofstra University. 1966. 155 pages. i 95. 
SOCIAL CHANGE: The Colonial Situation ^ - 

Edited by IMMANUEL WALLERSTEIN, Columbia U rivers, 
| 1966. 674 pages. 39.50. - | | 
INDUSTRIALIZATION IN TWO SYSTEMS - 
Essays in Honor of ALEXANDER GERSCHENKRON o£ 

Edited by HENRY no Ons Harvard aiia d 1200; 289 5 
pages. $6.95. : Us] 
SEQUENTIAL METHODS IN STATISTICS 

By G. BARRIE WETHERILL. A Methuen Monograph, on Applied l 
» Probability and Statistics. 1966. 218 pages. $5.50. 
PROGRAMMES, GAMES AND TRANSPORTATION | 
NETWORKS 


By C. BERGE, ocu iei of Paris; and A. GHOUILA-HOURI, Uni- 
versity of Caen. Translated by MAXINE MERRINGTON and C. RA- 
MANUJACHARYULU. 1965. 260 pages. $8.75. 


PRICE THEORY 
5 By JOE S. BAIN. A Science Editions Paperback 1966. 478 pages. 
4S, 


JOHN WILEY & SONS, Ine. ` 
605 Third Avenue, New York, N.Y. 10016 
. Please mention THE AMERICAN Economic Revirw When Writing to Advertisers 
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Important new textbooks 
from Harcourt, Brace & World 


ECONOMICS AND THE MODERN WORLD, Second Edition 
Lawrence Abbott, Union College 


This authoritative and widely used introductory textbook—thoroughly revised 
in a new Second Edition—presents the principles of economics and their appli- 
cations in the modern world. The author's extensive use of concrete examples 
and detailed illustrations helps to clarify theoretical concepts for the student. 
A new feature of this edition is the functional use of a second color in the text 
and illustration program. 

A completely new Student Guide and Workbook by Lawrence Abbott, James 
Brown, and Scott Parry complements the text presentation by reviewing the 
main points of each chapter in short summaries, programmed units on key terms 
and concepts, and numerous exercises. A new Instructors Manual also accom- 
panies the Second Edition. | 
Text: 864 pages, $8.95 (probable). Publication: rine 1967 
Student Guide: Paperbound. 240 pages, $3.25 (probable). Publication: Spring, 1967 


PRICE. POLICY AND PROCEDURE 
Donald V. Harper, University of Minnesota 


A new, unified treatment for marketing courses, this paperbound textbook de- 

. scribes the pricing process, relates it to pricing decisions, and attempts to provide 
a systematic pricing program for marketing managers. The author has organized 
his material into eight chapters that cover the kinds of pricing problems the 
marketing executive faces, the kinds of decisions he must make, and the manner 
in which pricing problems are and should be handled. Paperbound. 308 pages, 
$3.95. Just Published 


ECONOMIES OF THE WORLD TODAY, Second Edition 


Clair Wilcox, Willis D. Weatherford, Jr., 
Holland Hunter, and Morton S. Baratz 


The new edition of this book, like its widely adopted predecessor, gives the stu- 
dent a perspective on the breadth and complexity. of economic organization by 
comparing c national economies. The main features of the economic sys- 
tems of the Soviet Union, Great Britain, Communist China, India, Nigeria, and 
the United States are examined in detail. The chapter on Nigeria is new to this 
edition; the chapters on the other economies have been rewritten in light of 
developments and added perspective since 1960. Paperbound. 171 pages, $1.95 


LE HARCOURT, BRACE & WORLD, INC. 
v New York / Chicago / Burlingame / Atlanta 
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Essays in Economics: 
Theories and Theorizing 
By WASSILY LEONTIEF, Harvard University 


Economic theory, its structure, its use, and its misuse, is the central theme of the twenty 
essays in this new collection. Dominant economic theories, the use of mathematics in eco- 
nomics, problems in economic planning, relation of economics to history, and Soviet eco- 
nomic science are a few of the topics covered, as the author evaluates both the practical 
and theoretical aspects of his subject. 


October, 1966 272 pp. cloth $6.00 paper $2,50 


Modern Capitalism: 
The Changing Balance of Public and Private Power 
By ANDREW SHONFIELD, Royal Institute of International Affairs 


"Y am enthusiastic about Andrew Shonfield's book. It is a really important contribution 
in a field that has been seriously neglected, certainly in this country. The development of 
a 'style' of American economic planning is unquestionably one of the pressing tasks of this 
decade, and Shonfield's book make a substantial difference in the subtlety and sophis- 
tication with which this task can be approached."—Robert L, Heilbroner 


1965 472 pp. cloth $10.50 paper $4.50 


The World Economy at the Crossroads: 


Á Survey of Current Problems of Money, Trade, and 
Economic Development 


By HARRY G. JOHNSON, University of Chicago 
*,..a8n excellent short survey ... of the basic current problems of international economic 


= * 


policy facing the advanced countries: monetary organization, trade barriers and discrimina- 
tion, and trade and financial relations with the less developed countries."—Foreign Affairs 
1966 l 


104 pp. cloth $3.50 paper $.95 


Capital and Growth 
By SIR JOHN HICKS, Oxford University 


“Excellent. Should clarify growth theory as Value and Capital did tho tho 
demand.”—W. McDaniel, University of Missouri — , o theory of consumer 


1965 852 pp, | 2 8.00 


Development Finance: 
Planning and Control 
By URSULA K, HICKS, Ozford University 


"Excellent both in explaining the problems and providi li Tania d : 
New York University g the p providing policy guidance.”---Paul Alpert, 


1965 198 pp. . $5.50 


Oxford University Press/200 Madison Ave./New York 10016 
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A Latin American Common Market? 


By SIDNEY DELL, United Nations Conference on Trade and Development. Ex- 
amining the quest for economic integration in Latin America, this study reviews the steps 
already taken by the Latin American Free Trade Association and the Central American 
Common Market. While essentially concerned with Latin America, the hook has been writ- 
ten to illuminate the general problems of underdeveloped countries in creating larger and 
more viable economic units. “A valuable antidote to pessimism. He is a clear and realistic 
guide to the jungle of integration agreements and the problems of planning trade and in- 
dustry in Latin America.”—The Times Literary Supplement. (RIIA.) 2 maps, 12 tables. 

$8.80 


Trade Policies for Britain 
A Study in Alternatives 


By SIDNEY WELLS, University of Sussex. During the next few years Britain is likely 
to have to come to a decision concerning trade policies. This egsay assesses the economic 
implications of various alternative trading arrangements, such as a European Common 
Market, an Atlantic Free Trade Area, or tariff reductions through GATT. The study tracea 
the likely consequences of these policies for the British economy, paying special attention 
to their effect on the balance of trade, on the movement of capital, and on the fortunes of 
particular industries and regions. (Chatham House Essay No. 12.) 10 tables. Paper, $2.00 


The Process of Planning 


A Study of India’s Five-Year Plans 1950-1964 


By A. H. HANSON, University of Leeds. In presenting this study of the interaction be 
tween “objective” and “ideological” factora in economic planning, Professor Hanson 
assesses the impact of the three five-year plans on Indian society. "Professor Hanson has 
provided a description of Indian planning in both time and space. He shows how it has 
grown over the past twenty years; he also shows how it works in Delhi, in the states, and 
at the village level. It is much the most thorough study yet written."—The Times Literary 
Supplement. (RIA) 35 tables, l $16.80 


Oxford University Press/200 Madison Ave./New York 10016 
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The World Money Maze 
~ National Curréncies in International Payments 
by Robert Trifin 


A noted authority on monetary affairs discusses In these essays the most cruclal 
Issues of International monetary policy: the recurrent dollar and sterling crises, 
the current negotiations on International monetary reform, and the progress of. 
regional monetary Integration in Western Europe, Latin America, and Africa. 


$12.50 


National Economic Policy 
Essays. by James Tobin 


Tackling controversial issues in simple and lucid language, one of the nation's 
top economists discusses the logic and findings of economic theory as related to 
public policy and argues against the “shibboleths and taboos" which scare the 
layman away from a commonsense, pragmatle approach to economic theory. 


cloth $5.00; paper $1.75 


Poverty amid Affluence PM 
edited by Leo Fishman- l T Oe P 


In order to reduce poverty, It is necessary first to understand Its causes. Eminent 
social scientists and public leaders met in 1965 to discuss many aspects of the 
poverty problem, and to explore courses of action to alleviate It. Their papers 
published here bring to the problem the approaches of several disciplines. - 


cloth $6.00; poper $1.78 


International Differences in Industrial Structure 
by Joe S. Bain 


Focusing on eight countries, the author compares industrial. structures for a range 
of manufacturing Industries, discusses super-control groups, cartelization, na- 
tionalized industries, government regulations and import competition, and con- 
structs a tentative economic ratlonale for his findings. "A most difficult’ statistical 
undertaking . . . will be interesting to all serious students of economle davelop- 
ment,"—Howard S, Ellis. - E l cloth $5.00; paper $1.45 
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"T available through your bookstore . 


Yale University Press EsEY - 
New Haven and London G&G 


in Canada: McGill University Press 
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National Average: 61% Correct. 


Program. 11.8% 


“These ( BRL) Programs a are better than any texts on U. S. Economics 
I've ever encountered. I’ve never seen such involvement with a text in 
my life; and that is true for both fast and slow learners? 


Carl Poll, Palo Alto High School, Palo Alto, California 


* In a measure of performance before 
and after studying BRL's AMERICAN 
ECONOMICS SERIES, 58 seniors from 
Palo Alto High Schoo! took two forms of 
“The Test of Economic Understanding” 
prepared by Dr. John Stalneker. When 
tests at the completion of the. course. 
were compared with national samples, 
the Palo Alto group outperformed the 
national group In all categories. (See 
complete. article on this study, AMERI- 
CAN ECONOMIC REVIEW, Volume LV,. 
Number 2, [May, 1965], Page 549) 
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The evidence is in, Discover for yourself 
the exciting and rewarding teaching suc-. 
cess YOU can enjoy with BRL's AMERI- 
CAN ECONOMICS SERIES, Check the 
coupon below to obtain these outstand- 
Ing textbooks on 60-day approval, Exam- 
ine and evaluate them in your own teach- 


` ing Situation: If, after 60 days, you don't 


feel that this is a most dynamic approach 
to teaching economics, simply return the 


. materials without further obligation. 


Mail this. coupon or write dd further in- 


formation today! 





The Free Enterprise System.........$3.69 


The Gross National Product...... E 423 
(Includes graph and chart 

supplement) +, e 

Problems of Economie Stability 

and Growth ............ css E 

The Federal Reserve System and 

its Effect on Money and Banking.: 3.69 


Taxes and Government Spending.. 3.69 

















International Trade... 3.69 
————. Capitalism, Communism 
& Soclallsm...— eoe 3.69 


BEHAVIORAL RESEARCH LABORATORIES 


Box 577, Palo Alto, California 94302 
Specimen Kits (Include Text $2.40, Teacher's are 75¢, Test Book 54¢) 








AERF66 
late ie ^ Specimen kits 
REUS SA MP: $18.52 
= of 7 took only, 
: A $7.85 SAVINGL......... Slates $8.95 


— — —. Please send further information about 
THE AMERICAN ECONOMICS SERIES. 


Please have the local BRL consultant 
call on our school. My phone no. is. 
Nome e 
Shool — —-— e Fe seers 
Addos — urr oru se Loc 
City State — 1  .. Zip 
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THE BROOKINGS QUARTERLY. 
ECONOMETRIC MODEL OF THE 
UNITED STATES 


Edited by James S. Duesenberry, Gary Fromm, 
Lawrence Klein, Edwin Kuh 


An original model of the United States’ economy acceptable to a 
wide variety of economists and adaptable to many kinds of study. 
For this macroeconomic model-building project, the editors have 
drawn upon special talents of research workers in various sectors of 
the economy to conduct a comprehensive econometric investigation 
^ of the postwar United States on a short-term, quarterly basis. Valuable 
reference study for.reseatoch workers ih applied econometrics and 
£eneral statistical écónoiniés. Use of econometric methodology makes 
thé book valuable for classes on business cycles, economic policy; 
quantitative economics, macroeconomics, and econometrics. 


1965 - 776 pages + $9.00 


STATISTICAL METHODS 
IN ECONOMETRICS 


E. Malinvaud -~ Institute of Statistics and Economic Studles 
Now lii an English Translation 

. ..'8 careful, critical survey of the field with many original contri- 
butions . . . all illuminating. Malinvaud's book is at once more ad- 
vanced and of broader coverage than most existing books in the field.” 
American Economic Review 
A systematic presentation of statistical methods used in the analysis 
of economic data. Scrutinizes methodological problems raised in 
common écónoinetric investigations. Part I: general introduction to 
ecohometric models and methods. Part II: general theory of linear 
multiple regression. Part III: problems of non-linearity and errors- 
in-variables models. Part IV: time-series analysis and associated 

m nin Part V; simultaneous equations models and methods. 


1966 


Both books: avdilable dutside the U.S. dnd Canada from 
the North-Holland Publishing Co. 


mi MENALLY & COMPANY 


The College Department . Box 7600 « Chicago, Illinois 60680 
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THE THEORY OF = QUANTITATIVE 
ECONOMIC POLICY . | 

KARL FOX, JATI KUMAR SENGUPTA, ERIK THORBECKE 

lowa State University 


Comprehensively covers quantitative economic policy from the E 
&nd specification stages to estimation and empirical applications. Part One 
presents and synthesizes the major theoretical, methodological and technical 
contributions made. in the area of quantitative economic policy. Part Two 
applies the theoretical and methodological framework to concrete and empirical 
' policy settings and probletris. One of the STUDIES IN MATHEMATICAL 
AND MASACERAL ECONOMICS; ies 


Additional Titles in the 
STUDIES IN MATHEMATICAL AND: 
MANAGERIAL .ECONOMICS : . - 
Serles Editor, Henri Theil . University of Chicago 
OPTIMAL DECISION RULES FOR 
GOVERNMENT AND INDUSTRY 
Henri Theil s<. University of Chicago - 


Presents both the theory and deiailed’ application of decision rules. Quadratic 
- orden functions = linear constraints provide simple, reliable guidance 
or on-making 


1964 - 364 pages + $9.50 


QUADRATIC PROGRAMMING. 
John C. G. Boot - State University of. New York at Buffalo 


Emphasizes the a lication of. mathematical programming theory to real 
economic oe udes numerical examples. 


f 1964 + 213 pages . $6.50 


MANAGEMENT GOALS AND | 
ACCOUNTING FOR CONTROLS | 
Yuji ljirl. » Stanford University | 


: Determines the: characteristies of accounting systems which produce suitable 
^ control measures and delineates ways in which systems should be designed 
to meet management fequens: 
1965 * 191 pages + $6.50 


APPLIED ECONOMIC FORECASTING 
Henri Theil » University of Chicago’ . 


The quality .of economic théotits as related to satisfactory forecasts is con- - 
. sidered from both a methodological and an empirical viewpoint. 
1966 - 474 pages + $14.00 


, 


All above books available outside the Uz S. and Canada from North-Holland Publishing Co. 


RAND MCNALLY & COMPANY 
. ., The College Department. e Box 7600 + Chicago, Illinois 60680 
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Hemispheres North and South 


Economie Disparity among Nations 
by David Horowitz — $4.95 


David Horowitz, a statesman and economist 

perhaps best known for his "Horowitz Pro- 

i posal" for. financing underdeveloped na- 
: ions effectively marshalls political, eco- 
nomie, social, and moral arguments for 

- foreign ald both in terms of the needs of 

the poor countries and the capacity of the 


rich countries to provide tt His argument ` 


. is a heroic and surprisingly successful at- 
tempt to deal concisely and boldly with one 


of the great issues of our time: the promem i 


of economic development : 


4 


Develop ment | The Theory il Design a 2 
Economic S . Economic Development - 


Edited by Irma Ademán and | 
-Erik Thorbecke ...- ©. 1 $42.95 


This study presents eina] work by some 
of the foremost theorists and econometri- 
-clans In the fleld. Their efforts serve to 
- point out possibilities for fruitful Interaction : 

i between the theoretical ahd empirical ap- 
s 5 2 proaches to development planning. Attempts. 
ara made to construct, models providing 
"quantitative guides to the formulation: of - 

; - economic policy. conducive to economic de 

| 5. « [| velopment. The empirical section concludes 
Ue with a mathematical analysis of two sectors 
-of major importance in developing econ- 

omles—agriculture and. education. 


uti America. 


. Problems and Perspectives “of Economie: ; 
Development, 1963-1964 


Pan American Union, General Secretariat ‘ 


; ix "E ona of the Organizatión of. American States 
| Au se | $6.50 
The silent state of Latin América develop- 
ment and the perspectives for the Immediate 
uture are e nod in thls volume. The 
economic growth of the Latin American 
- countries from 1961 to 1964 reported hare 
Is the most current information avallable 
since the publication of the Economic Sur- 
ay of a S 1962. A 


-* 


The J sais 
H opkins Press 
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RIVISTA INTERNAZIONALE DI SCIENZE 
ECONOMICHE E COMMERCIALI 


Anno XIII Maggio 1966 N. 5 


SOMMARIO 


A Credit Market of the Money Seer a and an Explanation of Two Puzzles 
in U.S. Monetary Policy (Una teoria tizia dell'offerta di moneta € spiegazione 
di due enigmi delia politica monetaria statunitense 
arl Brunner and Allan H. Meltzer 


Propositions en vue d'une délimitation des disiieces des décisions economiques 
(Proposte per una delimitazione delle frontiere economiche) Gerard Dehove 


On the Optimum Scale of Public Services According to the Method of the Lagrange 
Multipliers (Sulla dimensione ottima del servizi pubblici col metodo dei molti- 
plicatori d Lagrange) Giovanni Demaria 


Sulle idee e l'insegnamento economico contemporaneo (On Contemporary Economic 
Thought and Tea ching) Tullio Bagiott: 
Álcune osservazioni realistiche dull'aiuto e sul eae con i paesi sottosviluppati 
Ge Few Realistic Remarks Regarding Aid and Trade with Underdev oped 
untries) Giovanni aria 
Recensioni—B ook-reviews 
Company Meeting Reports 
Extensive summaries of each article in English and occasionally articles completely pre- 
sented in English and French. 


obion: under the auspices of “Università Commerciale Luigi Bocconi,” 

itorial Office: Via Hietro Teuliè 1, Milano (Italy). Yearly subscription: Italian 
Lire 6,000; abroad: Lire 7,500, postage included. Back ius (1954-65): Tue 66,000; 
clothbotind '(21 vols): Lire &2, 500. The purchase of the whole series of back issues entitles 
to a free two-year subscription. 


THE REVIEW OF ECONOMICS AND STATISTICS 
Vol XLVIII .. August 1966 Number 3 


Changes in the Cyclical Behavior of Interest Hates Philip Oagan 
Factor-Price-Frontier Estimation of a ‘Vintage’ e rod neron Model of the Postwar 

U. 8. Nonfarm Business Sector ... Edmund and Charlotte Phelps 
An Economic Theory of Alliances ........ Mancur Olson, Jr. and Richard Zeckhauser 
Economies of Scale in High School Operation 
Probabilistic Turning Point Forecasts .......... T. R. Dyckman and H. O. Stekler 
Seller PET EMEN Barrlers to Entry, and utes of Return in Industri 

1850-1960 . . Michael 
The Fiscal Response | m Intergovernmental Tranafori in Less Developed Areas "oi 

the United S Robert F. Adama 
A Ranking of Phe bx Inequality Using Census and Tar Data .....David I. Yerway 
ane aent by MARUAACU ODE Firms: A SURE Time Series Audi of undue " 

ese 


NOTES 
Praludbon of an a Hoc Procedure for Estimating Parameters of Some Linear 
odels A. Ando and G. M. Kaufman 


es: Notes on the Estimation of the CES Production Function ... 
G. 8. Maddala and Joseph B. Kadane 


The Relationship Between Two Measures of Total Productivity 
E. Kleiman, N. Halevi, D. Lavkari 


Editor, Otto Eokstein 
Published quarterly by the Department of Economica 
Hurvard University 
Annual subscription $7.00; Student rate 83.50 
Order from the Harvard University Press 
Cambridge, Massuchusetts 02138 
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THE QUARTERLY JOURNAL OF ECONOMICS 
Founded 1886 


Vol, LXXX August 1966 


realest 

A E Note of the Demand for ten and th by F Merton H. Miller and Daniel oor 
Berge (Feonomie Units, SES i cee Demand for Money . 

re M. Sprenkle 


Measuring the Short-run Impact of a VORHECY Import bd ur) in n Tis Expo 
zw Benjamin T. I. “dohon 
Notes and Discussions 
Peak Loads and Efficient Pricing: 


Note on & Marshallian Conjecture 
The Vossen Rule of International Reserves 
uate io ick E aera: qd ns wb RODA alee oe ve een nn n nn Harbart G. Grubel 


Bekambeter dd e Weber 
Co t 


Edited by Arthur Smithies for the 
Department of Economics, Harvard University 


$1.75 6.00 a year. B years $17.00 
dec dE Rate, $8.00 5 year 


Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE, MASSACHUSETTS 02138 


PUBLIC FINANCE/FINANCES PUBLIQUES 
International Quarterly Journal founded by J. À. Monod de Froideville 
Revue trimestrielle internationale fondée par J. A. Monod de Froideville 

Publisher/Editeur 


Foundation Journal darc Finance/Fondation Revue Finances 
Publiques (Stichting 
BOARD OF EC ORS 
B. Schendstok, M. F A. T. Peacock, P. Senf 


Vol. XXI 1966 No. 3 


Articles 
Abraham and Eva Tax Reform and the Burden of Direct Taxation in Turkey 


Eliott Moras Tax Polley Implications of Free Trade 


Communications 
Hermann Bur- Erste Verdffentlichung von Ergebnissen des EWG-Haushaltsver- 
ard gleiches 


E 
Paulo de Pitta o 'The indes: Tax Reform—A Brief Survey 


ive no. 1 of every volume PUBLIC FINANCE TINANCES PUBLIQUES 

publish papers and proceedings of the Congress of tlonal Institute of 
hlic Finance held respectively the preceding year. The articles published in no. 2, 5 and 

4 in English, dico iea om German are aaloved summaries in the ective other two 
to fessor Dr. Paul Sent, Universitat des 

Annual subscription rate (4 
ller or 

me Sent to, quur local NANCES PUB- 


es, epublic. of 
Bambee ‘Dat D US SS a so ode Macy Orders ma Cert be sen 


to th stration of 
ST OUES. Gre fem 122, The Hague, N 
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L'INDUSTRIA 


Review of Political Economy 


Editor: Ferdinando di Fenixio 


Summaries of Issue n. 2/1966 
Science: Problems, Aims, Responsibilities ............. E Vox Vve vedi, dt Popper 


Karl Popper's Life and Scientific Work with a Biographical Note up to January 1966 
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ECONOMIC-DEMOGRAPHIC INTERACTIONS AND LONG 
SWINGS IN ECONOMIC GROWTH 


By RICHARD A. EASTERLIN* 


The slackened growth rate of the economy in the cycles of 1953-57 
and 1957-60 has stimulated increased interest in the hypothesis of long 
swings in economic growth or “Kuznets cycles"—fluctuations which, 
in the past, have typically extended over periods ranging from 15 to 25 
years. Several writers have pointed out similarities between recent ex- 
perience and earlier lapses from full employment growth.’ Others, 
however, have taken sharp issue with such views [9, 27, 54]. And 
two recent methodological analyses have reached agnostic conclusions 
about the validity of the long-swings concept [6, 10]. 

The main support for the concept so far has been empirical in na- 
ture. A number of scholars working with processed and unprocessed 
time series relating to various economic magnitudes have been struck 
by substantial swings in the data.” Quite a few remarked on such 
swings well before there was any explicit formulation of the concept 
itself. A variety of countries are represented in this work—among 
them, the United States, Great Britain, France, Sweden, Germany, 
Japan, Australia, and Canada, as well as some underdeveloped coun- 
tries [8]. But the gnawing question of “why” the swings has received 
much less study. The reason for this is apparent: satisfactory theoret- 

*The author is professor of economics, University of Pennsylvania, and member of 
the research staff, National Bureau of Economic Research. This paper is part of a NBER 
study, conceived within the framework of a broader inquiry being conducted by Moses 
Abramovitz, and has not undergone the regular NBER review procedures. The project has 
been supported in part by a contract with the U.S. Department of Labor, Office of 
Manpower, Automation, and Training. The comments of Abramovitz and the referee of 
this Review are especially acknowledged. Helpful observations at various points in the 
preparation of the paper were also made by, among others, Gary S. Becker, Arthur I. 
Bloomfield, Irwin Friend, F. Thomas Juster, Irving B. Kravis, Robert E. Lipsey, Jacob 
Mincer, Marc L. Nerlove, Almarin Phillips, Sidney Weintraub, Maurice Wilkinson, and 
participants in the Purdue University Seminar on the Use of Economic Theory and 


Statistics in Economic History. The paper has benefitted from the excellent assistance of 
Chantal de Molliens Dubrin. The charts were drawn by H. Irving Forman. 


“CE 1d, 49; 16, 17, 31, 32, 35, 36, 69, 72]. 
*For bibliography see [2-4, 22, 68] as well as that contained herein. 
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ical analysis has had to wait for fuller evidence on the nature of the - 
swings themselves. And as such evidence has accumulated, repetitive . 
patterns have come to light and certain theoretical suggestions have 
been advanced regarding the mechanism of the swings, most notably in ~ 
the works of Abramovitz, Hickman, and Kuznets [2, 36, 41]. 

"Ihe purpose of the present paper is to develop more fully one of 
these possible mechanisms and to consider its relevance to past, pres- 
ent, and prospective experience. The mechanism centers on interac- 
tions between economic and demographic phenomena.” The fact that 
demographic series frequently show pronounced longer term fluctua- 
tions suggests that this may be a particularly auspicious area for in- 
quiry. Moreover, demographic variables are largely or wholly omitted 
from extant theoretical models of economic fluctuations. Before dis- 
missing long swings as a statistical illusion, the model-builder might 
check the effcacy of his arsenal for the explanation of the observed 
waves of population growth, which, ex post, have been widely recog- 
nized as relevant to economic experience. 

The next section offers some brief comments on the nature of the 
empirical evidence relating to long swings and summarizes some of the 
principal characteristics which have been observed. The analytical. 
model of economic-demographic relations is then developed, followed 
by discussion of its relevance to actual and prospective experience. 
The discussion is throughout unfinished, in keeping both with the state 
of current knowledge and the intent of the paper. Whether long swings 
exist as an independent phenomenon is uncertain. 'l'he present writer 
has found the concept to provide & useful framework for analysis: 
[20], and certain theoretical and empirical considerations militate in 
its favor. The aim of this paper is to note some of these considerations 
and thereby to contribute to further thinking and research. 


I. Some Observations on the Evidence 


Statistical Method. If one studies unprocessed annual data for in- 
controvertible evidence of long swings in all economic time series, he 
will not find it. In particular, most output series, in which processes of 
inventory change play an important role, exhibit such high annual 
variability that the longer term movement, if it exists, is far from obvi- - 
ous. On the other hand, there are series that move only sluggishly from 
year to year, but show pronounced longer term fluctuations. Some of 
these are illustrated in Figure 1. While one would not immediately 

* Recent papers by J. Parry Lewis and Manuel Gottlieb overlap the scope of the present 
paper [33, 50]. A major study by Lewis centering on the building cycle provides a detailed 
examination of British experience [49]. I am grateful to Professor Lewis for the oppor- 
tunity of seeing a pre-publication copy. 
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FIGURE 1. OUTPUT, INCORPORATIONS, RESIDENTIAL CONSTRUCTION, IMMIGRATION, AND NET 
i CAPITAL IMPORTS, ANNUALLY, 1820-1964 
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identify long swings in the aggregate output series plotted there, such 
movements are manifest in the other series, particularly in the period 
before World War I, and show similar though not identical timing. 
These other series—residential construction, incorporations, immigra- 
tion, and capital imports—derive from quite different statistical - 
sources; hence the likelihood of a common bias in the estimation of the 
series is small. 

At this point one may plausibly ask: if one processes the data so as 
to reduce short term variability, do the longer term movements evident 
in the raw data for some series appear in others as well? The answer to 
this question is yes, the movements appear in a number of other series, 
though not all. The routes by which this answer is reached are almost 
as numerous as the investigators, each one of whom would doubtless 
have been grateful if supplied with a foolproof statistical technique for 
processing the data. However, while the different methods of statistical 
smoothing tend to result in a common answer to the basic question, 
they yield somewhat different conclusions on more demanding ques- 
tions such as those of frequency, timing, and amplitude. Hence 
differences in method affect one’s conclusions, and there is at the pres- 
ent time no widely accepted catalogue of long swing measures compa- 
rable to those of the NBER for the regular business cycle. 

Moreover, for the period since 1914, statistical analysis of time se- 
ries for evidence of long swings meets with an additional complication. 
The immense expansion and subsequent contraction of government 
expenditure associated with the two World Wars resulted in a major 
departure from the historical long-swing pattern.* A central feature of 
this pattern, one reason for which is suggested in Part II, was concur- 
rent swings in the growth rates of GNP and aggregate construction. 
However, the two wars, with their attendant restrictions on construc- 
tion, forced a break in the pattern, with GNP moving in positive con- 
formity to the expansion and subsequent contraction of government 
expenditure, and construction in inverse conformity. The result is to 
interject an additional fluctuation in the usual long-swing relation, 
differing in timing between the two series, as illustrated by the broken 
line in idealized fashion on the following page. . 

This additional fluctuation appears, of course, not only in these two 
series, but in others as well. It is only eliminated by a statistical proce- 
dure which averages together the intervals both of expansion and con- 
traction of government expenditure, such as Kuznets’ decade averages, 
perhaps the most severely criticized method." 

*Tt is possible that the Civil War is another case of this sort, but the data at present 
are not sufficiently complete to determine this, 

* This paragraph perhaps meets the question raised by several discussants of Hickman’s 
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One implication of these observations is that the issue of the “reali- 
ty” of long swings is unlikely to be resolved, pro or con, by purely sta- 
tistical studies, valuable and necessary though these are. To the extent 
one concentrates on output series relating primarily to the war-torn 
twentieth century, as has been true of the studies reaching agnostic 
conclusions, the more one is likely to be unconvinced. On the other 
hand, by emphasizing periods less disturbed by war and series in which 
the swings are prominent in unprocessed data, one may build a strong- 
er case, though this inevitably leaves in doubt the question of current 
relevance. In any case, it is clear that statistical analysis needs to be 
complemented by economic analysis: are the observations on long 
swings consistent with a model of relationships based on economic the- 
ory? It is to the solution of this question that the present paper seeks 
to contribute. 

If this point be granted, some tolerance on the side of methodology 
is perhaps warranted for the analyst of long swings. He is trying to 
piece together evidence on the nature and causes of a phenomenon, the 
presumptive duration of which lies in the neighborhood of two dec- 
ades; observations on four or five swings therefore require series span- 


paper [19, 27, 31], namely, whether experience since the 1930's is to be interpreted as 
one long swing or two shorter swings. The additional fluctuation is directly due to the 
movement in government spending (cf. [36, p. 493]), and 1s thus an interruption in the 
basic long swing. 


1068 . THE AMERICAN ECONOMIC REVIEW 


ning a period of some 80 to 100 years. To secure observations for peri- 
ods undisturbed by major wars the investigator is forced still further 
back into the nineteenth century. There are few continuous annual se- 
ries spanning such a long stretch of years. If severe criteria of reliabili- 
ty are applied, perhaps there are none. In his effort to piece out the 
pattern, the investigator falls back on observations for some variables 
at more intermittent intervals, quinquennial or even decennial, which 
are to be used jointly with annual series for others. Under these cir- 
cumstances, doctrinaire insistence on one technique or another seems 
idle; inevitably a fair amount of individual judgment is required, judg- 
ment influenced, among other things, by considerations of the reliabili- 
ty of the data and the desire to exploit the fragmentary evidence as 
fully as possible. Such considerations are often evaluated best by the 
individual closest to the data.* This is not to say that anything goes; 
undoubtedly improvements can and should be made in statistical pro- 
cedures, and research along these lines is helpful to the long-swings 
analyst.’ 

Characteristics of Long Swings. Despite difficulties of the type just 
described, growing evidence points tentatively to certain repetitive fea- 
tures of Kuznets cycles. Those particularly relevant to the present in- 
quiry may be briefly enumerated, bearing in mind that the evidence is 
not always as complete as one might desire and relates chiefly to U.S. 
experience. l 

1. A swing in the growth rate of nonagricultural output, and, as it 
comes to be dominated by nonagricultural activity, GNP, tends to be 
followed with a lag by a swing in additions to the stock of both capital 
and labor. | 

2. It is accompanied by a swing in the rate of change of the unem- 
ployment rate (inverted), and correspondingly lagged by a swing in 
the level of the unemployment rate [2, 3, 36]. 

3. A swing in the growth rate of construction tends to coincide with 
that of nonagricultural output; the level of construction corre- 
spondingly lags [1-3, 36]. i 

4. Swings typically occur also in the growth of output and inputs in 
manufacturing, mining, public utilities, and a number of service sec- 
tors, but not in agriculture (except in the case of areas undergoing new 
settlement) and government. Within the sectors exhibiting Kuznets 
cycles, a tendency is apparent for industries more dependent on busi- 

“To illustrate, Kuznets’ use of overlapping decade averages arose from his reluctance 


to depart far from the decennial census which provided the benchmarks for the 19th 
century output estimates. 

"Research along these lines is currently being conducted by Michio Hatanaka and 
E. Philip Howrey in connection with the Econometric Research Program, Princeton 
University. 
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ness investment demand to lead those more tied to household con- 
sumption and investment demand [22]. 

5. Although farm output does not usually show long swings, there is 
a tendency for farm prices and income to do so [14, 22, 55]. 

6. Spatially, swings in the nonfarm sector are widely diffused among 
the various geographic divisions of the country. They characteristical- 
ly take the form of an urban development boom. However, any single 
urban area does not necessarily participate in every swing [22]. 

7. The swings have typically been characterized by waves of immi- 
gration and internal migration [21, 24, 61-66]. 


II. The Analytical Model 


Although the intellectual progenitors of the model suggested here 
are as numerous as the references cited in this and other papers by the 
present writer, particular acknowledgement is due to contributions by 
Kuznets [41-45], Abramovitz [2-4], Isard [37, 38], and Burnham 
Campbell [15, 16]. The model proceeds in three steps: (1) the impact 
of aggregate demand on labor-market conditions, (2) the effect of 
labor-market conditions on the number and spending behavior of 
households, and (3) the reaction of the latter on aggregate demand. 

Aggregate Demand and the Labor Market. Assume, to start with, 
that growth of GNP in the last business cycle or two occurred at less 
than the full employment growth rate and that the economy has ac- 
cumulated excess capacity with regard to labor. One manifestation of 
this would be a tendency toward a rising unemployment rate at succes- 
sive business cycle peaks (or troughs). Assume, next, that for some 
reason the rate of growth of private investment rises, producing a cor- 
responding upsurge in the growth of aggregate demand, and that the 
higher level is sustained for some time. The spatial distribution of this 
increased demand and the employment opportunities created thereby 
would not necessarily conform to that of the existing labor supply. On 
the contrary, in a developing economy the locus of investment oppor- 
tunities tends to be predominantly nonfarm, whereas the increase of 
the labor force through natural growth of the working age population 
is disproportionately farm. 

The increased growth in aggregate product demand would have a 
corresponding effect on the demand for labor in the centers of econom- 
ic activity favorably affected. Initially, one would expect the increased 
labor input requirements thereby created to be met locally through an 
appropriate movement in the rate of change of the unemployment rate, 
and perhaps via a rise in the growth rate of hours. Increasing tightness 
of the labor market would tend to be reflected too in an increase in the 
rate of change of wage rates. The longer this process continues, the 
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more likely it becomes that labor force growth in the favored areas will 
be enhanced by migration in response to the new employment opportu- 
nities. The origins of the migration would be lower wage areas else- 
where in the country (notably the older farm areas) and/or abroad. 
Labor force growth might also be raised by an increase in labor force 
participation rates of reserve labor groups such as females, youths, and 
older persons. The relative role of the several possible sources of in- 
creased labor input in satisfying the new demand would depend on the 
supply elasticities of the groups involved. 

Reaction on Household Growth in Centers of Increased Demand. 
To the extent that increased labor input requirements are met via un- 
employment or hours changes, one would usually expect the stimulus 
provided to household growth to be relatively mild, since the 
beneficiaries of the increased flow of income are most likely to be 
members of established households in the area. To be sure, the slack- 
ened growth rate in the immediately preceding cycle(s) and conse- 
quently higher average unemployment rate, may have led to some de- 
ferring of marriage by young persons or, for those already married and 
living with their parents, postponing the establishment of a separate 
household. For these, the progressive improvement of labor-market 
conditions would lead to implementation of decisions previously de- 
ferred. 'The longer the previous period of slack the more sizeable the 
quantitative effect of this would probably be. Moreover, if the labor- 
market impact were for some reason particularly favorable for 
those in the household-forming ages, plans might be advanced and 
household growth accelerated through a general reduction in the aver- 
age age of marriage and of household formation. 

Typically, however, one would expect a more immediate and size- 
able reaction on household growth in the centers of increased demand 
if the increased labor input requirements were met via migration flows, 
for the latter add directly to household numbers at destination. In this 
case the growth in persons employed is more nearly matched by a cor- 
responding growth in the number of households. This is the special 
significance of the migration response: in contrast to other sources of 
labor input it carries a much more sizeable implication for household 
growth in the areas of increased labor demand. 

Reactton of Household Growth on Aggregate Spending. Households 
newly established in an area generate demands, not only for housing, 
but for urban services generally as well as for the furnishing of a new 
home. They thereby tend to create an urban development boom—new 
residential construction, new municipal investment in services associ- 
ated therewith, and new business investment in retailing and similar 
activities. (The mechanism might of course involve an intermediate 
stage in which new migrants displace previous residents in established 
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areas and the latter are those immediately involved in new real estate 
development.) Thus the rise in households, typically associated with 
the migration flow, leads to further growth not only in consumer spend- 
ing but in private and public investment as well, and it is this induced 
rise in the growth of aggregate demand which tends to sustain and 
prolong the expansion. 

Why Kuznets Cycles Rather Than Business Cycles? 'There would be 
a multiplier effect on consumer spending, and possibly new business 
investment induced thereby, arising from already established house- 
holds whose head or other members may have benefited from the new 
employment and income opportunities. A reaction of this type is stan- 
dard equipment in theorizing about the regular business cycle. Why 
should the present chain of events, operating through household 
growth, result in a more protracted boom?’ 

One possible answer is based on the composition of the induced de- 
mand when household growth intervenes between the labor-market re- 
sponse and increased spending flowing therefrom. This view would em- 
phasize the central importance of housing and real estate development 
and the associated stimulus to local government spending on municipal 
services and to business spending on retail services, many of which re- 
quire a long gestation period to bring to fulfillment. This argument 
rests at bottom on special characteristics of the industries benefiting 
from the induced demand—on product supply conditions. 

A second, and perhaps more compelling answer, is based on demand 
considerations. Marriage, household formation, and migration are crit- 
ical decision points in the life cycle of an individual. Typically, they 
involve commitment to new and higher spending behavior over several 
years as a new home is established and a family started or settled, a 
commitment reflected in the substantial indebtedness to relatives and 
financial institutions typically incurred during this period of the life 
cycle.’ On this basis, one might reason that in a population that experi- 
ences a substantial rise in the growth of households there will occur 
not only a shift in the composition of consumption but a rise in the 
propensity to consume as well. This would be sustained over several 
years, carrying over from one business cycle to the next, and would be- 
come exhausted only gradually. In effect, such long term spending 
commitments are geared to a notion of permanent income, and tend to 
be rather insensitive to short term income changes. 

It is this feature of longer term spending commitments which may 

? Charles Tiebout [67] has drawn a similar distinction between a long-run and short-run 
multiplier, with population growth playing a central role in the former. 

*The most thorough study I have encountered of spending behavior in relation to life 
cycle stage (which is not synonymous with age) is that by Lansing and Morgan [46], 


though even in thís the stages are very broad. Consumer panel studies should generate 
still more pertinent data, Ferber's article [28] provides a valuable survey. 
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constitute the analytical key to Kuznets cycle phenomena. The fre- 
quent association of such commitments with series most noticeably 
marked by long swings has been pointed out particularly by Abramo- 
vitz. Because the feature has so far received insufficient attention, his 
statement merits repetition in full: 


One common attribute of all these processes of resource development 
involving the movement of people from country to country and place to 
place, the formation of households and the birth of children, the founda- 
tions of business, and the investment of capital in highly durable forms 
is that they involve long-term decisions and commitments. Hence they 
pick up speed and come to fruition slowly and when they slow down, they 
are not easily or quickly set in motion again, They give rise, therefore, 
to long waves of resource development and output growth. These pro- 
cesses involving long-term decisions, on the other hand, respond only 
sluggishly to the impact of the ordinary short and mild business con- 
tractions. By contrast, the most prominent feature of short business 
cycles is a fluctuation in shorter term investment, particularly inven- 
tory investment [3, p. 414]. 


While the present concern is with household behavior, it is worth un- 
derscoring Abramovitz’s point that various types of private business 
investment also involve longer term commitments. Perhaps the most 
notable of these arise in connection with the establishment of new 
businesses, a phenomenon which, judging from the long term series on 
new incorporations (Figure 1) exhibits long swings in the unprocessed 
annual data.? (With regard to the future, the growth in importance as 
spending units of various government bodies and private nonprofit in- 
stitutions, both potentially significant sources of long term commit- 
ments, suggests the need for study of them as well.) This line of rea- - 
soning obviously leads to the general view that Kwznels cycles may 
arise from mechanisms, such as that under discussion here, which re- 
sult in a bunching of long term spending commitments. 

The Effect of Major Wars on Kusnets Cycles. The analytical model 
sketched above starts with a private investment boom, but any source 
of sustained increase in the growth of aggregate demand could initiate 
the process, including government expenditure. In the case of major 
wars, however, the process is interrupted, because the war itself places 
constraints on new household formation and construction. At the same 


? Research on investment spending by new firms (or, more generally, in relation to the 
“life cycle" of business units) is scarce. One valuable study is that by Bridge [13]; cf. 
also [25, 70]. 

"A discussion of spending behavior inevitably leads to the question of financing, and 
thus to the role of monetary and financial variables in long swings. While this subject 
is clearly “off-bounds,” it may be noted that money supply, interest rates, prices, capital 
imports (Figure 1), and similar variables do show long swings [cf. 2, 18, 41, 49, 68]. 
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time, a protracted war sets the stage for a postwar Kuznets cycle 
boom, by building up substantial backlog situations not only with re- 
gard to private and public investment, but household formation and 
consumer spending as well. Thus, a major war would tend, on the one 
hand, to interpose an additional fluctuation during which the growth of 
GNP and aggregate construction pursue divergent paths, and, on the 
other, if one smooths this fluctuation statistically, to yield a Kuznets 
cycle movement of more extended duration. 

Are Kuznets Cycles Self-Generating? While the interaction between 
economic and demographic phenomena emphasized here is chiefly of a 
multiplier type, there are clearly elements of induced investment on 
the basis of which one might postulate a self-generating model of the 
multiplier-accelerator variety. Also, the positive association between 
labor market tightness and growth of aggregate demand implies the 
possibility of labor cost changes which may react on investment spend- 
ing in an adverse manner, tending to reverse the movement. On the 
other hand, irregular events such as wars, legislative acts (e.g., re- 
garding immigration and wages), and speculative capital movements 
have affected observed long swings. The relative weight of endogenous 
versus exogenous factors in initiating the swings is in my view an open 
question requiring further research. 

But the value of the present model does not hinge on resolution of 
the self-generating issue. As Irma Adelman [5] and others have 
shown, the Klein-Goldberger model of the regular business cycle is so 
highly damped that it requires stochastic shocks to produce oscilla- 
tions of the business cycle variety. The principal value of that model 
lies In suggesting mechanisms which tend to produce oscillatory move- 
ments in response to such shocks. Similarly, while the present analyti- 
cal scheme leaves open the question whether Kuznets cycles may be 
wholly self-generating or require either small or strong shocks, it does 
suggest & mechanism that tends to produce cumulative upward or 
downward movements over periods longer than the ordinary business 
cycle.” 

Long Swings and Secular Growth. How, if at all, are Kuznets cycles 
related to the primary trend? Is the primary trend itself merely the 
path traced out by averages of successive Kuznets cycles? The answer 
suggested here is no. The primary trend reflects processes of techno- 
logical change and of human resource and institutional development 


? Clearly, the present analysis does not agree with the view proposed in a subsequent 
paper [7] by Mrs. Adelman that a shocked Klein-Goldberger business cycle model may 
be sufficient to account for observed long swings. In this connection, it is worth noting 
that the simulated long swings that she obtained were of smaller amplitude than those 
actually observed, and that the Klein-Goldberger model does not incorporate economic- 
demographic interactions of the type described here. 
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which lie outside the long-swing mechanism itself. However, in an 
economy where the free market system plays an important role in 
resource allocation, the pace at which new technology is adopted and 
diffused tends to be modified by a Kuznets cycle mechanism. This is 
because efficient use of the new techniques flowing from the Industrial 
Revolution and its sequel has required increased geographic concentra- 
tion of productive resources. This has created an imbalance between 
the geographic distribution of the growth of labor demand, arising 
from the industrialization process, and that of labor supply, which typ- 
ically reflects the widespread population dispersion characteristic of an 
agricultural society. Successful adoption of modern industrial technol- 
ogy has required, therefore, redistribution of the population in confor- 
mity with the needs of the new technological basis of production, and 
the provision of the requisite goods and services for this relocated pop- 
ulation. The induced stage of the Kuznets cycle mechanism, an urban 
development boom, is essentially the accomplishment of this require- 
ment in a free market economy by à multiplier-type process.** 

By way of contrast, this formulation may be compared with Isard's 
[37, 38; see also 58]. He sees the swings as arising from successive 
transport innovations, and the urbanization facet as a consequence of 
the impact of such innovations on the location of economic activity. 
The present view rests basically on the geographic imbalance between 
labor demands and supplies created by modern technology generally, 
and does not require a new transport innovation either to initiate the 
swing or to account for urbanization, though such innovations may, of 
course, play a part in particular times and places. 

An implication of the present view is that various characteristics of 
long swings tend to change secularly. The growth opportunities consti- 
tuting the focus of investment at an early stage of development will 
differ from those at a later stage; hence variations will tend to occur 
through time in the industrial characteristics and geographical dis- 
tribution of the swing. For example, agricultural settlement or exports 
might loom large among the investment opportunities in the early 
growth stages; at a later time, domestic manufacturing may predomi- 
nate. Similarly the potential sources of labor supply tend to change 
secularly. Immigrants may move more readily from one country at one 
time; from another, at a different time. The reservoir afforded by the 
farm population in older agricultural areas grows to a point but even- 
tually begins to be depleted, and is perhaps increasingly replaced by 

4The above aims to identify those conditions which characteristically underlie the 
observed association between modern economic growth and population redistribution. In 
certain cases, of which the United States is one, modern economic growth may, in addition, 


involve the opening up and settlement of new territory, and thus a further stimulus to 
population redistribution. : 
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some of the nonfarm centers gradually being bypassed in the develop- 
ment process. Secular growth in family income and the appearance of 
innovations such as the automobile will alter the composition of in- 
duced household consumption expenditure—recent suburban versus 
earlier urban residential development is. an illustration. 

The analytical scheme suggested here bears a surface resemblance 
to Schumpeter's [57], for it implies that growth in a free market econ- 
omy tends to proceed in irregular surges. However, the duration of the 
movement differs from any contemplated by Schumpeter, as does the 
underlying mechanism of economic-demographic interactions. More- 
over, with regard to secular growth, the present view emphasizes the 
independent significance of processses such as technological change 
and human resource development. However, Alvin Hansen, in modify- 
ing Schumpter's conception to incorporate the building cycle [34], 
moved in the Kuznets cycle direction. This step was carried logically 
forward by Isard, who arrived at a view similar in a number of re- 
spects to that advanced here. In so doing, Isard explicitly rejected 
Hansen's secular stagnation thesis, which one suspects, could be shown 
to run, in one form or another, a conforming Kuznets cycle of its own 
in economic discussion. Indeed, in striking contrast to the contempo- 
rary professional consensus, Isard, writing in 1942, predicted a post- 
war boom. His reasoning, however, gave undue weight to transport in- 
novation which as has been noted, is not an essential ingredient of the 
present analysis. 

The present analysis may also bear on the problem of delimiting a 
single phase in the emergence of modern economic growth as an “in- 
dustrial revolution," “take-off” [56] or “great spurt of industrializa- 
tion" [30]. The application of such concepts to actual experience has 
frequently confronted one with the difficulty of deciding among com- 
peting periods for such a designation. And, where identified, the dura- 
tion and other characteristics of the period sometimes correspond to 
those of Kuznets cycles. It is at least a plausible hypothesis that such 
an interval, seized upon as a unique phase may be an early and partic- 
ularly prominent long swing. 


III. Recent Experience in the Light of the Model 


Viewed in historical perspective, there are a number of similarities 
between recent and longer term experience, broadly consistent with the 
crude analytical model sketched above. There are differences, too, 
however, and on the demographic side, these are so serious as to raise 
doubts about the model’s validity. The present section, after noting 
some of the similarities, focuses on recent departures with regard to 
demographic aspects and attempts to reconcile these with the model. 
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FIGURE 2. AVERAGE (CENTERED) DURING NBER REFERENCE CYCLES OF ANNUAL RATE OX 
CHANGE oF AGGREGATE PRODUCTION, AGGREGATE CONSTRUCTION, WAGE RATE, AND HOURS, 
AND oF LEVEL oy IMMIGRATION RATE, NoNrARM HOUSEHOLD GROWTH RATE, AND 

UNEMPLOYMENT RATE, 1830-1964 : 


Note: To facilitate visual comparison of the series, vertical lines have been drawn 
through the long swing peaks and troughs of the rate of change in aggregate construction, 
and the area from peak to trough has been shaded. ` 


(Legend continued on following page) 

Parallels between Recent and Earlier Experience. The analytical 
framework suggests the likelihood of longer term fluctuations with 
roughly similar timing in output growth, labor-market conditions, and 
household growth, particularly in the nonagricultural sector. For var- 
ious reasons, other, perhaps independent, movements might occur in 
these series, but a minimum expectation would be that there would be 
some semblance of a common longer term rhythm. Is this the case? 

Figure 2 assembles series relating to a century or more of U.S. expe- 
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Legend: 
I. Rate of change of aggregate production, per cent per year. 
1. Nonperishable commodity output, 1860 dollars (Gallman). 
2. Index of industrial and commercial production, 1899 weights (Frickey). 
y 3. Gross national product, 1929 dollars (Kendrick). 
4, Gross national product, 1954 dollars (Commerce). 
TI. Rate of change of aggregate construction, per cent per year. 
5. Gross new construction, 1860 dollars (Gallman). 
6. Index of physical volume of construction (Abramovitz). 
7. Gross new construction, 1929 dollars (Kuznets). 
TH. Rate of change of wage rate, per cent per year. 
8. Money daily wages, Erie Canal (Smith). 
9. Real hourly wage, manufacturing, 1957 cents (Long). 
IV. Rate of change of average hours of work per week in manufacturing, per cent per 
year. 
10. Jones. 
11. Bureau of Labor Statistics. 


V. Gross alien immigration rate per thousand total population per year. 
12. Immigration and Naturalization Service. 


VL Rate of change of nonfarm households per thousand nonfarm households per year. 
13. Bureau of the Census. 

VIL Unemployment rate, per cent of civilian labor force. 
14. Lebergott. 
15. Bureau of Labor Statistics. 


rience on growth of aggregate output and construction, indicators of 
changes in labor-market conditions (immigration pre-1914, hours, un- 
employment, wages), and in household growth (immigration pre-1914 
and nonfarm households). A relatively mild smoothing technique has 
been employed. The values are averages for successive business cycles 
as identified by the NBER reference chronology, computed both for 
trough-to-trough and peak-to-peak cycles and plotted at the cycle mid- 
points. Only one departure was made from this procedure, a departure 
warranted by the analytical considerations presented previously. The 
special fluctuations associated with World Wars I and II have been 
smoothed by ignoring the wartime business cycle peak and first post- 
war trough. In this way, the cycle average, by balancing the rise in 
government expenditure against its subsequent decline, becomes a 
more nearly postwar “normal.” 

While certain variations in timing exist, it is possible, as suggested 
by the shading in the figure, to identify swings in the growth rate of 
aggregate output and construction, labor-market conditions, and 
household formation, on a roughly one-to-one basis, thus lending some 
empirical plausibility to the model sketched above.** Some of the 

“Thus, in the case of World War II the peak-to-peak average is for 1937-48 rather 


than for 1937-44 and 1944-48; and the trough-to-trough average for 1938-49 rather than 
1938-46 and 1946-49. 


“The existence of long swings in the rate of change of wages has been pointed out 
and analyzed by Clarence Long [51]. A statistically significant association between the 
annual rate of change of wages and that of unemployment was found by Bowen and 
Berry [11] in a study covering 1900-58. 
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swings are quite pronounced, such as those terminating in the 1890’s 
and 1930’s; others are milder, such as those ending around World War 
I and late 1950’s. The parallel between the recent period and the expe- 
rience in the first part of this century has been previously pointed. out 
by Hickman [36]. As noted earlier, a tendency is apparent for the 
swings in the immigration rate, nonfarm household growth rate, and 
level of unemployment rate to lag the growth rate of aggregate output, 
though not without exception. 

Several other similarities between recent experience and previous 
long swings may be noted (for evidence, see [22, 24, 63-66]. The 
growth rate of manufacturing capital shows a swing, with the capital 
goods industries tending to precede those oriented toward construction 
and urban development, as in the pre-1914 period. Spatially, the swing 
continues to center in nonfarm areas, appearing even more pronounced 
when more up-to-date census definitions are employed (e.g., metropoli- 
tan area rather than urban) and to exhibit wide diffusion among the 
different geographic divisions of the country. The postwar period has 
been characterized by an urban and suburban development boom. 
There has also occurred a swing in internal migration. 

Differences in Demographic Aspects. There have, of course, been 
differences between recent and previous characteristics of long 
swings.** On the demographic side, these relate, not so much to move- 
ments in the aggregate variables, that is, growth of total population, 
total labor force, and total households, but to those in the underlying 
components of change. Disaggregation of population change into the 
component parts of births, deaths, and migration is a familiar one. An 
analogous procedure has been applied here with regard to labor force 
and household growth as well, as is suggested by the following tabula- 
tion: l 


Population Labor Force Households 
1. Mortality rate Mortality and aging Mortality and aging 
2. Net immigration Net immigration Net immigration 
rate l 
3. Fertility rate Labor force partici- Household headship rate 
pation rate 


With regard to labor force growth, the above components have often 
been identified in the literature, though they are not as rigorously es- 
tablished as in the case of population. With regard to household 
growth, I owe recognition of the possibility of the present partition 
scheme to Burnham Campbell [16] (see also [26]). A “headship 
rate” is defined, along lines identical with that for a labor force partic- 


2 For a more general discussion, see [3, 4, 36]. 
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ipation rate, as the proportion of the population in a given demograph- 
ic group (e.g., classified by age and sex) who are household heads. 

All three of the aggregative demographic variables share in common 
mortality and migration components. The addition of the aging compo- 
nent to mortality in the case both of labor force and households is nec- 
essary because these variables are defined with reference to a popula- 
tion above some minimum age, and thus receive additions in the course 
of a given period as those initially below the limit grow older. Each ag- 
gregative variable also has its distinctive component—fertility rates in 
the case of population change; labor force participation rates, for 
labor force; and headship rates, for households. If one were dealing 
with a geographic subdivision of the national total—for example, the 
nonfarm sector—internal migration would of course be included with 
international migration as a component of change. 

The alignment in the tabulation of the components underlying the 
three aggregative variables is designed with a view to facilitating the 
subsequent discussion. From the viewpoint of demography as such, the 
components of labor force and household growth on line 1 are analo- 
gous to natural increase of the population, i.e., the difference between 
components 1 and 3 of population growth." The present grouping, 
however, aims to bring out parallel features with regard to long-swings 
analysis. Thus, the components on line 1 are largely exogenous to a 
given long swing; those on lines 2 and 3 are responsive, with line 2 
representing a component common to all three variables (migration), 
and line 3, components which are distinctive. Moreover, since in the 
subsequent discussion the components on line 3 are frequently referred 
to collectively, it is convenient to designate each as the “rate” compo- 
nent of its respective aggregate, though this terminology is imprecise. 

Figures 3-5 show, for the nationwide values of each of the aggrega- 
tive variables, the relevant components of change for the period since 
1870 or 1880/5 The basic data-—chiefly the decennial censuses—are 

T A more elaborate analysis would, in fact, further subdivide the components of labor 
force and household growth on line 1 into, respectively, entries versus exits and forma- 
tions versus dissolutions. A brief investigation, chiefly for 1930 onward, suggests that the 


movements shown here in the net balance are overwhelmingly due to the positive elements 
(entries and formations), just as those in natural increase are typically a reflection of births. 

3 An alternative, or at least complementary, disaggregation would have been desirable 
for the nonfarm sector alone, but was not feasible with the time and resources available. 

A brief word on method: The treatment of population growth is of course standard; 
in the case of the other two variables, familiar issues, variously characterized as “index 
number" or “standardization” problems are involved. The solutions adopted here are not 
claimed to be definitive, though they seem logically consistent with the general analytical 
framework, but alternative procedures would not alter the present conclusions. With 
regard to the disaggregation of labor-force growth in a given decade, component 1 was 
obtained by multiplying the population change of the group due to sources other than 
current migration by its beginning-of-decade participation rate; the result is the change 
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FIGURE 3. AVERAGE GROWTH RATE (CENTERED) or POPULATION BY COMPONENT OF CHANGE, 
QUINQUENNIALLY, 1870-75 TO 1955-60, AND 1960-64 
(per thousand per year) 


too crude to permit a highly refined analysis relating to such questions 
as timing and amplitude; on the other hand, they clearly show the 
swings, and permit certain broad inferences pertinent to the issue 
under discussion, namely, a comparison between recent and earlier ex- 
perience. All three figures show the predominant role of net immigra- 
tion in the swing in the aggregate throughout most of the period 


in labor force that would have occurred in the absence of migration or participation rate 
change. The contribution of participation rate change for each age-sex group is obtained 
by multiplying the end-oi-decade population attributable to sources other than current 
migration by the excess of the end- over beginning-of-decade participation rates. The 
migration contribution is obtained as the product of the end-of-decade participation rate 
and population change due to net immigration during the decade. Thus computed, the 
components sum exactly to the actual labor-force growth. From 1940 on an identical pro- 
cedure was used in disaggregating household growth except that headship rather than 
participation rates were used. Prlor to 1940 it was necessary to follow a much more 
approximate procedure for households, described in the appendix. 
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covered, but for the swing from the 1930s through the late 1950s, the 
distinctive “rate” component for each variable takes charge. Indeed, 
the movement since 1940—up and then down—of the "rate" compo- 
nent in the three figures is startlingly alike. Clearly this raises a ques- 
tion whether the analytical model suggested in the previous section is 
indeed relevant to current experience. In that model migration played 
a key part, filling the dual role of labor-market response and source of 
household growth; what happens to the model when migration no 
longer enters into the swing in substantial magnitude? 

In part, the answer to this is that migration in the form of internal 
migration does still enter, and to this extent the model is pertinent in 
its typical form. As noted, recent experience shows a continuation of 
the historical swings in internal migration [24, 63-66]. On the other 
hand, although temporal comparisons of the amplitude of internal mi- 
gration are difficult to make, there seems to be little evidence that the 
current swing in the rate of internal migration reached greater dimen- 
sions than previously, as would be necessary if it were to compensate 
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for the damped movement in international migration. Moreover, the 
actual swings in labor force and household growth, even at the non- 
farm level, were undoubtedly due in substantial part to the unprece- 
dented movements in the distinctive "rate" components, as well as to 
internal migration. Reconciliation of these “rate” movements with the 
analytical model is therefore essential in accounting for the quantita- 
tive features of the current swing. 

Reasons for Recent Demographic Differences. 'The nature of the 
reconciliation is suggested by the model itself. It turns on the sugges- 
tion that the character of the labor-market response to a Kuznets cycle 
in the growth of aggregate demand depends on the nature of labor sup- 
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ply conditions. In the recent swing these conditions were unique in sev- 
eral respects. First, the historical response via immigration was se- 
verely curtailed by restrictions imposed since the mid-'twenties, as well 
as by World War II itself. Second, the contribution to labor force 
growth of the aging and mortality component reached an unprece- 
dented low (Figure 4). This was an echo effect of the exceptionally 
rapid decline of the birth rate in the ’twenties and early ’thirties, and 
was particularly concentrated in the younger working ages, where, so 
far as one can judge, for the first time in recorded experience, the ab- 
solute number of persons aged 15-29 leveled off and actually declined 
slightly (Figure 6). The relative number, in relation to those aged 
30-64, showed a substantial decline (Figure 6, lower panel). Finally, 
the educational level of younger persons compared to older was dispro- 
portionately higher in the recent period than usually (Figure 7). This 
arose from the rapid expansion of secondary education in the 1920's 
and 1930's, which temporarily enlarged the educational gap between 
young and old. While historical evidence is presently lacking, one sus- 
pects that it would be necessary to go fairly far back in the nineteenth 
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century to find a comparable period of rapid acceleration in universal 
schooling. 

In short, in the most recent Kuznets cycle upswing, the relative 
number of those in young working ages was unusually low, and the rel- 
ative quality (so far as this depends on formal schooling) was unusu- 
ally high. These young adults are precisely the ones who in the past 
played an important part in the quantitative adjustment of labor to the 
swing in the growth of aggregate demand, as is evidenced by their pre- 
dominance in migration flows, whether internal or international. The 
unique labor supply conditions in the recent swing, however, resulted in 
an exceptionally tight labor market for those in the younger age groups, 
and gave rise to unusually favorable income growth (and, one sus- 
pects, as experience produced evidence of labor-market tightness to 
those involved, expectations of such growth). In other words, for 
younger persons, the labor market response took the form predomi- 
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nantly of 4 price rather than quantity adjustment.” This unusually 
favorable income situation for younger persons, in turn, induced a 
sharp reduction in age at marriage and household formation, and a 
sharp upswing in fertility. This accounts for the abrupt upsurge in the 
headship and fertility rates, At the same time, the quantitative short- 
age of younger persons redounded to the benefit of the only labor re- 
serve group available in substantial numbers—older married women 
who were unencumbered by child-dependency responsibilities." As a 
result, a substantial increase in the total labor force via participation 
rate change occurred for the first time. Thus, as in the past, an up- 
swing in the growth of aggregate demand was accompanied by labor- 
market changes and an associated rise in the rate of growth of house- 
holds which tended to sustain and prolong the boom. Because of the 
unique labor supply conditions, however, the mechanism of the associa- 
tion was substantially altered, with migration playing a less important 
role and the “rate” components of change in the demographic variables 
playing a leading one. 


IV. The Future: Implications of an Echo Effect 


One of the intriguing features of population growth is that it con- 
tains within itself a mechanism capable of generating longer term 
swings. Thus, writing in 1937 about German experience, August Losch 
states [53, p. 650]: 


While the movement of population shows unimportant and irregular 
[short term] fluctuations which seem to be mere reflections of economic, 
sanitary and other conditions, we find quite clearly great waves, the 
main cause of which are the great wars. The deficit of births during & 
war and the surplus of births in the immediate postwar period repeat 
themselves about thirty-three years later, when the new generations are 
at their time of highest fertility. For the same reason thirty-three years 
later a third wave occurs. . 


Recognition of this leads naturally to the thought that long swings in 
economic activity may have their origins in the peculiar structural 
mechanism of population growth. The present analysis of past U. S. 
experience, however, does not support this view. Fluctuations in demo- 
graphic variables have typically arisen from movements in immigra- 
tion or the "rate? components of change rather than from an echo effect 


» Historical evidence on income by age is even harder to come by than that relating to 
quantity adjustments, but various indications in support of this statement are provided 
in two of my associated papers [20, 23]. The recent estimates of income by age for 1941 
by Dorothy S. Brady [12] provide an invaluable prewar benchmark. 

? Elaboration of the statements relating to fertility and household formation is provided 
in the papers just cited; participation rate change is the subject of a paper now in prepara- 
tion. 
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of a surge in births, operating through the aging and mortality com- 
ponent." Such demographic fluctuations were induced by, rather than ° 
initiated, changes in economic activity, although in turn they had im- 
portant feedback effects. This is not to say that no echo effects at all 
existed. One can, in fact, trace them in detailed data, but in the past 
they have been mild, reflecting the fact that before 1940 long swings 
in fertility were confined to the rate of change rather than to the level 
of that variable. 

Now, however, things have changed. The new demographic develop- 
ments accompanying the most recent upswing, notably, the dramatic 
baby boom, have in turn set up an echo effect, currently being felt in 
the form of a sharp upsurge in the young adult population. What, if 
any, are the implications of this echo effect for future long swings? 
Has the economy, perhaps, shifted to a new situation in which long 
swings are at least partly built-in via a natural demographic cycle, 
even though this was not the case in the past? 

À satisfactory analysis of this question, as of so many on which this 
paper has touched, calls for a more complete model of long swings. 
Nevertheless, some tentative impressions may be gained by looking in 
some detail at the impact of the echo effect on labor force and house- 
hold growth currently and in the coming decade. Moreover, this is of 
interest in its own right because of its possible bearing on attempts to 
assess more generally the outlook for the next decade.?? 

The Next Decade. To start with labor supply conditions, the echo 
effect of the baby boom is currently yielding its fruits in the form of 
an unprecedented growth in the labor force from the aging and mortal- 
ity component. Since the first half of the 1950's, the rate at which this 
source has been contributing to labor force growth has risen from 
around 5 to 11 per cent per decade, and the projected figure for the. 
last half of the 'sixties is almost 14 per cent. This means that the com- 
ponent of aging and mortality alone will yield in the late 60's a growth 
rate of the total labor force as high as that due to all components in 
the 1940’s and higher than that in the 1950’s. The impact of this is 
concentrated among the younger age groups, with the result that the 
relative number of those aged 15-29 to 30-64 is now undergoing a rise 

“ The rise between 1910-20 and 1920-30 in the aging and mortality component, which 
contributed to a corresponding movement in labor-force and household growth, appears 
to contradict this observation (Figures 4 and 5). This is primarily due, however, not 
to an earlier upsurge in the birth rate, but to the fact that the 1910-20 level of this 
component was depressed sharply below normal by high mortality among young per- 
sons resulting from the flu epidemic of 1918. 'Thus, with reference to Figure 3, the 


movement is chiefly a reflection, not of a prior fluctuation in the fertility curve, but of 
& concurrent dip in the mortality curve (inverted), centering on 1910-20. 

^ Cf, e.g, [60]. Interestingly, this NICB study, while not adopting a long swings 
framework as such, looks at the next decade on the basis of experience in the past two, 
viewed not as a succession of short cycles, but as a major boom and ensuing retardation. 
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greater and faster than the preceding decline (Figure 6). Moreover, an 
independent but significant development is that the advantage of 
young over old in high school education has declined sharply in the 
last decade and will decline somewhat further in the next (Figure 7). 
With regard to college education, the advantage of the young rose 
somewhat through 1965, but shows little prospect of further increase. 
On the whole, therefore, a substantial reversal of the preceding peri- 
od’s situation with regard to relative quantity and quality of younger 
versus older persons is now in progress. 

The marked impact of the aging and mortality component on labor 
force growth suggests that the labor requirements of an upswing in the 
growth of aggregate demand might for the first time be met very large- 
ly from this component rather than from either increased immigration 
or participation rate change. (One would expect also, of course, a re- 
sponse via internal migration, perhaps taking more the form of a 
movement among nonfarm centers as the farm reservoir becomes even 
further depleted.) Would this rather different labor market response 
be accompanied by an upsurge in household growth as in the past? 

One's initial reaction is to say “of course," for the same demograph- 
ic echo effect that is operating to raise labor force growth is also acting 
to increase household growth. On investigation, however, several miti- 
gating circumstances come to light. 

First, there is a difference in the timing and shape of the impact of 
the demographic movement on labor force versus household growth. 
The average age at labor force entry is lower than that of household 
formation, so that an echo effect tends to raise labor force growth in 
advance of household growth. This is illustrated in Figure 8, where the 
contributions of population change to labor force and household 
growth since the 1930's are compared.” Note that the movement in 
household growth tends to lag that in labor force growth, troughing 
and then peaking roughly five years later. Moreover, the rise in house- 
hold growth is somewhat smaller in amplitude and less precipitous 
than that in labor force growth. This is because among young males 
the rise in rates of household headship not only centers at a later age 
than that in labor force participation, but is also less abrupt. As a re- 
sult, the temporal distribution of an echo effect on household growth is 
more attenuated than that on labor force growth. Thus while the baby 
boom does produce an echo effect tending to raise household as well as 
labor force growth, the former tends to lag the latter and be slightly 
more spread out over time. 

Second, for an echo effect in the population component of change to 


For convenience of exposition, immigration has here been combined with the aging 
'and mortality effect. The point remains valid if confined to aging and mortality alone 
since the movements during the period shown are due almost entirely to this component. 
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raise the total growth rate of households—that due to all sources—it 1s 
necessary that the headship rate component not decline in compensat- 
ing fashion. Since the analysis for 1940-55 has already suggested the 
possibility of a mechanism causing the population and “rate” compo- 
nents to move in at least partly offsetting fashion, it is essential to ap- 
praise the outlook for the rate component as well as for the population 
component. This is facilitated by Figure 9, which for labor force and 
households repeats the curves of Figure 8 and adds those showing 
growth due to all sources, actual through 1960-64 and projected 
through 1975-80.** For each variable, the vertical difference between 
the two curves represents the contribution of the rate component. 

The startling feature of Figure 9 is that while the echo effect is cur- 
rently producing and is projected to produce a sharp rise in the growth 
rate of labor force, an upsurge of comparable magnitude in that of 
households, even with a lag, is not foreseen. In the case of labor force, 
to offset completely the echo effect, the contribution of the “rate” com- 
ponent would have to drop to a negative value, that is, participation 
rates would, on the average, have to decline. This is not the case with 
regard to households, however. The contribution of the “rate” compo- 
nent has been so high in the past that a drop to a lower positive value, 
implying merely a retardation in the average rise of headship rates, is 
sufficient almost wholly to offset the echo effect. 

Is a slowing of the rise in headship rates, such as that implied by the 
projection, likely? Actual experience in the first half of this decade 
compared with 1955-60 does show such a tendency. Although further 
study is needed, two considerations suggesting the likelihood of its 
continuation may be noted, one endogenous and one exogenous. First, 
even under relatively high employment conditions, the change in rela- 
tive quality and quantity of young workers now taking place means 
that they are unlikely to enjoy an excess demand situation comparable 
to that of 1940-55. Hence, it seems doubtful that a significant con- 
tribution to household growth through increases in headship rates will 
occur among this group. Second, an important factor raising household 


growth in the past fifteen years has been the noticeable rise in head- . 


ship rates among the older population, that aged 55 and over, and it is 
questionable that this will continue at the same pace. A principal fac- 
tor in this has been the rapid extension of social security coverage. The 


percentage receiving OASDI benefits in the relevant population groups `: 


provides a rough though imperfect indication:*° 


^ For households, series B projections are used, but the use of series A would not alter ;-- 


the present conclusions, since from 1965 on the growth rates implied by the two projec- *. 


tions differ very little. 
*T am grateful to Francisco Bayo, of the Social Security Administration, for the absolute 
data on beneficiaries, on the basis of which these percentages were computed. 
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1975 
1950 1963 . (projected) 
Males, aged 60-64 0 16 22 
Males, aged 65+ 25 78 89 
Females, aged 60-64 0 29 29 
Females, aged 65+ 17 72 90 


Although projections relating to such politically sensitive areas are 
patently hazardous, the figures provide some warrant for the view that 
the economy has largely passed through the period when the adoption 
of social security would have its largest impact on headship rates among 
the older population. While some additional growth due to this source is 
probable, its quantitative importance seems likely to be less than in the 
immediate past.?? 

To sum up, although a more thorough investigation is needed, the 
present analysis makes clear that in the current and coming decade, 
contrary to what one might expect, an upswing in household growth is 
neither a simultaneous nor automatic accompaniment of a surge in 
labor force growth arising from the echo effect of the baby boom. 
True, there is an echo effect exerting an upward pressure on household 
growth, but it lags that in labor force growth and is more attenuated. 
In addition, there are circumstances, partly endogenous and partly ex- 
ogenous, which may dampen this upward pressure by slowing the rise 
in headship rates among young and old, thereby reducing the contribu- 
tion to household growth from the "rate" component source. It is far 
from clear, therefore, under such new circumstances of labor supply, 
where an echo effect supplies the labor requirements arising from an 
upswing in the growth of aggregate demand, that a substantial rein- 
forcing stimulus to the boom from an upsurge in household growth like 
that in the past will occur. 

Bearing on Longer Term Future. Though on first glance it is 
tempting to pronounce that emergence of an echo effect has created a 
new “built-in” long-swing mechanism, a more careful look at current 
changes and those in prospect over the next decade creates doubt that 
any such simple generalization is warranted. However, more study is 


€ This discussion bears on Edward F. Denison’s criticism [19, p. 531] that “. . . the long- 
wave background gets [Burnham] Campbell no farther than others who have based fore- 
casts of housing starts on the normal increase in households that would result from popu- 
lation changes in relevant age-sex groups. . . ." The present analysis suggests that not only 
the population component of household change should be studied, but also the "rate" com- 
ponent, and that the long swing approach may be of value in clarifying the movements in 
the "rate" component. The reference to OASDI, however, shows clearly that other factors 
are pertinent and that more intensive study is needed of the determinants of headship rate 
changes, including factors such as school enrollment and marital status. Clearly, throughout 
this paper, no attempt has been made to consider the possible bearing of the Viet Nam War. 
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needed of the determinants of household growth, including attention to 
“gross” changes (formations and dissolutions) and the expenditure 
implications thereof, by age. (Clearly, the expenditure implications of 
social security’s forestalling dissolution of a home are likely to be 
quite different from those arising from accelerated household forma- 
tion among young persons.) The relative weight of endogenous versus 
exogenous elements in labor force and household growth needs 
clarification too. For example, while the present analytical scheme sug- 
gests with regard to both labor force and household growth that there 
is a tendency for movements in the “rate” and population components 
to be at least partly offsetting, the dampening at present appears to be 
greater for household growth. Is this attributable wholly to exogenous 
circumstances or is it partly inherent in the mechanism? Moreover, 
perhaps undue attention has been given here to demographic reactions 
from the side of household growth. In commenting on this paper, 
Abramovitz points out that, in addition to such considerations, acceler- 
ated growth in labor force, for whatever reason, may act, at least per- 
missively, fo sustain a protracted boom by keeping the “natural rate” 
of output growth above the “warranted rate” for a longer period, thus 
postponing the time when an output ceiling may act as a brake on long 
term capital investment. 

Certainly the emergence of demographic echo effects is a new phe- 
nomenon which must be reckoned with in assessing the longer term fu- 
ture. For example, another possibility, though not the only one, is that, 
on the one hand, an echo effect creates a tendency toward waves in 
labor force growth with a duration longer than Kuznets cycles, and, on 
the other, upswings in the growth of aggregate demand initiated by 
nondemographic factors occur with the frequency of past Kuznets cy- 
cles. Under such circumstances, the impact of the demand movement 
on the labor market and the reactions stemming therefrom could be 
highly variable, depending on whether the flood, ebb, or some inter- 
mediate stage of labor force growth was prevailing at the time. In this 
connection, it should be noted that the current decline in the crude 
birth rate has, in only eight years, wiped out the increase since 1940. 
(This is not true, however, of age-adjusted fertility measures.) Beyond 
1975, this will produce a shift in relative numbers of young and old in 
a direction similar to that of the forties and early fifties (cf. Figure 
6). If aggregate demand conditions are favorable, this creates the pos- 
sibility of economic-demographic interactions at that time like those of 
the post-World War IT era. 

Finally, there is nothing in this analysis which implies that Kuznets 
cycles in the economy’s growth rate are not susceptible to elimination 
via appropriate policy measures. If the emphasis on the central role of 
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aggregate demand is correct, then, as Abramovitz and Hickman have 
also suggested, manipulation of effective demand should make it possi- 
ble largely to eliminate discernible long swings. But the analysis does 
imply that determination of the appropriate policy measures may call 
for more attention to variables and relationships of the type suggested 
here than has been customary in the past. 


V. Summary 


The present paper, building on the work of numerous predecessors, 
suggests that one of the mechanisms responsible for long swings in eco- 
nomic growth may involve interactions among aggregate demand, 
labor-market conditions, and household growth, with a feedback effect 
from the last to the first. An upswing in the growth of aggregate de- 
mand and the growing labor-market tightness induced thereby engen- 
ders accelerated marriage, migration, and household growth. These are 
critical decision points in the life cycle, entailing spending commit- 
ments extending over several years as a new home is established and a 
family started or settled. In effect, such commitments are geared to a 
notion of permanent income and thus tend to be relatively insensitive 
to short term income changes. A bunching of such commitments serves 
to cushion the economy against the usual business cycle and becomes 
exhausted only gradually. 

Such a bunching of long term spending commitments may be the 
key to Kuznets cycle phenomena. This applies not only to decisions of . 
households but other spending units as well, though no attempt is 

made here to examine changes in the population of business or govern- 
mental units. The investigation stops short too of exploring financial 
aspects of the swings as well as possible accelerator-type relationships. 
Whether Kuznets cycles may be selt-generating is left open; no more 
is claimed than that a plausible mechanism has been identified which 
once initiated, for whatever reason, might help to sustain the economy 
over a period longer than the usual business cycle. 

The paper touches too on the relation of this possible long-swing 
mechanism not only to business cycles but to secular development as 
well. Such swings are prevalent in the historical development of free 
market economies, it is suggested, because typically the adoption of 
modern industrial technology has required redistribution of the popu- 
lation from rural to urban areas and the provision of the requisite 
goods and services for this relocated population. The induced stage of 
the Kuznets cycle mechanism, an urban development boom, is essen- 
tially the accomplishment of this requirement in a free market economy 
by a multiplier-type process. 

The analytical scheme creates the expectation that series on aggre- 
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gate output and construction, labor-market conditions, and household 
growth, particularly with regard to the nonagricultural sector, would 
show some semblance of longer term fluctuations with roughly similar 
timing, and U. S. experience over a century or more bears this out. The 
post-World War II boom and subsequent slackening in the economy's 
growth rate form a consistent part of this record. However, on the de- 
mographic side some important differences appear. In the recent peri- 
od, swings in population, labor force, and household growth were 
chiefly due, not to an immigration swing as was typically the case in 
the past, but to movements in, respectively, the birth rate, labor-force 
participation rates, and headship rates. These new developments are 
attributed to the unusual labor supply conditions prevailing in this pe- 
riod. Young adults—those who in the past played a central role in the 
quantitative adjustment of labor to a swing in the growth of aggregate 
demand—were in exceptionally short supply and their educational ad- 
vantage over older persons was unusually high. As a result they en- 
joyed an exceptionally favorable labor-market situation, and this, in 
turn sharply accelerated marriage, household headship, and fertility. 
Thus an upswing in the growth of aggregate demand induced via its 
labor market impact an increase in household growth, but through a 
different channel than in the past. At the same time, the quantitative 
shortage of younger persons redounded to the benefit of the only sec- 
ondary labor force group available in substantial numbers—older mar- 
red women unencumbered by small-child responsibilities—and led to 
an unprecedented rise in their labor-force participation rates. 

The unique demographic developments of the most recent swing, no- 
tably the dramatic baby boom, have created a demographic situation 
in the current and coming decade different, in turn, from both the re- 
cent and more distant past. A sharp upsurge in the young adult popu- 
lation is occurring as an echo effect of the baby boom. Whereas the in- 
terpretation of previous U. S. experience presented here sees demo- 
graphic swings as primarily induced by, rather than initiating, econom- 
ic movements, the appearance for the first time of a substantial echo 
effect raises the question whether the economy has perhaps shifted to a 
new situation in which long swings are partly built in via a natural de- 
mographic cycle. An exploratory investigation for the current and 
coming decade suggests that with an echo effect primarily supplying 
the labor requirements of an upswing in the growth of aggregate de- 
mand, it is uncertain whether a substantial reinforcing stimulus from 
an upsurge in household growth will also occur. This is because, while 
the echo effect does exert an upward pressure on household growth, it 
occurs with a lag, and is dampened by circumstances reducing the rise 
in headship rates among young and old. Since these circumstances are 
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partly endogenous, involving an unfavorable shift in the relative num- 
ber of young adults as a concomitant to the echo effect, any generali- 
zation about a built-in demographic long-swing mechanism seems pre- 
mature in the absence of more intensive study. An alternative possibil- 
ity, though not the only one, is for swings in the growth of aggregate 
demand to occur in conjunction with a longer duration movement in 
labor force growth via the echo effect. This would engender a variety 
of demand-supply combinations in the labor market, with corre- 
spondingly variable reactions stemming therefrom. 

As for policy, the present analysis suggests that more attention to 
variables and relationships of the type suggested here may be desir- 
able. If the emphasis on the central role of aggregate demand rather 
than supply conditions in initiating these movements is correct, then 
appropriate stabilization measures might eventually lead to the virtual 
extinction of Kuznets cycles. 


APPENDIX: SOURCES AND METHODS FOR FIGURES 1-9 


Figure 1 

Series 1. [29, p. 127). 

Series 2. 1900-28, [89, pp. 138-39, T. I-16, 1. 5]; 7929-62, [73 (Jan. 
1964), p. 210, col. 1]; 1963, [73 (Jan. 1965), p. 192, col. 1]. 

Series 3. 1860-1941, [25, p. 34]; 1942-1948, NBER files. 

Series 4. NBER files. 

Series 5. [1, pp. 151-52, series 21a]. 

Series 6. [1, pp. 151-53, series 21]. Extrapolated from 1959 to 1964 by 

annual per cent change in [73 (Jan. 1965), p. 234, col. 4]. 
.. Series 7. Immigration: [86, series C 88]. Population: 1820-68, [86, series 
A-2]; 1869-1899, [41, unpublished annual estimates underlying pp. 624-6, 
Table R-37, col. 9]; 1900-07, [84, no. 250, p. 6], adjusted to include armed 
forces overseas by unpublished annual estimates underlying [41, ibid., col. 8]. 

Series 8. Immigration: 1908-1945, [45, p. 96, immigrants minus emi- 
grants], extended to 1961 via [86, 87, series C-140 and C-156]. Population: 
1908-16, 1920-29, same as for series 7 for 1900-07; 1917-19, 1930-61, [84, 
no. 250, p. 6, tables 2, 3]. 

Series 9. 1820-1957, [86, sum of series U 185-190]; 1957-62, [88, 1963, 
p. 854]. 


Figure 2 

Series 1, Preliminary unpublished annual estimates (as of April 1964) in 
millions of 1860 dollars by Robert E. Gallman, underlying [71, pp. 27, 34]. 
- Nonperishable commodity output is the sum of consumers! semi-durables and 
durables, manufactured producers’ durables, and gross new construction. 

Series 2. [29, p. 127]. 

Series 3, [40, pp. 293-4, col. 11]. 

Series 4, Same as for Figure 1, series 2. 
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Series 5. Same source as for series 1. 

Series 6. [1, pp. 141-2, series 5, segment I]. 

series 7. 1900-58, [1, pp. 142-145, series 2]; extrapolated from 1954-58 to 
1957-60 and 1958-61 assuming change in rates between successive periods 
was same as that shown by [73 (Jan. 1964), p. 210, col. 7, and, for 1960-64, 
73 (Jan. 1965), p. 192, col. 7]. 

Series 8. [59, p. 303]. 

Series 9. 1900-58, [51, pp. 150-51, col. 5]; 1959-64, col. 1 of same source 
was extrapolated on basis of absolute annual change in [74 (March 1966), 
p. 59, col. 3], and col. 4 via [73 (Jan. 1965), p. 244, col. 1]. 

Series 10. [39, p. 375]. l 

Series 11. [74 (April 1965), p. 33, col. 2] 

Series 12. Same as for Figure 1, series 7. 

Series 13. [86, 87, series A-243]; 1964 value from [83, no. 130, p. 1]. 

Series 14. 1890-99, 147, p. 522]; 1900-32, [90, p. 215]. 

Series 15. [74 (March 1966), p. 23]. 


Figure 3 

The break in series in 1950-55 is due to the shift in sources described 
below. 
1870-1955 

Except as noted subsequently, the basic source was [42, p. 37, t. 1, col. 4; 
p. 39, t. 3, col. 5; p. 41, t. 5, col. 7; and p. 43, t. 6, col. 5 (underlying un- 
rounded quinquennial estimates were used)]. However, for net migration, 
1910-40 data were from [45, pp. 95-96, t. B-1]. For 1940-55, estimates for 
all series were revised somewhat, the chief differences from the original source 
being to include deaths to armed forces overseas and to keep the scope of the 
net migration estimate the same as for the pre-1940 period, 

The sum of the components does not exactly equal total increase, because 
net migration refers to alien arrivals less departures, and thus includes some 
nonmigratory movements. Pure migration estimates are not available prior 
to 1910. 

1950-64 

[84, no. 302, p. 8]. Estimates for fiscal year were divided by Jan. 1 popula- 

tion to obtain annual rates, which were then averaged for periods shown. 


Figure 4 

For method of computing component contributions to total change, see text, 
footnote 18. Computations were done for most detailed classifications available 
(identified below for each period) with higher levels of aggregation being 
obtained by summation. The break in series in 1890-1900 is chiefly due to 
the replacement of a regional by an age classification in the calculations; in 
1940-50, by a shift from census to Current Population Survey data. 
1870-1900 

The series covers all population classes except nonwhites other than Negroes. 
For 1870-1890, the calculations were done separately for native born and 
foreign born in each of the four census regions (no separation by sex was 
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possible); for 1890-1900, for native white, Negroes, and foreign born white, 
by sex, in each of the four regions. An overlap comparison for 1890-1900 of 
the pre- and post-1890 methods yielded similar results with regard to total 
U.S. change and the two sets of calculations were therefore treated as con- 
tinuous. The sources of the basic data necessary for the calculations were as 
follows. 

Labor force. 1870, 1880, census reports. 2890, 1900, tabulations of census 
data prepared by Ann R. Miller, University of Pennsylvania Population 
Studies Center. For the present study, the 1870 data were adjusted for under- 
enumeration in the South as estimated by Alba M. Edwards [79, p. 141]; the 
1890 data, for underenumeration of children aged 10-15 as described in [78, 
pp. Ixvi-Ixxi, cviii, clv]. 

Population. All dates from census reports. Data for 1870 were adjusted for 
underenumeration in South as estimated by Edwards, of. cit. 

Migration. [48, Table P-1]. 


1890-1950 

All classes of the population are covered. The calculations were done sep- 
arately for each sex-age class of native whites, nonwhites, and foreign born 
whites. Through 1930 the population aged 10 and over is included, thereafter, 
that 14 and over. An overlap for 1920-30 indicates the negligible effect of 
eliminating those aged 10-13. Other age classes used were 14-19, 20-24, 25-44, 
45-64, 65+. 

Labor force. 1890-1940, from unpublished unrounded data underlying [52, 
Appendix A]. 1950, the estimate was built up from the census reports, and 
the total differs slightly from that shown by both Long and the census because 
it was obtained by summing components which included estimates. The latter 
were necessitated by lack of complete count data and/or sufficient component 
detail in the census. 

Population. 1890-1940, tabulations of census data by Everett S. Lee, Uni- 
versity of Pennsylvania Population Studies Center. 7950, data taken directly 
or estimated from census report. 

Migration. [48, Table P-1]. Migration for those aged 14-19 was assumed 
same as that for those aged 15-19. Age groups 15-19 and 20-24 were from 
unpublished underlying data. 


1940-64 

Covers total population including armed forces overseas. The calculations 
were done separately for each sex-age class, but no color-nativity or geo- 
graphic components were distinguished. The age classes were 14-19, 20-24, 
ten year groups through 55-64, and 65+, except that for the period after 
1960, the 14-19 were subdivided into 14-15, 16-17, and 18-19. 

Labor force. 1940, [82, no. 2 (no date), p. 11]. Unpublished age detail 
comparable to 1950 was kindly provided by Gertrude Bancroft, Bureau of 
Labor Statistics. To these figures were added. 150,000 members of the armed 
forces who were outside the continental United States in 1940. See ibid., p. 1, 
and [74, vol. 6, no. 1 (July 1959), p. 1, n. 1]. The age-sex distribution for 
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this group is from [84, no. 98 (Aug. 13, 1954), pp. 7 and 15]. 2950, [82, 
no. 85 (June 1958), p. 5]. Published estimates were adjusted upward in same 
way as for 1940. For explanation, see references cited for 1940. 1955, [77, 
p. 53]. 1960 (excluding Alaska and Hawaii), [74, vol. 7, no. 7 (Jan. 1961), 
p. xii, T. 2]. 1960 (including Alaska and Hawaii), [75, p. 4]. 1964, [76, 
p. 130]. 

Population, 1940, [84, no. 98 (Aug. 13, 1954), p. 15]. 1950, [ibid., no. 146 
(Nov. 12, 1956), p. 10]. 1955, [77, p. 52]. 1960 (excluding Alaska and 
Hawaii), unpublished estimates prepared with reference to 1950 census. 'These 
data, provided by Bureau of Labor Statistics, are consistent in latter regard 
with the 1960 labor force estimates excluding Alaska and Hawaii. Alaska 
and Hawaii were eliminated by deducting 1960 census data for these states. 
1960 (including Alaska and Hawaii), [75, p. 4]. 1964, [76, p. 130]. 

Migration. 1940-50, migration total from [84, no, 223 (Jan. 26, 1961), 
p. 4]. Age-sex distribution was assumed to be in same proportions as in [ibid., 
no. 98 (Aug. 13, 1954), p. 18]. A small deduction was made to allow for 
mortality among migrants between year of immigration and end of decade, 
based on survival rates employed in [:bid., no. 187 (Nov. 10, 1958), p. 13]. 
1950-60, total and age-sex distribution of migrants (excluding Alaska and 
Hawaii) surviving to end of decade from unpublished estimates made by 
Gladys Bowles, kindly provided by Bureau of Census. For all age groups, the 
decade total was distributed between quinquennia according to the propor- 
tions shown for total migration in [ibid., no. 302 (Mar. 11, 1965), p. 8]. 
1960-64, migration total from ibid. Age-sex distribution was assumed same as 
that of migrants used in 1964 population projections [84, No. 286 (July 
1964), p. 27]. 


Figure 5 
1880-1940 

Total households. 1880-1920, [86, series A-255]; 1910-1940, [ibid., series 
A-242]. 

Nonfarm households. 1880-1920, total households less farm households [85, 
p. 6]; 2910-1940, [86, series A-243]. The break in 1910-20 reflects a shift 
from census levels to estimates consistent with those of the Current Popula- 
tion Survey. 

With regard to components of change, although estimates are available for 
the total number of households at each census date, lack of detail by sex and 
age for several of the censuses prevented use for the period before 1940 of 
the partition technique described in the text for households post-1940 and 
for labor force. After some experimentation, the following procedure for ap- 
proximating the components was adopted: 

a. Contribution of aging and mortality. For each decade the absolute change 
due to aging and mortality in the population of both sexes aged 25 and over 
was weighted by .44, and in the population 20-24 by .10, the weights repre- 
senting the approximate headship rates for these population groups. Summa- 
tion of the results gave an estimate of the absolute change in households due 


1098 THE AMERICAN ECONOMIC REVIEW 


to this population component. This was then converted to a percentage change 
by dividing by the average of the initial and terminal number of households 
for the decade. 


b. Contribution of net migration. Assumed the same as the contribution of 
net migration to the percentage change in population aged 25 and over. 


c. Contribution of headship rate change. Assumed the same as the change in 
the age-standardized proportion of males aged 14 and over married. The 
absolute change over the decade was converted to a percentage basis by 
dividing by the average of the initial and terminal marriage proportions for 
the decade. 

Estimates of the components of population change by sex and age needed 
for (a) and (b), prepared for the University of Pennsylvania Study of 
Population Redistribution and Economic Growth, were kindly provided by 
Dr. Hope T. Eldridge. The headship rate weights of .10 and .44 are approx- 
imately those for the age groups 20-24 and 25-- in the 1890 and 1930 cen- 
suses. The age-standardized percentage of males married was from [86, series 
À-216]. 

The rationale of the procedures is that the contribution to household 
growth of the two demographic components (a and b) tends to conform closely 
to their contribution to growth of the population of household forming age. For 
component (a) an allowance is needed for differences among age groups in 
household headship. With regard to the rate component, marriage and house- 
hold headship among males tend to be closely associated. Hence the move- 
ment in the former provides an approximation to the latter. 

An indication of the validity of the approximation may be obtained by 
comparing the sum of the components with the total for each decade 1870- 
1940. The results correspond fairly closely for each period, and, of particular 
importance for the present purpose, the general pattern of change over time 
is quite similar. Another test is provided by applying the approximation tech- 
nique to 1940-50 and comparing the results with those of the more refined 
procedure: 


Household Growth (per cent) Due to: 


All Sum of Aging and Net Headship 
Sources Components Mortality Migration Rate Change 


Refined procedure 

(1940-50 data in 

Figure 5) 21.7 21.7 13.1 1.8 6.8 
Approximation — 23.1 14.4 0.7 8.0 


Although there are small differences, the approximation procedure correctly 
shows that the source of the sharp rise in household growth from 1930-40 to 
1940-50 is due to the movement in the rate component, and that the demo- 
graphic components played a negligible part in this rise. 
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1940-64 

The method followed for estimating components of change was the same 
as that for labor force, and is described in the text, footnote 18. Household 
data refer to the civilian noninstitutional population plus members of the 
armed forces living off post or with their families on military reservations; 
population data, to the total population, including armed forces overseas, Cal- 
culations were done separately for each sex-age class of the total population. 
Age classes were 14-24, 25-29, 30-34, ten year groups through 55-64, and 65-+. 
Alaska and Hawaii are omitted in calculations referring to periods through 
1960, but are included in those for 1960 on. 

Households. 1940, [81, p. 1-458]. 1950, [83, no. 33 (Feb. 12, 1951), p. 
15]. 1955, [ibid., no. 67 (May 2, 1956), p. 11]. 7960, [ibid., no. 106 (Jan. 9, 
1961), p. 13]. An estimate excluding Alaska and Hawaii was obtained by 
deducting 1960 census data for these states. 1964, [ibid., no. 139 (June 11, 
1965), pp. 17-18]. 

Population and migration. Same as for Figure 4, 1940-64. 


Figure 6 
1920-30 [80, p. 1-93]; 1940-50 [84, no. 98, p. 15]; 1955, [ibtd., no. 265, 
p. 25]; 1960-85 [ibid., no. 286, p. 42, series C]. 


Figure 7 

1920-40, [80, p. 1-238]. The 1920 and 1930 values were inferred from 
those for the appropriate cohorts as reported in 1940, the first date at which 
data on educational attainment were collected. 1950 [#bid., p. 1-236]; 1960- 
85, [84, no. 305, pp. 7-10]. 


Figures 8 and 9 

For periods through 1960-64, values are same as those in Figures 4 and 5, 
except that the "population growth" component is the contribution due to net 
migration plus that due to aging and mortality. For sources and methods see 
those for Figures 4 and 5. 

The method by which the quinquennial projections from 1960-65 through 
1975-80 were partitioned is that described in the text, footnote 18. Scope 
and classification detail were the same as those for the 1960-64 period de- 
scribed under the head of 1940-64 calculations of Figures 4 and 5. Sources 
of basic data were as follows. 

Labor force. 1965-75 (based on 1962 population projection); [75, p. 4]. 
1970-80 (based on 1964 population projection), |76, p. 130]. 

Households. 1965-80 (based on 1962 population projection), [83, no. 123 
(April 11, 1963)]. Unpublished distributions by age and sex were provided 
by the Bureau of the Census. 

Population. 1965-75 (1962 population projection), [75, p. 4]. 1980 (1962 
population projection), [84, no. 251 (July 6, 1962), p. 4, series II]. 
1970-80 (1964 population projection), |76, p. 130]. 

Migration. 1960-75 (1962 population projection), quinquennial projection 
from [84, no. 187 (Nov. 10, 1958), p. 13]. In accordance with assumption 
used in census projections, all migrants were assumed to survive to the end 
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of the quinquennium in which they immigrated. 1960-80 (1964 population 
projection), annual projection in [84, no. 286 (July 1964), p. 27] was cum- 
ulated and aged to end of quinquennium, assuming no mortality among 
migrants. 


1. 


10. 


11. 


12. 


13. 


14. 
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THE POSSIBILITY OF A SOCIAL WELFARE FUNCTION 


By James S. COLEMAN* 


Ever since 1951, when Kenneth Arrow published his monograph 
showing the paradox that social welfare functions generate, there has 
been interest in overcoming or bypassing this paradox.! The paradox is 
that, given certain simple and very persuasive conditions for collective 
rationality, there can be no decision rule which meets these conditions. 
The conditions, simply stated, are these: 

1. Between three alternatives, the social welfare function must give 
rise to a unique social ordering, no matter how individual members of 
the group choose to order the three alternatives. 

2. The social ordering must correspond positively, or at least not 
negatively, to changes in the ordering of any one individual. 

3. The elimination of any one alternative shall not affect the ranking 
of the other alternatives in the social welfare function. 

4. Voters can choose freely among all alternatives. 

5. No one individual’s choice can dictate the social ordering inde- 
pendently of the choices of others. 

It is easy to show that even with three voters and three alternatives, 
a situation can exist in which these conditions are not met by a simple 
majority vote. For consider three voters, X, Y, and Z, and three alterna- 
tives, A, B, and C. The rankings given by X, Y, and Z are: 


Rank X Y Z 


1 A BC 
2 B C A 
$ C A B 


Now if we eliminate alternative C, A is preferred by X and Z, and 


* The author is professor of social relations at The Johns Hopkins University. He is grateful 
to & number of persons, especially James Buchanan, Carl Christ, Arthur Stinchcombe, and 
Gordon Tullock, for comments on an earlier draft. 


1 See Kenneth Arrow [1]. Jerome Rothenberg [9] discusses in detail the main lines of the 
work subsequent to Árrow in his review and synthesis of the literature on social welfare. Some 
of these approaches are in the same spirit as the present paper, though none, so far as I know, 
take the position taken in this paper, or arrive at similar conclusions. Hildreth [5] says, 
for example “Suppose that in Case I (individual) $ barely prefers (alternative) X to Y, andj 
desperately prefers Y to X. In Case II let 4 desperately prefer X to Y and j barely prefer Y to 
X. By Arrow’s Condition 3, the social ordering between X and Y must be the same in Case I 
as in Case II. Admittedly our facilities for distinguishing bare preferences from desperate 
preferences may often be questionable, but we have to decide whether or not this justifies us in 
excluding all variations in degrees of preference from consideration." 
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therefore wins. Thus we say that the social welfare function generates a 
social order AwB (where “w” means A wins over B). When we eliminate 
alternative A, B is preferred by X and Y, and therefore wins. Thus 
BwC. Finally, if B is eliminated, C is preferred to A by Y and Z, and 
therefore wins. Thus CwA. However, this produces an inconsistent 
social ordering, since AwB, BwC, but CwA. 

I want to suggest in this paper that this approach to a social welfare 
function leaves out of consideration precisely those elements which are 
most crucial in empirical cases of social choice, and that it is this omis- 
sion which creates the apparent paradox. This omission allows the prob- 
lem to be conceptualized in such a way that the third condition above 
appears to be very “reasonable,” while from the point of view of indi- 
vidual rationality it is not. | 

Quite simply, I suggest that this approach, by looking at only the 
surface characteristics of social decision rules, neglects the most im- 
portant element that nearly all such rules contain: a means for allowing 
the expression of relative intensities of preference, or of differences be- 
tween utilities associated with alternatives. I suggest, in other words, 
that Arrow’s impossibility theorem is relevant only to those social 
choice mechanisms in which it is not possible to express relative intensi- 
ties, and that when it is possible to express such intensities, condition 3 
is inconsistent not only with "collective rationality” but with indi- 
vidual rationality. That is, the elimination of an alternative, though it 
be very low in his ordering, may change the rational individual's be- 
havior.? I will also suggest some of the most important mechanisms, in 
actual societies, through which individuals may express intensities. 

J suggest that the appropriate way to examine such problems of indi- 
vidual choice and social welfare 1s akin to the method of studying utility 
under risk. That is, when the outcome of a decision 1s uncertain, then 
each individual attaches to each possible outcome a subjective proba- 
bility, and thus to the decision an expected utility. If he has various 
kinds of behavior that he can carry out, then he will act in such a way 
as to maximize the expected utility. 

In any collective decision or “social choice," the outcome is not deter- 
mined by the individual's action alone. Thus in order to behave ra- 
tionally, he must estimate the expected utilities of each action open to 
him. These expected utilities are contingent not only on the utility of 
each outcome to him, but on the probability he estimates it to have 
under each action open to him. Consequently, the behavior of indi- 

1 T should note here that the approach of devising & social welfare function which should 
meet criteria of "collective rationality” is not one which is in general consistent with positive 


economic theory. It is much more appropriate to look for decision functions which are defined 
in terms of the rational behavior of individuals, such as the principle of Pareto optimality. 
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viduals in collective decisions must be governed by rationality under 
uncertainty or risk, not by rationality under certainty. It follows from 
this that the rational individual must express not only the ordering of 
his utilities for the possible outcomes, as he does in rationality under cer- 
tainty, but also the relative sizes of utility differences between various 
outcomes, as he must do in rational behavior under risk. 

It could be said that this approach violates the spirit of Arrow’s 
approach, because Arrow was concerned merely with the ordering of 
tastes in the community, and showed that no aggregation of these 
ordered tastes could be consistent, in the sense of meeting his conditions 
for reasonableness or social rationality. The flaw in this argument is that 
citizen sovereignty, which is one of Arrow’s conditions, implies the 
expression of these tastes or preferences, the expression that is normally 
embodied in voting, with the voting rule serving as the aggregation 
device for the society. Once this is allowed, then as indicated above, it 
becomes irrational for an individual to express only his preferences, and 
not something more which would maximize his expected utility. This 
"something more" can be variously characterized as his intensity of 
preference or the relative sizes of utility differences between outcomes. 

Thus it is not correct to establish a relation between individual choice 
and social choice which uses as à model individual choice under cer- 
tainty. As a subsequent example will indicate, only under a very special 
condition does the rational individual's behavior become like that of 
the rational actor under certainty. 

It should be pointed out that the use of intensities of preference in 
relation to social choice, as derived from conceptions of utility under 
risk, is nothing new. Rothenberg, in his review of work subsequent to 
Arrow’s, discusses in detail the use in social welfare functions of ex- 
pected utility deriving from von Neumann-Morgenstern's definitions of 
utility under risk [9]. But in all these approaches, the expected utility 
has been imported, so to speak, from some supposed external measure- 
ment, and does not derive from the very behavior itself in the collective 
decision.* Such an approach leads these authors to question whether it 
is “legitimate” to introduce intensities through use of cardinal utilities. 
(For example, Rothenberg says, "Assuming that we can ‘measure’ pref- 
erence intensities with a tolerable degree of precision, is this the kind of 
factor which we ought to treat on a par with preference ordering in the 
context of social choice?" [9, p. 139]. This approach is a carry-over from 
an earlier and more naive view of social welfare, in which it was assumed 
that the economist, as advisor to the policy-maker, could assess the 


3 Peter Newman [7] has, however, explicitly recognized that individual behavior in collec- 
tive choice must be governed by rationality under uncertainty, rather than certainty. 


1108 THE AMERICAN ECONOMIC REVIEW 


tastes of individuals through some sort of measurement, and then tell 
the policy-maker what was best for the people—always in terms of their 
own tastes. In fact, however, it is the political process itself which, 
together with the existing structure of collective decision-making, 
expresses these tastes. Only more recently in work like that of Duncan 
Black [2], Downs [4], Buchanan and Tullock [3], and Olson [8], and 
earlier in the individualist school of public finance stemming from 
Wicksell, have economists given the individual the same autonomy to 
express his interests in collective decisions that they have long allowed 
him in market behavior.‘ 


I. The Rational Individual in Collective Decisions 


The simple example of three individuals and three alternatives given 
earlier can be used to illustrate how rational individuals may be expected 
to behave in collective decisions, and some of the implications for the 
system. We will consider the individuals in the following circumstances: 

a. They can only vote, and have no information about others’ votes. 

b. They can vote, but they also have some information that allows 
them to estimate probabilities of others’ votes. 

c. They can not only vote on the social decision, but also have 
another decision on which to make a choice. They can make any agree- 
ments they desire in the negotiations preceding the vote. 


A. Only Voting on a Single Issue with No Information 


Let us think of a quantity U sa, which is the utility of outcome A to 
individual X. The properties that this quantity will obey depend on the 
kind of behavior allowed to X. That is, although we may consider that 
in reality X does have some “amount of utility" which he associates 
with A, we will treat this "amount" as if it had only limited properties, 
depending on the behavior which we allow the individual. The wider the 
range of behavior allowed, the nearer this "amount" will come to have 
the properties of a real number. 

If individual X does not know the preferences of Y and Z, then we 
can calculate the expected utility of this decision for him as follows, 
under a majority rule. Under this complete absence of knowledge 
about Y's and Z's preferences, all possible combinations of Y's and Z's 
vote have equal subjective probability for him. Thus a table can be set 
up as indicated below: 


1 Wicksell's and Lindahl's approaches to the theory of public finance are probably as closely 
allied in spirit to the present paper as any of the subsequent approaches. 

-8 Such a decision rule as a majority rule would need an additional rule in case no alternative 
attained a majority. Such a rule we posit to be a random mechanism with probabilities for 
each alternative proportional to the number of votes it received. In this case, £42 95 p= 4. 
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Votes of Outcome if X 
Y Z Votes for A Probability 
A A A 1/9 
A B A 1/9 
A C A 1/9 
B A A 1/9 
B B B 1/9 
B C 1/3 A, 1/3 B, 1/3 C 1/9 
C A A 1/9 
C B 1/3 A, 1/3 B, 1/3 C 1/9 
C C C 1/9 


The outcomes are similar, but in favor of B and C, if he were to vote for 
B or C respectively. If we label X's vote for A, B, or C, Xa, Xs, and X., 
respectively, the expected utility of this decision for him, if he knows 
nothing about Y’s and Z's preferences, is: 


(1) E(U,| X.) = 17/27 Usa + 5/27 Ua + 5/21 Us, 
(2) E(U,| Xs) = 5/27 Um + 17/27 Ua + 5/27 Uz 
(3) E(U,| X.) = 5/21 Um + 5/27 Ua + 17/27 Uzo 


Clearly, if Uza>U»>U., then subtraction will show that E(U.|X.) 
> E(U,| Xs) > E(U,| X.), and he will carry out action X, if A is an avail- 
able alternative and X, if only B and C are available. Since this is the 
only action available to him, the only information we have concerning 
the utilities as a result of his behavior is an ordering. (Alternatively, the 
only property we need to attribute to the utilities to predict such be- 
havior is their order.) 


B. Vote on a Single Issue, with Information about Others’ Preferences 


If X has the same behavior alternatives available to him, but has in 
addition information about the ordering that Y and Z give to A, B, 
and C, and assumes they will vote their preference, his assessment of the 
situation is this: 


Votes of Outcome if He Votes for: 
Y Z A B C Probability 
B C 1/3 A, 1/3 B, 1/3 C B C 1 


Under the belief that Y and Z will vote for B and C respectively, his 
expected utilities are: 


(4) E(U,| Xa) = 1/3 Us + 1/3 Ua + 1/3 Us, 
(5) E(U,l| Xù) = Us 
(6) E(U,| X) = Uses 
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Now his behavior is not fully determined by the order among U,,, 
U 4, and U,,. For if U,, is small, relative to Ux, and Usa, so that 


(7) 1/3 U,, + 1/3 Ug + 1/3 Ua « Ux 


then he will choose to take action X; rather than X.a. This situation is 
exactly that of the hypothesis used in measurement of utility under 
risk, where his behavior in a choice between risky alternatives is used 
to provide information about the size of utility differences between dif- 
ferent alternatives. Rearranging the inequality above gives the follow- 
ing relation, if he chooses alternative B: 


(8) Usa — Us < Un — Us 


That is, if he chooses B although he prefers A, the utility difference be- 
tween alternatives Á and B is less than that between B and C. 

Of course, the same analysis may be applied to the other individuals 
Y and Z, with the result that each person might vote for his second 
choice because he assumes that the others will vote their first choices. 
However, such a peculiar result does not make the behavior less rational 
for him. It means merely that he incorrectly assessed the probabilities of 
the others’ votes.? If he had knowledge, or some degree of belief, that 
those votes would be cast for other than alternatives B and C respec- 
tively, then the appropriate subjective probabilities would modify the 
coefficients in equations (4), (5), and (6). The important point is that 
when he no longer estimates the probabilities of others’ votes to be equal 
for each alternative, the degenerate case of equations (1)-(3) no longer 
holds, and his behavior will depend on the size of the utility differences 
between pairs of outcomes, as in (8). 

Thus, even in this case of actions limited to a single vote, a compari- 
son of utilities beyond simple ordering can come about. If he takes ac- 
tion X; (a vote for B), this implies equation (7), or rearranged, 


Ue < 1/2 Use + 1/2 Us, 


under the expected utilities indicated in equations (4), (5), and (6). 
That is, if he prefers A to B to C, but votes for B, knowing that Y will 
vote for B and Z for C, then this means that B is “closer to" A in utility 


* A game-theoretic definition of rationality would include an estimate, in the absence of other 
information, of the probabilities associated with others’ actions. In game theory, the estimate is 
that the other persons will use the same rules one does oneself. This would require an assessment 
of double contingencies by each individual, and require the addition of sorne arbitrary rule, 
such as von Neumann's minimization of maximum loss, in order to make the behavior determi- 
nate, Because any such rule is arbitrary, it is outslde the scope of what one wants within the 
definition of rationality. And because the assumed situation of complete absence of information 
about the others’ actions, on which this definition of rationality would depend, is only one 
point in the space of all possible information states, there is still less reason to accept the 
von Neumann definition. 
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for him than C is to B. Note that because the individual must calculate 
expected utilities of the outcome, no outcome is "irrelevant," so long 
as there is some subjective probability of its occurrence. In fact, in this 
case, the utility of C for X plays a crucial role in determining whether he 
will vote for A or B. Thus the elimination of C might have—and legiti- 
mately so from the point of view of individual rationality as well as 
social welfare—an effect upon the outcome.’ 


C. Another Collective Dectston, with Voie Exchanges 


The behavior available to the individual in the above cases is not 
enough to express much about the utilities that various alternatives 
have for him. Neither does it correspond to the behavior available to 
members of decision-making bodies, such as city councils, legislatures, 
town meetings, or social groups. In any such body, the individuals, in 
attempting to maximize their expected utilities, will use whatever power 
they possess. The principal kind of behavior that is available to them in 
nearly all cases is a sequence of decisions. The essential properties that 
such a sequence introduces are shown by introducing a single new deci- 
sion, with alternatives labelled similatly to the first. The orders by 
X, Y and Z are: 

Rank X Y Z 


1 A’ B' C 

2 B C A 

3 C A’ PB' 
U 


Now considering again individual X in the situation where he knows 
the various orders of the others (that is, there is full communication, 
obtained through discussion), he has expected utilities under a wide 
range of possible actions. For now he has the power to induce an action 
on the part of another person in response to an action on his part. For 
example, suppose for him the utility differences between A’, B’, and C’ 
are very small, while the utility differences between A, B, and C are 
very large. Then he might consider an exchange of votes with Z such 
that 4 and C' would win.? His utility under this possible action could 


7 An incidental point may be made here concerning the apparent reasonableness of the con- 
dition of independence of the social ordering of alternatives from the elimination of other al- 
ternatives. This appears reasonable, I suggest, because of & too direct analogy between indi- 
vidual rationality and collective rationality. Rather than the concept of collective rationality 
as & parallel to individual rationality, it is appropriate to look at collective decisions as an out- 
come of the operation of individual rationality. We can then ask the question: in a given situa- 
tion and with a given decision rule (that is, including the whole set of actions we are allowing 
individuals), how closely does the outcome come to maximization of social welfare? This is 
obviously a more difficult question in collective actions than in individual ones. It will be dis- 
cussed explicitly later in the paper. 

5 The one explicit recognition of such vot&-eschange behavior by economists is in Buchanan 
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then be compared with his expected utility under the conditions of no 
exchange (assuming his subjective probabilities are 1 that Y and Z will 
vote for B and C respectively) : 


? 
(9) Usa + Use > 1/3 Usa + 1/3 Ua + 1/3 Us + 1/3 Us + 1/3 Ves 
+ 1/3 User 


Rearranging, 


? 
(10) Ua TUT U + Us Bs Uii > Ux m Us RE U w i U so 


If the indicated utility differences for A, B, and C were greater than the 
indicated ones for A’, B’, and C’, then he would indeed prefer to make 
the exchange, rather than not. Similarly, he could consider an exchange 
with F, to give outcomes A and B'. If inequality (10) holds, then he will 
also want to compare the two possible exchanges: 


U, t U Ut Un 


This inequality does not hold if U 4;— U s+ 0, as the initial order im- 
plies. Thus for him the bargain with Y has highest utility. But it may 
be a bargain which he cannot make, since Y would have to accept the 
utility of his least preferred alternative, A. That is, U,,4- U» may not 
be large enough, compared to the alternative actions, for Y to make this 
exchange. Considering the possible alternatives for Y as exchanges with 
X or Z (for in the general case of unequal utility differences between 
alternatives, some action which involves exchange will always have a 
higher utility for an individual than an equal chance of all alternatives), 
there are two cases: B and C’, or B’ and C. Thus if either 


(11) Uy Upe > Uys + Us» 
Or 
(12) U w -+ U,. > Uia -d- Yw 


then Y will prefer to make an exchange with Z. But Y’s initial prefer- 
ence ordering gives ÜU,,» U,,, so that at least (12) will hold. This will 
not insure, of course, that Z will be satisfied with such a trade. 

This kind of behavior need not lead, of course, to a stable solution 
which, in a game-theoretic sense, dominates all others. The outcome 
may depend on many chance factors, such as who talks first to whom. 
However, the basic point is that each person will attempt to maximize 


and Tullock [3, Ch. 10]. However, political scientists are so fully aware of this behavior that 
they have common names for it: “horse-trading,” “log-rolling,” “making a deal," and other 
terms that would be appropriate in economic markets, 


COLEMAN: SOCIAL WELFARE FUNCTION 1113 


his expected utility. He will do so by taking that action for 
which the increment in expected utility—the analog to marginal utility 
for a situation of this type—is greatest. Ordinarily this action will be 
one of exchange: increasing his control over a decision for which control 
makes a great deal of difference in his expected utility, and in return 
giving up to another person control over a decision for which control 
makes little difference in his expected utility. If we consider, in the first 
analysis, his actions to be limited to pairwise exchanges of control, then 
he will order decisions 4 in terms of AU,;— E(U.| 0:2.) — E(U,;), where 
7;,,13 an additional vote gained by X on decision 7 by this action. The 
relative sizes of AU z; for all issues ¢ express his interes? in gaining a vote 
on each issue. He will also order possible actions in terms of the decre- 
ment in expected utility that the loss of his vote to a given individual & 
on a given decision 7 would mean: AU z= E(U,;| vj) — E(U ,;) , where vj 
is the transfer of control over his vote on decision j to individual &. Thus, 
with such a situation and limited to pairwise exchanges, each rational 
individual will try to carry out an exchange increasing control over 
decision 4 in return for losing control over decision j such that AU, is 
maximized: 


* 


AU. = Max (AU — AUA;) 
€,5,% 
tp j 


It is useful to consider a particular example of utilities associated with 
different alternatives which would generate exchange attempts in the 
case of the above 2-decision system. Assume the following utilities 
associated with each alternative by each person. (These numbers are to 
be compared only for a given individual; the scaling for different indi- 
viduals is arbitrary, since no interpersonal comparison of utility is 
implied. Also, the full properties of an interval scale are not assumed, 
but only the “distances” between utilities associated with different al- 
ternatives in the same decision. It is more convenient, however, to use 
specific numbers, even though all the properties of these numbers are 
not required for the behavior under discussion.) 


X Y Z 


U, 9 10 
Ua 10 8&8 
Uy 10 
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In this situation gaining control of the first decision clearly has higher 
expected utility increment for X than does gaining control over the 
second decision. For if his assessment of the probabilities of A, B, and 
C is $ each without control, then if we call AU 4 his utility increment in 
decision 1 through gaining control over it, 


10 — 5.33 = 4.67 


i 


and 
AU = Us — (1/3 Us + 1/3 Uy + 1/3 Uz), 


= 10 — 9 = 1.0 


The loss of utility through giving up his vote to Y or Z can be evalu- 
ated as follows, where AU zyn is his increment (or decrement) in utility 
from decision 1 through giving up his vote to Y: 


AU, = 5.0 — 5.33 = — 0.33 
AU, = 1.0 — 5.33 = — 4.33 
AUg2 =9-9=0 

AUS EBORE 


Thus in evaluating the interest of X in particular exchanges (the 
expected utility of the exchanges) by AU ,;4-AU ,,;, two exchanges have 
sharply higher utility than any others: 


AU. + AU as = 4.67 — 0 = 4.67 


A similar evaluation would show that for Y both decisions 1 and 2 
are of equal interest, and a trade with Z on either will maximize Y’s 
expected increment (at 1.0). For Z, control over decision 2 is of most 
interest, and an exchange with X gives highest expected increment in 
utility (at 1.67). Thus in this situation, X and Z would make an ex- 
change, giving X control over decision 1 and Z control over decision 2. 
The outcomes would be A for decision 1, and C’ for decision 2.? 


? If P. was very perceptive, then he would make an offer to Z which would be of higher ex- 
pected utility to Z (assuming that Z could be sure of Y's honoring the offer). Y could offer to 
vote for both C and C', receiving nothing in return. This would improve his situation over the 
X-Z coalition, and improve Z's as well. This in turn would lead to an offer by X to vote for. 
both B and B', and then to an offer by Z to X to return the original agreement or to vote for 
A and A’, This possibility of instability, and the various types of possibilities that could 
occur for other configuration of utilities, need not concern us here—for we are not concerned 
with the outcome, but with the question of what is rational behavior for the participants. Such 
behavior depends only on subjective probabilities of others’ behavior, together with utilities 
of various outcomes. In any case, these indeterminacies seem to arise in the few-person case, 
and our interest is principally in larger systems. 
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The above discussion should be sufficient to show that when indi- 
viduals are released from restrictive conditions upon behavior and infor- 
mation (i.e., voting on only one issue and complete absence of informa- 
tion about others’ behavior), then rational behavior demands that 
every alternative which has some subjective probability of occurrence 
can affect their behavior, though it may be least preferred. As a conse- 
quence, when such behavior is allowed, the condition which Arrow 
states, independence of outcome from "irrelevant" alternatives, can 
hardly be imposed. For since no alternatives are irrelevant in the ex- 
pected utility calculations which govern behavior, it is hardly reasonable 
to expect that any will be irrelevant to the outcome. 

Given, then, the freedom from Arrow's impossibility theorem, we can 
proceed to investigate the structural conditions that will allow expres- 
sion of more than the simple preferences that voting on a single issue 
implies. 

The principal theoretical approach in the literature makes use of suc- 
cessive adjustments on a single proposal. Knut Wicksell introduced this 
conception into public finance by asking how taxes could be assessed in 
such a way that the optimum amount of public services would be pro- 
vided, and the allocation would be such that marginal benefits equalled 
marginal costs for each.!? Wicksell's solution was theoretically most 
elegant, though it had flaws which made it impossible to carry out 
in practice. His thesis was: (a) always to vote on a combined proposal 
which included not only the amount and mode of public expenditure, 
but also the distribution of taxes or other means of paying for the 
expenditure; (b) then to require the measure to pass not by majority 
but by unanimous vote. In this way, the amount of expenditure and 
distribution of burden would be so adjusted that those who value the 
activity least would pay least (otherwise they could not be induced to 
vote for it), and more generally, the amount and distribution would be 
continually adjusted until each voter's marginal costs equalled his mar- 
ginal benefits. Such a measure would be approved unanimously, and 
only such approval, Wicksell held, would assure that benefits were 
greater than costs for all. Such a principle assumes, of course, that all 
persons have perfect calculating ability, that there is some means of 
efficiently carrying out the multiple adjustments in a proposal necessary 
to reach this state of perfect adjustment, and perhaps most important 
of all, that people will reveal true preferences. That is, it assumes that 
all persons are constrained, by fear of retaliation in kind, from under- 
stating their interest in the public activity. 

However, Wicksell, and all those who have followed in this direction 


19 For Wicksell’s contribution see Wicksell [10], and for a discussion of the general approach 
(including Lindahl’s extension of it) see Richard Musgrave [6, pp. 71-80}. 
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(with the exception of Buchanan and Tullock, in Calculus of Consent, 
Chapter 10), limit their attention to the single issue, and limit the 
resources available to the individual to his vote on this issue. Yet an 
economic man will be willing to spend various other resources, such as 
votes on other issues, etc., in proportion to his expected utility gain 
from their expenditure. Thus if those who are not interested in the deci- 
sion can extract from the former such resources, down to the last bit 
that the former are willing to give, the latter will be recompensed, 
through a much simpler and more efficient mechanism than an attempt 
to adjust the tax or the expenditures so that it fits perfectly the utility 
structure of the population. This implies, at the extreme, that it is not 
important if there are tax loopholes, if these loopholes are made evident 
to all at time of passage of the bill, and those who will gain from them 
are made to pay, in terms of other legislation, the full amount that they 
are willing to pay in order to gain the loopholes. 

Thus it becomes fruitful to develop further the possibilities which 
arise as a consequence of an expanded range of behavior among persons 
involved in collective decisions—a range of behavior which includes the 
employment of various resources, especially control over other issues, in 
the form of votes on other decisions which involve this collectivity. To 
be sure, such an approach would be academic if the proposed behavior 
was uncommon or impossible in decision-making bodies. But exactly 
the contrary is true. Numerous observors of legislative bodies have sug- 
gested that the very essence of legislative behavior is exchanges which 
bring about support on different issues; and there is evidence to suggest 
that when a single decision dominates a political or social system, so 
that its importance makes such exchanges impossible, the decision- 
making process breaks down; and not only is there no "social welfare 
function," there is overt conflict. Often, in actual collectivities, such as 
legislatures, there are a number of other resources that various legis- 
lators have, and can use in exchanges. One of these is partial control of 
positions within the legislature, such as committee membership. All 
these resources are used in the same way that goods are used in a barter 
market: in exchange for control over those events whose outcome one is 
most interested in. Many of these resources act to make unequal the 
power of different legislators, and thus give unequal degrees of power to 
their constituents. It is useful to conceive, however, of an ideal simple 
collectivity in which each actor's only resources are his votes on other 
collective decisions. With such a conception, one can raise the question 
of what conditions would allow the system of exchange to approach 
more nearly the free markets which in pure economic competition allow 
individuals to maximize their utility, relative to their initial resources. 
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II. Extensions to Many Decisions and Many Individuals 


From the three-person, two-decision example above, two kinds of 
extensions are possible, affecting the result in different ways. One is an 
extension to a greater number of decisions, and the other 1s an extension 
to a greater number of individuals. I shall consider first the former. 

In this example, it was worth a great deal, in X's private utility cal- 
culations, to gain alternative A rather than B; and worth still more to 
gain A rather than C. In contrast, it was worth little to Y, relative to 
his other utility comparisons, to gain B rather than C, or C rather than 
A. Yet for the very small gain of C in place of A, Y could make an 
offer to Z which might overcome X’s potential agreement with Z. For 
a gain to Y that was a smaller gain than several others for him, he could 
counter an agreement of X's which would make most difference to .X of 
all possible agreements. Thus even though this agreement was of utmost 
importance to X, he had no way of implementing his feelings, though it 
would obviously be worth more to him relative to his other interests to 
gain control of this decision than to either Y or Z (again, relative to Y’s 
and Z's other interests)! 

An extension in number of decisions destroys this inequity, by giving 
each of the persons a large amount of resources which he can employ or 
fail to employ on a decision, depending on its importance to him. For 
example, assume that there were a hundred other issues, each with three 
alternatives, 4; Ba, Ci, and each ranked as in the first decision by X, Y, 
and Z. Suppose also that the relative utilities were in each case except 
the first, 10, 9, and 8, for each of the three members. Then individual 
X, to whom the first decision is of such importance, could offer to Z 
enough to express this importance. He could, for example, offer Z his 
vote on decisions 2 and 3, an offer which would be impossible for Y to 
counter and still make an expected profit, but one which would still 
leave X with an expected gain on these decisions considered all together. 

More generally, the extension from two decisions to a great many 
allows even more flexibility of adjustments in exchange than this ex- 
ample indicates. In the extreme case, it approaches in one sense a 
market situation, in which persons have various resources, divisible into 
small units, and also many different wants. Each person's wants, of 
course, are scaled by the totality of his resources; but he can pay out 
various quantities of resources in order to get those things he wants 

u Note that this is still a step away from interpersonal comparison of utility, since each's 
interests in a particular action are assessed only relative to his other interests. Although this 
paper will not examine the question in detail, the logic contained here implies that the only 
basis for an interpersonal comparison is a scaling of his interests by the resources he has in the 


system—that is, by the degree of control over various events given to him by the constitution 
of the collectivity. 
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most. In terms of political preferences, this means that those decisions 
for which the alternatives differ most for him in utility are the ones 
over which he can gain control through giving up his partial control 
over those of less importance to him. It allows, in short, an expression 
of “intensity” such that the outcome of the decision will tend to be the 
one which maximizes aggregate utility. 

This extension from a few decisions to a great many ends toward a 
market in one way, but not in another. With a very small number of 
persons, there can still be a large difference between the “price” paid 
for a vote (in terms of other votes) and its value to the purchaser. If 
the decisions that are of great interest to him are of little to the other 
persons, he can gain control over them with little sacrifice on his part, 
and then tend to gain more in utility from the set of decisions than his 
power would warrant. He, in effect, would be in the role of monopso- 
nist, who can drive the price down to what he is willing to pay. 

An extension in the direction of a great number of other individuals 
engaged in the set of decisions moves this in the direction of a free 
market, in which prices are established by competition among both 
buyer and seller. l 

A large and complex society, where there is a complex web of inter- 
dependence among various activities, tends to generate both the exten- 
sions discussed here. The extension of decisions occurs simply through 
the extension in time of the society; the extension in number and 
utility-variations of individuals occurs through the complexity of the 
economic and social structure. It is true, of course, that the particular 
form of government distributes power over particular decisions in 
special ways, which may neglect the interests of some persons and give 
great weight to the interests of others. But that is a matter which can 
be more fully studied when the fundamental points discussed in this 
paper are better understood. The major point to be made here is that, 
just as a free market with pure competition can be conceived in eco- 
nomic exchange, and used as a theoretical model from which actual 
systems can be examined, a similar model of pure competition can be 
conceived in collective decisions. Although actual social systems deviate 
from this model, it can nevertheless serve as a basis from which the 
deviations can be studied. 


III. An Ideal System of Collective Decisions 


The system of collective decisions differs in several important respects 
from economic markets. One respect, which we shall not investigate, is 
that occasioned by time: collective decisions are made in a sequence, 

B Tt must be clearly understood that the aggregating function is one in which the sum of 
each person’s utility differences between outcomes over all decisions are weighted by his power 


over the decisions. Thus the total sum of each person's utilities as used in aggregating is propor- 
tional to the sum of his power. The precise definition of this power is given later in the paper. 
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over an extended period of time, while in some economic markets, time 
need not be taken into account. Though time, together with discount- 
ing, mechanisms of credit-extension, insurance, etc., must play an im- 
portant part in the further development of the present theory, the ele- 
ments will be left unexamined here. 

Another way in which this case differs from economic markets is in 
the lesser flexibility in exchange—for example, the relative absence of 
successive exchange of the same goods. Since the entities being ex- 
changed are promises of an action, these promises are not as negotiable 
as economic goods, or money by which such goods are counted. Another 
aspect of the lack of flexibility 1s the fact that in this case, power leads 
to realization of interests; but the interest gained cannot be recon- 
verted to power in the same way that economic goods, once gained, can 
be reconverted in a perfect market to the money which bought them. 
As a consequence of this last point, and of the lack of a measure of value 
such as money, it is necessary to devise a different way to express the 
value of power over a particular issue. The equation to be presented 
below is consistent with the framework of economic markets, but it is 
applicable in collective decisions as well, which do not generate their 
own measure of value. 

Let us first define a quantity which is analogous to AU.; above, 
which was the interest of X in gaining a vote on decision 7. It was 
defined as the difference in expected utility due to that vote. Now, let 
us define analogously r;, as the difference in expected utility given 
that the decision is under his control (which is merely the utility of the 
most-preferred alternative), and the unconditional expected utility: 


(13) f = Usa — E(U.) 


where A is the alternative most preferred by X in decision t. This we 
will call, for heuristic purposes, X’s interest in the decision. This is 
assumed to be exogenously given, dependent on the structure of social 
and economic activities, and the content of decision 7. 

Also exogenously given is the formal control structure over the issue. 
In the case of m decisions decided by a vote among n individuals, each 
person has control of 1/n on each of the m decisions. This will be 
labelled c;;, the control of individual 7 over issue 7. The total resources 
of individual 7 consist of his control over all issues, but weighted by the 
value or “importance” of each decision. If the value of each decision is 
?; then the power of individual j is 


w 
pi = 2. Ci 
fon 1 
where 


yey 7 1. 


j=l 
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The total control over each decision is1, that is, > c,;= 1. Now given these 


Jual 
definitions, the value of a given decision where there is pure competition 
is the sum of each actor’s interests times the power of that actor: 


(14) v = J Typ 
feel 
Or 
(15) v4 = > b 7 (jUkCEj. 
j=l kel 


This recursive definition says in effect that the value of a decision is 
equal to the sum of the interests of each individual in the decision, but 
weighted by the power of the individual. In turn, the individual's power 
depends upon the value of those issues over which he has some control. 

Solution of equation (15) for the set of v; can give the value or price 
which any individual should have to pay to gain control over each 
decision.” Such prices would not be exact in imperfect competition, but 
where there are enough competitors and enough decisions, the price 
should come to that point. This gives both the value of an individual's 
resources (i.e., votes) in the market, and the price he can expect to pay 
for decisions he wants. It establishes the rate of exchange which should 
obtain as the market approaches rationality. 


IV. More Fundamenial Revision 


In a sense, the above discussion has gone at the problem backwards, 
showing how a framework of exchange in a free market is possible in 
collective decisions just as in the exchange of economic goods. This is 
necessary for historical reasons. But having done so, it is more profit- 
able to attempt to restate the general theory in a way that is appropri- 
ate to collective decisions and then show that exchange of private goods 
is a degenerate case. The basic elements of such a theory will be indi- 
cated below, but only to show the way in which such a generalization 
could proceed. | 

Consider the world as consisting of a set of events. Each event has two 
or more possible outcomes, and these outcomes have consequences for 
individuals, which the individuals evaluate differentially. Each event is 
also characterized by a distribution of control over the outcomes. The 
sum of such control is less than or equal to 1.0, and it may be conceived 

5 In solving this set of equations for v, it should be noted that the row constraint on cy 


means that there are only m—1 independent v;'s. That is, the values are determined only rels- 
tive to some arbitrary gum, say 


m 
$5 wem. 
iml 
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as the probability that the person holding the control can determine the 
outcome. 

Then in a market of exchange of economic goods, the goods them- 
selves are the events. Consumption of the good by a given individual is 
one outcome of the event. Possession of the good constitutes control 
over the event. Thus this is a simple situation in which the consequences 
of a given outcome are zero for all individuals other than the individual 
who consumes it, and control over the event is always 1.0 for the person 
in whose possession the goods lie, and 0 for all others. 

The fact that makes some events come under multiple control in col- 
lective decisions is their multiple consequences, or “externalities.” 
Whatever outcome is chosen, it will have consequences for many indi- 
viduals. Thus many have an interest in gaining control of it, and various 
forces (in other collective decisions) move such events into the area of 
collective decisions, with a certain structure of control (such as one 
vote for one person). Thus collective decisions are events in which con- 
trol is formally distributed over more than one actor (though it may 
come into the hands of a single actor, through exchanges). They tend 
also to be events in which any outcome has consequences for many 
actors. Because of the divided control, a much more extensive calcula- 
tion—using expected utility, rather than certain utility—is necessary 
in carrying out rational behavior. Nevertheless, the structure is the 
same, and the private-goods exchange case can be treated as a special 
case in which the control over an event is always 0 or 1. The equations 
of exchange in the collective decision case should thus reduce to those 
of the private goods case when the matrix of control takes on a special 
form. 


V. Conclusion 


One might be tempted to develop these ideas further in a game theo- 
retic direction, since obviously game theoretic considerations are rele- 
vant. One referee has suggested that the points developed above are 
more relevant to game theoretic analysis of political behavior than to 
Arrow's and subsequent work on a social welfare function. This, how- 
ever, misses the major import of the paper. Arrow’s work, by attempting 
to derive social choice as a function of individual preference, begins to 
shift the idea of a social welfare function away from a normative con- 
cept to a positive one. I. M. D. Little and others of a normative per- 
suasion have recognized this danger and rejected Arrow’s approach as 
irrelevant to welfare economics. Having begun the shift, however, one 
cannot stop halfway, but must incorporate in the theory that behavior 
which the rational actor would carry out. Arrow’s theorem depends 
upon individual rationality under certainty, which allows no expres- 
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sion of intensity of preference, but only ordering among alternative out- 
comes. It is clear, however, first, that rational behavior in collective 
decisions requires rationality under uncertainty or risk, which opens 
the possibility of expression of intensity of preference; and second, that 
in actual groups, the existence of a sequence of decisions gives actors 
the resources that allow the expression of such intensity, even if imper- 
fectly and incompletely. 

When one takes this perspective, political behavior can be viewed as 
a generalization of market behavior, and the functioning of legislatures 
or other bodies in collective decisions as an extension of a market. In 
this "market," each actor has only partial control over any given out- 
come, rather than complete control over a goal, thus requiring the more 
complex calculations of rational behavior under risk. This extension of 
rationality has been developed as part of game theory; but to categorize 
the present results as work in game theory trivializes them by limiting 
their use to micro-systems, in which game-theoretic solutions can be 
calculated. It would be as if the indeterminacy of outcome in a two- 
person bargaining situation had constrained economists from develop- 
ing the concept of a perfect market, and the power that brings to eco- 
nomic analysis. 

Similarly, in collective decisions, disregarding the confusion and in- 
determinacy of game-theoretic solutions in a micro-system (for small- 
number interaction cases are always the most difficult for analysis), one 
can develop an idea of a perfect system of collective decisions, and 
thereby derive the value of control over a given decision, and the power 
of a given actor, and càn ultimately develop for such decisions the tools 
of economic analysis. 
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A RESTATEMENT OF THE QUANTITY THEORY OF MONEY 
By MAURICE ÁLLAIS* 


Up to 1950, there was no attempt to derive a formulation of the 
demand for money. The Newcomb-Fisher equation of exchange, Walras' 
formulation, and those of the writers of the Cambridge School —Mar- 
shall, Pigou, and Keynes—have had little value other than as purely 
formal frameworks for the description of the facts.! A new formulation 
which has an operational and general significance is proposed in this 
paper: the hereditary, relativistic, and logistic formulation of the 
demand for money. The significance of this formulation can be fully 
appreciated only by considering it against the background of the results 
which were obtained some ten years earlier. 


I. Earlier Results 
During 1953-54, Cagan [10] and Allais [3], both working indepen- 
dently of each other, tried to find an operational formulation of the 
quantity theory. They both reached the same formulation, although 
their starting point presentation and terminology were different.?? This 
formulation was: 


(L0 |) Te 96) m do (Cogan) — [0) = = glu) = gall — Ku) (Allais 1954) 


x i z(o) Xda 
(1.2) {(a) z = xG — 9) (b) we —— — 
eX) da 
1 dP 1dD BH 1dP 1aQ : 
(1.3) |(a) 2X (Cagan) (b) t= ST P Od (Allais) 


* The author is professor of general economics, Ecole Nationale Supérieure des Mines; pro- 
fessor of theoretical economics, Statistical Institute of the University of Paris and research 
director, French National Center for Scientific Research. 

1 For an account of the historical development of the quantity theory see [8, pp. 27-39 and 
153-54]. 

2 For clarity, Cagan’s formulation is given here in the notation used in this paper. The cor 
respondence between the notations is as follows: 


Cagan (1954) C E a B eT 
Allais (1954) z u K X $o 


3 As far as I am aware, the formulation (1.2a) was suggested to Cagan by Milton Friedman, 
who later used it in his theory of permanent income [12, pp. 142-45]. Cagan’s research was 
brought to my attention by Friedman in a discussion we had in July 1954 when I described to 
him the interesting results I had reached using the formulation (1.2b) in my research on the 
theory of the business cycle [3]. 
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where D is total outlay, P the price level, Q the activity index, and ġo, 
K, and x are constants. Total outlay D can be considered, at least as a 
first approximation, proportional to national income R at current 
prices, a property which is expressed by the relation 


D 
(1.4) a = a constant. 


For hyperinflations, it is approximately true that 


D 
(1.5) — = a constant. 
P 


If the case of hyperinflation is excluded, # is small and 
(1.6) eke = 1 — Ku. | 


It follows from this that the fotmulations (1.1) employed by Cagan 
and Allais were not only the same, but they also applied in the same 
way to concrete economic data. Allais called the quantity u the psy- 
chological rate of expansion; Cagan called it the coefficient of expecta- 
tion. Cagan laid most stress on the differential equation (1.2a); Allais 
on the equivalent integrated expression (1.2b). For Cagan, future expec- 
tations were the important factor; for Allais, the memory of past events; 
but these were only two facets of one and the same mathematical for- 
mulation. For both Cagan and Allais, the only way to calculate the co- 
efficient u was to consider the approximation 


EN CES ERES EE 


(1.7) 
beet 
with 
1 
(1.8) d. = p [ D. — la Daili 


where p is the length of the interval of elementary time considered, with 
(1.9) | k = em, 


Relation (1-7) indicates that the coefficient # is merely the weighted 
average of earlier rates of growth of total outlay, with weighting co- 
efficients which decline exponentially with distance in time. For Allais, 
however, this formulation was merely one component of a more gen- 
eral theory of monetary dynamics based on the relation 


‘ The notation In represents the natural logarithm. 
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aD -> 
(1.10) —— = A[M — Mp] 

di 
where À is a constant and M p the desired cash balances. But because the 
difference M — M p is always small, Alais could determine the function 
$ statistically by taking the ratio M/D and assuming 


(1.11) Mp M. 
Cagan's formulation assumed implicitly that 
(1.12) MM D. 


Overall, both authors followed the Walras-Cambridge school formu- 
lation. The terminology employed by Allais places him in the Walrasian 
line of thought, whereas Cagan’s terminology is in the tradition of the 
Cambridge school. Fundamentally, however, since Allais considered 
the ratio 


(1.13) fec 


his formulation was that of the Cambridge school, whereas Cagan, con- 
sidering the ratio M/P, was using the Walrasian formulation. Leaving 
aside differences in terminology, the coefficient used by both authors 
was the weighted average of earlier rates of growth of total outlay, with 
weighting coefficients declining exponentially with distance in time. 

Overall, the results obtained by Cagan in 1954 were excellent, while 
Allais' results (1954) for France and the United States were quite re- 
markable, and in general provided a satisfactory fit of the data. The 
only significant exception was the period 1820-1870 for France, but the 
figures used for money in circulation and national income were highly 
questionable. However, Cagan had only succeeded with his formulation 
in representing tbe central period of the hyperinflations studied. Tt was 
still beyond the power of his formulation to deal satisfactorily with the 
beginning and terminal stages. Furthermore, he had been no more suc- 
cessful than Allais in finding a single formulation capable of dealing 
with all the cases studied. The main results reached by the Allais 
(1954) and Cagan (1954) formulations are presented in Table 1. 

The values found for x and K are very different, and the different laws 
cannot be brought into any consistent relationship with each other. But 
two remarks may be made: (1) the values of the product K x are remark- 
ably steady and are all in the neighborhood of 0.75; (2) the rate of for- 
getfulness x is the greater, and the coefficient K the smaller, the higher 


5 Cagan [10, pp. 43-46 and 55-57]. 
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the average value & of the rate of expansion during the period consid- 
ered. Further, since the value of relative desired cash balances ¢ is the 
smaller the higher the value of u, it may be said that the coefficient of 
forgetfulness is the higher the lower the value of relative desired cash 
balances, or the greater the velocity of circulation. 


II. The Hereditary, Relatwisiic, and Logistic 
Formulation of the Demand for Money 


A. The H.R.L. Formulation 


The H.R.L. formulation of the demand for money, the fruit of fifteen 
years of research,’ is based essentially on the following three ideas. 

1. Monetary theory requires a formulation based on a general theory 
which can bring all monetary phenomena into the same logical frame- 
work, whether they relate to equilibrium situations, to cyclical fluctua- 
tions, or to hyperinflations. 

2. At any given moment, the relative demand for money—in other 
words, the demand for money in relation to the national income— 
depends only on the historical development of the nominal value of 
national income. There is thus a “hereditary” effect, with the influence 
of past events becoming attenuated as they fall farther back in time. 

3. Provided that a psychological time scale is considered such that 
the rate of forgetfulness per unit of time is constant, the “hereditary”? 
expression of the demand for money is the same at all places and times. 

The postulates of the H.R.L. formulation were derived from the re- 
sults of the previous researches only after a long prior analysis.* This 
paper is limited to their enunciation, and the deduction of the conse- 
quences flowing from them. 


B. Relativistic Postulate (Postulate I) 


In relation to physical time, it is assumed that an instanteous coefh- 
cient of forgetfulness, x(£), can be defined such that the effect of attri- 
tion of the memory of past events between r and / can be represented by 
the coefficient 


(2.1) exp — f x(u)du 


which has an exponential form. A psychological time scale /' can then 


* For more details see (8, pp. 159-80]. 

* Allais [1] to [8]. 

* The starting point of the formulation below was my books Economie ei inierét [1] and 
Les fondements comptables de la macro-&conomique [4] and the research which I undertook be- 
mde E Es 1955, which is described in three successive papers [2] [3] [5]; for more details 
gee : 
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be defined such that 
(2.2) x(i)dt = x'dt'. 


where x’ is a constant; i.e., when measured in relation to psychological 
time, forgetfulness per unit of time is constant. In other words, by 
reference to this psychological time scale, memory is invariant.? 


This leads to the relation 
(2.3) f= kh) 


linking psychological and physical time. 
Writing D(t) for total outlay per unit of physical time by all eco- 
nomic agents, i 


Q4) - DO = X pD 
= POW 


where f, and q; represent the price and volume of the various basic 
transactions 7, and where P and Q are appropriate indices of price and 
of economic activity. When referred to the psychological time scale, 
total outlay per unit of time is D'(//), whence 


(2.5) D'(t')dí! = D(0dt. 


However, it is assumed that the macroeconomic quantity taken into 
consideration by economic agents in the process of monetary decision- 
making is total outlay D(t), whatever the time-scale referred to. In 
other words, it is assumed that D(#) is an invariant psychological datum, 
independent of any time-scale reference.!?? This hypothesis was initially 
developed on the basis of psychological considerations, and its retention 
is attributable to the success of its application in the analysis of the em- 
pirical series. 
When expressed in terms of the psychological time scale, the rate 
1 dD() 

(2.6) a’ (i^) DG at 
will be referred to as the instantaneous rate of increase of total outlay. 
Where physical time units are employed, this rate is given as" 


1 dD(t) 
D® dt 


* This assumption had already been formulated in my 1955 paper [5, $26, pp. 273-74, rela- 
tion 48]. 
V See note (11) below. 








(2.7) x(i) = 
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and of course, from (2.6) and (2.7) 
(2.8) adi! = xdi. 


The first postulate thus signifies that there exists a psychological time 
i! which differs from physical time t. Measured against this psycholog- 
ical time scale, the rate of forgetfulness per unit of time 1s assumed to 
be independent of the period under consideration. This condition defines 
psychological time. Furthermore, the quantity of money M and total 
outlay per unit of physical time D(#), are taken to be accepted by eco- 
nomic agents as invariant psychological data, independent of the time 
scale used for reference.” 


C. Hereditary Posiulate (Postulate IT) 


Decisions by economic agents are assumed to be taken in relation to 
past changes in total outlay, represented by an index which is termed 
"the rate of psychological expansion." In relation to the psychological 
time scale, the "psychological rate of expansion" is assumed to be a 
weighted average of all preceding rates of expansion and is defined by 
the relation 

1* 
a! (r)e-x (0d; 


“00 


t? 
[ene 


X 


where x’ is a constant. This relation specifies the “hereditary” nature of 
the link that exists between the psychological rate z’(#’) and the instan- 
taneous rates x’(7’).4% The weighting coefficients 


(2.9) gc 


g x! G^) 


decline exponentially with time when referred to the psychological time 
scale. It follows from relation (2.9) that 


dg 


2.10 — = y| — sj. 
(2.10) 2058 [ | 
u And not, it cannot be too strongly stressed 
1 dD'() 
£0» s 


To consider D and not D' means that psychologically it is D which constitutes an invariant 
concept from the point of view of appreciation of the economic situation. On this point see 
[8, pp. 80-81]. 

2 On relativistic effects in the social sciences, see [8, pp. 23-25]. 

8 On hereditary effects in the social sciences, see [8, pp. 21-22]. 
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Postulate IT is thus equivalent to the assumption that the formula- 
tion (1.2) used by Cagan and Allais in 1954 is valid, but that it is valid 
only when considered in relation to the psychological time scale. The 
parameter z’ is therefore a magnitude which may be compared with the 
parameter # of Section I. Similarly x’ is comparable to the coefficient 
x of that section. 

Using the definition of 2 in the physical time scale 


(2.11) a(t) = sW); 
then from the relation (2.3) and (2.8), and using physical time, we have 
(2.12) 2 -x-Es 

di x’ 


The behavior of economic agents insofar as their desire to hold money 
is concerned can be measured by 


(2.13) Pp enema | 


j.e., by the ratio between desired money balances M p and total outlay 
per unit of physical time, D. This ratio is referred to throughout as “rela- 
tive desired money balances"; it can also be designated as the relative 
demand for money." It is assumed that relative desired money balances 
$p are a function of s: 


(2.14) $p = (2). 


Thus, Postulate II signifies that the monetary behavior of economic 
operators, when referred to a psychological time scale, is a function of a 
psychological rate of expansion. This rate is found as the weighted 
average of the instantaneous rates of increase x’ of total outlay D, mea- 
sured against the psychological time scale, with the weighting coeffi- 
cients declining exponentially with the passage of time, and the coeffi- 
cient of forgetfulness x’ being constant. 


D. The Postulate of Invariance of the Function of Relative Desired Money 
Balances When Referred to the Psychological Time Scale (Posiulaie ITT) 


The constant ġo and the function e(z) are defined by the relation 
(2.15) $, = $p(0)!5 


M Tn earlier papers, [i] to [7], I used the term “real value of wanted cash balances," but this 
suggested that $p was derived by dividing M by P, whereas in fact it is the quotient resulting 
from division by the product PQ. This was & possible source of confusion and I have altered 
the terminology. 


5 Tt follows from this that $5 is not the initial value of ¢, but the value of $ for s=0. 


ALLAIS: QUANTITY THEORY OF MONEY 1131 


and 
(2.16) Fm E 


It is assumed that ¢ is an invariant function of z, i.e., that it is inde- 
pendent both of circumstances and of the institutional framework. 
This function is designated as the “function of desired money balances." 
Thus, Postulate II signifies that, subject to application of a given 
coefficient, relative desired money balances are a function of the psy- 
chological rate of expansion which is independent of time and place. 





E. The Postulate of a Constant Velocity of Circulation of Desired Money 
Balances when Referred to a Psychological Time Scale (Postulate IV) 


When related to a psychological time scale, the velocity of circulation 
V' 5 of desired money balances can be defined by the relation 


(2.17) D' = MyVp" 


where D' represents total outlay per unit of psychological time. It is 
assumed that, as for the coefficient of forgetfulness x’, the velocity V" 
is constant. 

When the physical time-scale is referred to, we have 


(2.18) D = MpVp 


where V p is the velocity of circulation of desired money balances M p 
measured in relation to physical time, and from (2.13) 
1 


(2.19) els 


The velocity of circulation of desired money balances thus appears as 
the reciprocal of relative desired money balances. From relations (2.2), 
(2.5, (2.14), (2.17), (2.18) and (2.19), we have 


(2.20) oc ed 


The instantaneous coefficient of forgetfulness x thus appears as a func- 
tion of s. We see that the coefficient of forgetfulness is inversely pro- 
portional to the level of relative desired money balances. 

Postulate IV thus signifies that the velocity of circulation of desired 

"P T 

M p is invariant, Le. M'p = Mp 

where m represents the value of desired money balances with reference to the psychological 
time 
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money balances, when referred to a psychological time scale, is assumed 
to be a constant, independent of time. It follows from this and the pre- 
ceding postulates that the rate of forgetfulness is inversely proportional 
' to relative desired money balances, i.e., proportional to the velocity of 
circulation of desired cash balances. 

It is natural to assume that for 


(2.21) zgs=s8 =0 


the instantaneous scale of psychological time is identical to the physical 
time scale. This implies that 


(2.22) X, = x(z = 0) = x." 
From (2.14), (2.15) and (2.20) 











(2.23) med 
V'» Po 
i.e., from (2.22) 
(2.24) Vp = = 
: Po 
so that from (2.20) 
(2.25) La 
x (s) 
and also, from (2.16) 
(2.26) LR 
x g(a) 
and whence, from (2.12) and (2.22) 
(2.27) E E M: I 
dt e(z) 


_F. The Hereditary Relativistic Formulation 


To facilitate the econometric analysis, it is advantageous to consider 
the index Z defined by the relation 


(2.28) Z() - — - 


17 Tt follows from this assumption that in a stationary process in which total outlay D is 
constant, the psychological time scale is identical to the physical time scale. In this case, 
x(£) 50, so that z(7) «0, whence X =X, and, from (2.2), di2dl'. 
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Z has no dimension with reference to time, and it can for this reason be 
denoted as the ‘intrinsic psychological rate of expansion." Putting 


(2.29) e(s) = ¥(Z) 


from the set of Postulates I, II, III, and IV, we can write (relations 
2.13, 2.14, 2.16, 2.29, 2.27, and 2.28) 


M 
(2.31) Page) 
Po 
dZ X 
(2.32) au d 
di V(Z) 


where y is a determinate function of Z. 

This formulation can be thought of as being hereditary and rela- 
tivistic; hereditary because of relation (2.9), relativistic because of rela- 
tion (2.2). For simplicity, it may be designated as the “H.R. formula- 
tion." In fact, this formulation leads to the following assumptions: 
(a) that the velocity of circulation of desired money balances 


D() 


(2.33) Vp (t) = M») 


is a function of time only through the intermediary agency of the psy- 
chological rate of expansion Z(#), which summarizes the past history of 
the rate of growth x(#) of nominal total outlay;!? and (b) that if the 
time scale js modified in such a way as to render the instantaneous rates 
of forgetfulness constant—in other words if the the passage of time is 
so regulated that the memory of past events fades at a constant rate— 
the velocity of circulation of desired money balances is constant when 
measured against this new reference scale. This 1s equivalent to assum- 
ing that in physical time the velocity of circulation of desired money 
balances V p(t) is proportional to the instantaneous rate of forgetfulness 
x(t). The H.R. formulation does not determine the function y¥(Z); this 
can only be done by the introduction of further postulates.!? 


G. The Logistic Postulate (Postulate V) 


The following postulate has been derived by inductive reasoning: 
The relative change in relative desired money balances is proportional 


18 Relations (2.9), (2.11), and (2.28). 


IJ M and M p of course are quantities without any time dimension. D(t), x(#), x(t), s(#), and 
V p(t) are quantities whose dimension is inverted time. $(f) and y(t) have a time dimension. 
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CHART 1. 
v(z) 


to the change in the psychological rate of expansion, the coefficient of 
proportionahty being proportional to the relative gap between relative 
desired money balances and their maximum, which is assumed to be 
finite. 

This property is translated by the relation 


1 dy yu. dz" 
V di , Vu di 


in which vu designates the maximum value of y, whence, by integra- 
tion, 


(2.34) 





10b 
2.35 Oe ae oe 
(2.35) | V(Z) 1d bet 
where æ and b are two constants and 
(2.36) Va = 1+ b. 


Postulate V thus signifies that the function yis a logistic function of Z. 
The shape of the curve of the function ¥(Z) is shown in Chart 1. 


H. H.R.L. Formulation 


From relations (2.29), (2.30), (2.35), (2.9), (2.11), (2.8), (2.2), (2.28), 
(2.26), and (2.22), the hereditary, relativistic, and logistic formulation, 


» The assumption of proportionality of (1/V) (At /di) and dZ/di is quite natural, but if y is 
assumed to have War as a maximum value, the coefficient of proportionality should cancel out 
for y —u. The simplest assumption, then, is to assume that the coefficient of proportionality is 
linear in y. 
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which may for brevity be referred to as the H.R.L. formulation, and 
which follows from Postulates I to V, is summarized by the following 
relationships: 





M 
(2.37) $p = = 
$ 
(2.38) — m ¥(Z) 
Po 
1+ 6 
2. - 
(2.39) ¥(Z) LE bet 
Li t 
(2.40) Z(t) = f (r) exp |- Í xG)du d 
(2.41) M og EN 
x, W2) 
or, in differential form? 
(2.42) pus HN -a(1-— 
y dZ i+: 
dZ Xo 
(2.43) soa Z 
di ¥(Z) 


The parameters a and 6 have no dimension. They specify the form of 
the function y(Z). The coefficient X, specifies the rate of forgetfulness 
of past events when the value of Z is zero. 


I. Postulates Concerning the Constants 


The constants a, b, and Xs of the H.R.L. formulation can be deter- 
mined from three postulates: the asymptotic postulate, the postulate of 
conjunctural symmetry,” and the postulate of temporal symmetry. 

The Asymptotic Postulate (Postulate VI) When the relative demand 
for money is very small, so that changes of its square can be neglected, 
although the changes themselves are not necessarily negligible, the rate 
of psychological expansion is equivalent to the rate of increase of the 
circulation of money referred to the psychological time scale. Mathe- 
matically, this postulate can be written 


Relations (2.34) and (2.32). 

* In French “Postulat de symétrie conjoncturelle.” In French, the phrase “appreciation 
de la conjoncture" relates to the assessment of the economic situation and its development 
taking both terms in a broad sense. 
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1 dMp dy? 
—0 when yŅy—0 and m» 





. dé 
even if d does not tend to zero. 


In this case, it can be shown that it follows necessarily that 


(2.45) a=, 
It can in fact be shown that the H.R.L. formulation implies? 
b 
1 dM ( brc) ay 
(2.46) ee ee 
Mp dt’ ( Y ) di 
d baies 
I +b 


whence it follows immediately that Postulate VI implies (2.45). 

The significance of this postulate becomes clear if it is assumed that 
(as experience confirms) the difference (M — Mp) always remains rela- 
tively small,* i.e., that in practice 





(2.47) — 


The practical interpretation of Postulate VI is that at the end of a hy- 
perinflation the psychological rate of monetary expansion z is equivalent 
to the rate of growth of the supply of money referred to the psycholog- 
ical time scale, which appears to be a quite reasonable property to 
assume. 

It is interesting to note that from (2.46) this property is always valid 
whatever « if the assumption is made that d/di tends to zero at the 
same time as y. But in point of fact, for none of the hyperinflations to 
date is it possible to consider dy/dt as negligible by comparison with 
the rate g=*,Z.% 

The Postulate of Psychological Conjunctural Symmeiry (Posiulate VIT). 
Starting from stability (Z2=0), the intensity of the differential behavior 
of the economic agents is assumed to be the same, whether expansion 
or recession is in progress. This condition implies that the derivative 
di/dZ of relative desired money balances with respect to Z is a paired 
function of Z in the neighborhood of Z—0. It can then be deduced 
immediately that 


2 Relations (2.2), (2.6), (2.10), (2.11), (2.13), (2.16), (2.29), and (2.42). See [8, pp. 82-84]. 
M See below, condition (3.1). 
*$ As will be seen from the fittings obtained. 
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(2.48) pea: 


The Postulate of Psychological Temporal Symmetry (Postulate VIII). 
Economic agents are assumed to take the past into consideration as 
they do the future. This postulate implies that 


(2.49) x= 


where 7 Is the pure rate of interest. 
It follows that 


Xo == 1o for Z =z 0. 


For the period 1880-1956, the pure rate of interest 7; can be taken as 
having been 5 per cent per annum in the United States, for which 
country satisfactory estimates are available.” Thus we can take 


to = 0.004 per month 


so that for all countries for which the rate 29 can be considered as prac- 
tically equal to its value in the United States 


(2.50) x, = 0.004 


where the time unit is the month. 


J. The Hereditary, Relativistic and Logistic Law (a=1, b—1, Xo=0.004) 
In sum, the following formulation follows from the eight postulates 
which have been given earlier ?' 





(2.51) W(2) = —— 
dZ 
(2.52) — = z — 0,002(1 + en)z. 


This formulation follows from principles which are, from both an eco- 
nomic and psychological standpoint, extremely simple and quite appeal- 
ing. 


III. The Confroniation of ihe Theory and Empirical Data 


A. Money Balances Desired and Held 


“Desired Money Balances" M p is a psychological concept and of 
course no statistical data to measure it are available. However, at any 
given moment, economic agents are in a position to adjust their money 


% The exact figure is given by Allais “The Influence of the Capital-Output Ratio on Real 
National Income,” Econometrica, Oct. 1962, 30, p. 714) as 4.87 per cent. 
” Relations (2.39), (2.43), (2.45), (2.48), and (2.50) 
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balances M from existing towards desired levels Mp either by spend- 
ing more or buying less.?? 

Naturally, this adjustment is never perfect, but it can reasonably be 
suggested that the discrepancy between the actual and the desired value 
of money holdings is always relatively small. It then follows that it can 
be assumed at least as a first approximation that | 


M — Mp 
Mp 


(3.1) «e 








where e is a small quantity. 
It further follows that it is possible to write as a first approximation 


(3.2) Mp = M 

(3.3) dp = > 

with 

(3.4 bos 
D 


Likewise as a first approximation, it can be assumed that 


D 
(3.5) — ss a constant 
R 
where R is national income at current prices. Thus we can take 
M 
3.6 p = — 
(3.6) r 
1 dR 
(3.7) X a — — 
R d 


During periods of hyperinflation, the index of activity Q does not in 
général change appreciably and the relation ` 


R 
(3.8) P = a constant 


where P is the price index, can be assumed. It follows that for these 
periods, it is possible to take 


M 
(3.9) $p = P 


* This is naturally only an assumption, but as will be seen, it is one which is justified by its 
consequences. 
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(3.10) gs ——-« 


B. The Available Statistical Data 
Discrete weekly, monthly, quarterly, or annual series are available 
directly or may be calculated for the values 
M,, Rn 
OT 
Ma, P, (byperinflations) 


from which series we can derive the values of 


1 Re 1 P 
(3.11) i, = — ln (or —in ) 
$ Ra~ $ n— 


where f is equal to 0.2308, 1, 3, or 12, according to whether the series 
considered is weekly, monthly, quarterly, or annual, the time unit being 
the month. x, represents the average rate of growth of total outlay 
between La and bas 

Fifteen series have been analyzed for nine countries. The data used 
were those of M. Friedman and M. Allais for the United States, Great 
Britain, and France, while P. Cagan’s figures were used for the seven 
hyperinflations considered.” 


C. Fitting of the H.R.L. Formulation 
From (3.2) and (3.6) it is possible to use 








(3.12) M* = R$, 
as an estimate of M. Then, from (2.38) 
(3.13) M* = $oRy*(Z) 


where V/*(Z) represents the theoretical value of v, given by (2.51), with 
Z determined by the differential equation (2.52). Thus'? 





26 
(3.14) Mt - ——— R 
14 e 
dz 
(3.15) u 75-0000 + ez 
with 


9 For a discussion of the data used and their characteristics, see [8, pp. 45-63] and [9]. 
9 Relations (2.51), (2.52) and (2.2). 
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1 
(3.16) x) = — —. 


If the R, are taken as given so that the x, are also given, Z, can be cal- 
culated by integration of (3.12) from the values of x, and the initial 
value Z: of Z. If a value of $$ is then taken, M* can be calculated from 
equation (3.14). For hyperinflations, of course, the index of national 
income œ is replaced by the price index P. 

In each case, the values of the two constants Zi; and % have been 
fixed by the condition that 


nV 


1 | 
(3.17) e? = x2 [In M, — In M, |: 
n=] 


be a minimum, i.e., by the condition that the sum of squares of the devi- 
ations of the calculated from the observed values of the logarithm of M 
is a minimum. This condition is considered as the criterion of the best 
possible fit. The minimum € of e* can be considered as a coefficient which 
represents the goodness of the fit. 

Practically, rather than consider the initial value Zi of Z, it is more 
convenient to consider the coefficient & defined by the relations 


Z1 = k(Zi) 
(3.18) $i 1-6 
do B 1 -+ beo» 


where Z, is the value of Z at the initial instant ¢, considered, and (Zi) 
represents what the value of Zi would be if the empirical point corre- 
sponding to instant /; were exactly on the fitted curve. For illustrative 
purposes, the coefficient of correlation p between In M, and In M,* has 
been calculated for each series fitted. / 

Once the two values of k and $s are determined, the calculation of 
M*(t) from the values of R(t) is completely independent of the values 
of M(t). These two coefficients $» and k appear as constants of integra- 
tion? 


D. Results Obtained for the Nominal Value of Desired Money Balances 


The calculations which have so far been made for the nine countries 
considered at different times show that the course of events is exactly 
as if social psychological attitudes towards the relative value of desired 
money balances y were practically invariant over time and between 
different countries and that i invariance is characterized by the three 
universal constants. 


3l For details on the computations involved in fitting the data, see [8, pp. 96-101]. 
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(3.19) a1 be1 Xy-0004 


Three countries were studied for the whole of the period 1900- 
1960: France, the United Kingdom, and the United States.™ Six 
more countries were studied during periods in which their econo- 
mies were dominated by hyperinflationary conditions: Germany, 
Austria, Greece, Hungary, Poland, and Soviet Russia. Table 2 gives 
the principal results corresponding to the fitting of the same H.R.L. 
law (a=1, b=1, xo9—0.004) to the relevant series. 

The parameter p corresponds to the number of months between two 
successive observations, and s the number of observations. p is the 
coefficient of correlation between the observed and calculated values of 
In M, and In M*, so that 1—p* represents the unexplained part of the 
variance of In Ma. 

It can be seen that the coefficients e in general have very low values. 
If the coefficients of correlation are examined, it will further be ob- 
served that out of fifteen coefficients eleven exceed 0.99; eight are equal 
to or greater than 0.995, while there are two whose value exceeds 
0.999.,82,55,35 

By way of illustration, the values of M, and M% are plotted against 
time in Charts 2, 3, 4, 5, 6 for France (1919-1938), United States (1918- 
1941), Germany (December 1919-October 1923), Hungary (July 1945- 
July 1946), U.S.S.R. (January 1922-February 1924). The German fit- 
ting is particularly excellent. The values of (V,, V4) are plotted in 
Chart 7 as a function of Z, for France (1947-1962), the United States 
(1918-1941), Germany (Dec. 1919-Oct. 1923), corresponding in all to 
87 pairs of values of M and R. The coefficients of correlation between 
the 87 pairs of values of V, and V4 and. In V, and In V4 are respectively 
0.9983 and 0.9959). Chart 8 shows the values of y, and y% as a func- 

* Excluding wartime periods. During such periods, the assumption that is translated by 
relation (3.1) cannot be considered as valid. 

B These last two results are practically equal to those obtained in simulation runs on arti- 
ficial series whose structure corresponded exactly to the H.R.L. law. For example, for the 
20-term artificial series »-ZA, the coefficient of correlation between y and y* was 0.99976, 


whereas for the German figures (excluding deposits) over the period March 1920-October 
1923, a total of 43 terms, the coefficient of correlation between (In M and In M*) was 0.99987. 

* Naturally, if shorter series only are fitted, it is generally possible to obtain better fits. 
Lack of space precludes their presentation here. See [6]. 

35 Tt is interesting to note that if the differential equation (2.43) in Z is integrated using the 
observed values ¥(Z) = $(Z)/9, instead of the theoretical values y* (Z) as calculated by (2.51), 
the results are less good. For example, for Germany (15th Dec. 1919-16th Oct. 1923, includ- 
ing deposits), the lowest value of e° corresponding to the integration using the ¥(Z) is 0.019, 
whereas it is 0.0032 using the /*(Z). 

9 The respective regression equations are 


V = 0.9872 4* + 0.0037 
In V = 0,9991 In y* — 0.0030 
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tion of Z, for the fifteen numerical series in Table 2, in total 389 pairs 
of values of M and R. The coefficients of correlation between the 389 
pairs of values of V4 and y% and In y, and In y% are respectively 0.9984 
and 0,999307 = = 


3 The respective regression equations are 
y = 0.9965 y* — 0.0016 
In ¢ = 1.0087 In y* — 0.0076 
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E. The Significance of the Results 

As has been seen, the fitting of the time series M, R for a given 
country over a given period using the same formulation with the same 
constants 


a=1 b=1 Xy 0004 


depends only on the two constants of integration ġo and Zi, or ġo and &. 
Overall, the agreement between the values forecast by the theory and 
the observed data js surprising. It goes far beyond what could reason- 
ably have been hoped for on a priori grounds. The values of ê and 
1—p* are so low that the degree of explanation can be considered as 
complete. The fact that the same curve could be fitted to all empirical 
data is the more remarkable when it is considered that, for example, the 
highest and lowest values of the index of national income in the United 
States between 1918 and 1941 were 1.08 and 2.84, whereas between 
December 1919 and October 1923, the index of prices in Germany 
varied from 15 to 1.09 10°, while for Hungary, between July 1945 and 
July 1946, a base value of 105 rose to the astronomical figure of 4X 1079.58 

Once the integration constants k and 9$ have been chosen, the numer- 
ical integration of equation (3.15) 





dz 
and the calculation of the M% using relation (3.13) 
29 
(3.21) M* = — 
1 + e? 
with 


1 dR I dP : : 
(3.22 z= — — (o s for the hyperinfiations) 


depends only on the value of R or P. The value of M does not enter into. 
the calculation in any way. Thus, once the integration constants k and 
do are established, the calculated values, M$, are wholly independent of 
the observed values of M 59. 


% See Charts 2, 3, and 4. 

9 But, of course, the criterion that the arbitrary coefficients $, and & which represent the 
constants of integration should be so chosen as to minimize e? means that both of these param- 
eters depend on the observed values of Ma. 

4° Moreover, it can easily be shown that the influence of the initial value 2; of Z, i.e., of the 
coefficient k, fades progressively, and that it has an asymptotic value of 0. It follows cor- 
respondingly that the values of y, for the end-period observations are practically independent 
of the selected value of k, whose influence is restricted to the beginning-of-period values of y*. 
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The results that have been obtained are so extraordinarily close that 
they seem too good to be true; they lead one to wonder whether they 
are not necessarily so close, i.e., whether there may not be some implicit 
circularity. The answer is simple. As the relationships are defined, each 
curve fitted to the data depends only on two arbitrary parameters. This 
means that on the graph of M and M* it is possible to arrange for the 
terminal points of the curves that represent M and M* to coincide. But | 
when this condition has been fixed there are no longer any degrees of 
freedom, and there is no a priori reason for the M and M* curves to 
remain near to each other, or indeed to be practically identical to each 
other, as they are for Germany (Chart 3) over the whole range of varia- 
tion between the two extreme points. The correspondence that is ob- 
served is thus a reflection of the nature of things, and it must be con- 
cluded that the observed dependence is indeed a real one. 

It should further be stressed that the parameters a, m, and X, have 
exactly the same values for each set of data fitted, and that better 
results could still be obtained for each country if, as seems reasonable, 
each parameter were allowed a certain range 


(a1, œ), — (bu b), — (Xo, 0,2) 


of variation about the central values a=1, b— 1, xo= 0.004. Such a pos- 
sibility can improve the results, but without greatly affecting their con- 
ceptual and economic significance. The values a=1, b—1, X,— 0.004 
are in any event only orders of magnitude which it seems perfectly 
reasonable to assume. Thus, in the same way as the pure rate of interest 
may vary over a certain range, it is reasonable to envisage that the rate 
xo may fluctuate about a certain average value.” 

From the discussion above, the value X,—0.004 can be validly re- 
tained only in cases in which the equilibrium level of the pure rate of 
interest is in the region of 0.4 per cent per month, i.e., 5 per cent per 
annum. If this condition is not met, other values of x» should be used. 
It should be added that the better the statistical quality of the time 
series used, the better the fit obtained. In fact, the curve fittings that are 
relatively speaking the least satisfactory concern time series whose sta- 
tistical quality can be seriously questioned. In any event, the slight 


t On the testing of the results see [8, p. 143, note 120]. 


& As a matter of fact, if it is assumed that the parameters a, b, and xo can take any value 
whatsoever for each series studied, better results still can be obtained, with reductions of the 
values of e! and 1— R* of the order of 2 to 1 or more in certain cases. When considering rela- 
tively long periods in which structural changes have occurred, the results can be further im- 
proved by introducing an exponential trend of the form 


p $t). 


These results will be described in a separate paper. 
* It may also be remarked that if the three postulates VI, VII and VIII concerning the con- 
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differences between M and M* are merely the reflection of the gaps 
(3.23) M — Mp = M — M* 


between actual and desired cash balances. The theory here presented 
carries no implication that the gap is zero; merely that it is small. In 
fact, the author has shown elsewhere that the difference M — M p (which 
may be termed the inflationary or deflationary gap, as the case may be) 
plays a decisive role in monetary developments, and that at least as a 
first approximation we can write the relation (1.10). The determina- 
tion of the inflationary gap which is rendered possible by the present 
theory can clearly be of great importance for the implementation of 
monetary policy. 

Finally, to the extent that the formulation obtained can be considered 
valid, it becomes possible to make meaningful comparisons between 
situations that are a priori incomparable, since the intensity of a hyper- 
inflationary situation can be measured by the rate Z, which has intrinsic 
significance. Thus the Polish hyperinflation of November 1923 may be 
compared with the German hyperinflation of July 1923, the two cor- 
responding values of Z being 4.60 and 4.56 respectively. 


IV. The Economic Significance of the Formulation 


A. The H.R.L. Formulation 

The aim of the formulation proposed here is to give operational con- 
tent to the quantity theory of money, by showing that the velocity of 
circulation of money at any given moment can be very closely described 
by an invariant functional of all the earlier rates of growth x of total 
outlay defined by (2.7). It shows that this function can itself be ex- 
pressed very simply as a function of a rate Z, designated as the psy- 
chological rate of expansion, and defined by the differential equation 
(3.15). The evidence provided by the series studied to date suggests 
that the interdependence of V (or $) and Z appears to be the same at all 
times and in all places. Thus the formulation proposed in this paper 
constitutes a key to the placing of all the known facts within a single 
framework. 

Desired money balances M p are defined as the product of relative 
stants in $18 were not retained, but the assumption of a common law were maintained never- 
theless, the common values of the parameters a, b, and X, would no longer be determinate and 
could then be chosen in such a way as to render the overall fitting of the curves as close as 
possible to the data. In this case, the H.R.L. law (a1, b=1, X,—0.004) would no longer be 
the best common law conceivable, although it would doubtless represent a good approxima- 
tion to the best common law. In other words, from this point of view, excellent as the results 
appear to be, they could probably be further improved. The degree of improvement, however, 


would of course be less than the possible improvement, under the assumption that a, b, and X, 
are not necessarily identical for all the series considered (note 42 above). 


4 Allais, 1954, A non-linear model of cyclical fluctuations [3, $8, relation (7), p. 186]. 
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desired cash balances $ by total outlay. Relative desired money bal- 
ances are moreover nothing other than the coefficient K of the Cam- 
bridge school. The proposed formulation is hereditary in the sense that 
it establishes a functional dependence between the demand for money 
as recorded at any given moment and the previously observed values of 
the rate of growth of total outlay. It is relativistic in the sense that this 
dependence can be given a simple formulation in terms of a psycholog- 
ical time-scale. Finally, it is logistic, in the sense that it leads to a logis- 
tic curve when the expression of relative desired money balances is con- 
sidered as a function of the psychological conjunctural index. - 
The eight postulates on which the H.R.L. formulation is based. are 
not indissolubly linked to each other. While the hereditary and rela- 
tivistic postulates do seem to form a unit, the logistic postulate, despite 
its appeal, need not necessarily be retained. In the same way, Postulate 
VIII on psychological temporal symmetry is completely independent of 
the remaining two postulates VI and VII on the constants a and b. 


B. The Economic T nier pretation of the Resulis 


The results obtained can be interpreted in either of two ways, accord- 
ing to whether the expression for relative desired money balances or 
the interrelationship of the price level and the quantity of money is 
being considered. These two interpretations, however, correspond to 
one, and one only, underlying reality. 

Relative desired money balances which differ little from the recipro- 
cal of the velocity of circulation may be taken first. Their level is ex- 
pressed as a determinate function 


(4.1) bn = $p (Z) 


of an index of psychological expansion, which in its turn is a determinate 
function of the historical development of total expenditure.” 

If instead of considering relative desired money balances, attention 
is focussed on V, the velocity of circulation, then 





q t 

(4.2) = PET 

Since 

(4.3) | $o = M»/D 
= My/PQ 

so that | 


“ Or, in hyperinflations, of prices. 
“From (2.4), (3.1), and (3.4). 
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(4.4) Mp = PQép 


whence it follows that, at any given moment, desired money balances 
are proportional to the product of the price level and the level of eco- 
nomic activity. 

Turning to the link between prices and the quantity of money, ex- 
pressed by the relationship 


(4.5) 


1 HM" 

Ps — 

$w(Z) Q 
it can be seen that, at any given time, there is a proportional relation- 
ship between the price level and the quantity of money. But the coeffi- 
cient of proportionality is not constant; its value at each moment 
depends on the past historical development of total outlay. Thus, the 
quantity theory of money appears to be fundamentally correct, pro- 
vided that it is redefined on the basis of the hereditary and relativistic 
formulation which has been presented above. The velocity of circula- 
tion which is inversely proportional to relative desired money balances 
Is not a constant, but appears as an invariant function of past develop- 
ments, 

The link of proportionality at any given time between the quantity of 
money and the product of the price level and the level of activity (rela- 
tion 4.5) is a relationship of interdependence, and from the dynamic 
standpoint of causality can obviously be interpreted in either of two 
ways. It may mean that the price level is proportional to the ratio of 
the quantity of money to the level of activity; or it may mean that the 
quantity of money is proportional to the product of the price level and 
the level of economic activity. The examination of this double interpre- 
tation is beyond the scope of this study. In general, both viewpoints 
are valid, for in changing economic situations, effects influence causes, 
and different weights must be given to the one or the other according to 
circumstances. In some cases, it may be the first interpretation which 
applies,*? whereas at other times the second may provide the explana- 
tion of what constitutes the motive force. 

The theory proposed here makes possible a new, operational reformu- 
lation of the quantity theory of money, and enables a synthesis to be 
made of points of view which hitherto have been considered as com- 
pletely opposed. The standpoint of the quantity theorist is validated in 
as much as there is a proportional relation between prices and the 
quantity of money. But so is the anti-quantity theory view since the 
coefficient of proportionality is not constant. Clearly, considered in 
itself the formulation of the demand for money does not and cannot 

*' Which follows from (2.4), (2.13), (2.31), (3.3), and (3.4). 
4 This is so, for example, of inflations reflecting the a, of the means payment (infla- 


tion in the 16th century, hyperinflations, etc.). 
sE, g., wage inflation (as in France in 1936 and 1945, etc.). 





1154 ' THE AMERICAN ECONOMIC REVIEW 


constitute a theory of monetary dynamics. It is but one element of a 
much greater whole; but it is obviously an element of considerable 
importance. The only aim of the H.R.L. formulation is to specify how, 
at any given moment, the demand E money and the velocity of circu- 
lation are determined. 


C. The H.R.L. Formulation and Previous Researches 


It may be of help to show very briefly the relation of the present 
H.R.L. formulation to earlier formulations. Fundamentally, "desired 
money balances" M p in this paper is none other than Walras’ “desired 
money balances," but the concept of relative desired money balances 
$p corresponds to the coefficient K in the Cambridge formulation, and 
in fact is little different from the reciprocal, 1/V, of the velocity of 
circulation, V, in Newcomb and Fisher's formulation.* Cagan’s 1954 
formulation has been compared with Allais’ 1954 formulation in the 
introduction of this paper. 

The present Allais formulation (1963) differs from the 1954 Allais 
formulation in that the two equations (1.1b) and (1.2a) are replaced by 
the two equations 


14-5 
4.6 — iiaiai 
(4.6) p POT pesi 
| dZ 1 + ber? 
4.7 —_=7-— 
(4.7) di ds 1-+ 5 


By contrast with all earlier formulations, the theory underlying both 
Allais’ formulations (1954 and 1963) is based on the existence of a 
nonzero difference M — M p between the supply of and the demand for 
money. This difference determines changes in total outlay D by the 
equation (1.10). The fact that this difference remains small enables 
empirical study of relative desired money balances to be founded on the 
assumption that for practical purposes the two quantities are equiva- 
lent (condition 3.2). 

The essential differences between the H.R.L. formulation of 1963 and 
Allais’ and Cagan's 1954 formulations are: (a) the coefficient x of for- 
getfulness is no longer a constant, but a function of the index v(Z) 
which satisfies the condition (2.41); (b) the function y, instead of being 
exponential (Cagan) or linear (Allais 1954) in u, is a logistic function of 
Z. Further, in the context of analysis of the current situation, there is 
the essential point that Allais' formulations of 1954 and 1963 differ from 
Cagan's formulation, in that Allais defines x by (1.3b), whereas in 
Cagan’s formulation it is defined by (1.3a). In fact, defining + by (a) 


€ In my papers of 1953 [2], 1954 [3], and 1955 [5] I have tríed to trace the outlines of such a 
theory; 8ee in particular relation (1.10) above. 


& See Allais [8, pp. 33-34 and 153-54]. 
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results in a less satisfactory fit of the data than when (b) is used. This is 
because definition (b) takes account of both changes in the price level 
and changes in the level of economic activity, and correspondingly pro- 
vides a better image of the development of the economic situation.™ 

The superiority of the H.R.L. formulation over Cagan's formulation 
can be assessed by comparing the periods covered, and the values of JV 
and 1—p?, as between Tables 1 and 2. The main advances represented 
by the H.R.L. (a=1, b— 1, X,— 0.004) formulation by comparison with 
Cagan formulation are a better fitting of short series, the possi- 
bility of fitting long series, the applicability of the same formulation to 
different situations. The H.R.L. common law generally offers a better 
description of the facts than the earlier Cagan or Allais formulations, 
though the characteristic parameters in the latter varied from one 
series to the next** and though the number of arbitrary parameters is 
two instead of three. 

According to Friedman's and Cagan’s view, the coefficient u (or £)” 
appears as a "coefficient of expectation" and it is quite natural to as- 
sume that the expected rate of change du/di of the rate of expectation u 
is determined in each period of time in proportion to the difference be- 
tween the actual rate of change x of total outlay D and the rate of 
change u that had been expected (differential equation 1.2a). Accord- 
ing to Allais’ view in 1954, u is related to the past and not to the future. 
This rate reflects the memory of the past retained by economic agents, 
and the farther back in the past that events are recalled, the more it 
fades. When the coefficient of forgetfulness x is constant the two formu- 
Jations (1.2) are mathematically the same, but their philosophical start- 
ing points are different. Since Cagan's and Allais’ 1954 views are merely 
two different interpretations of the same mathematical formulation 
there is no point in suggesting that either is superior. 

The new H.R.L. formulation which is proposed in this paper differs 
from Allais’ earlier formulation and the Cagan and Friedman formula- 
tions in that it takes the psychological time scale into consideration. 
Here, from the differential equation (2.27) it is no longer possible to in- 
terpret the rate of expansion z as being proportional to the difference 
x—s. On the contrary, the new formulation appears to be a quite 
natural generalization of Allais’ earlier conception.” To the extent that 
formulation gives better results, Allais’ view appears to correspond bet- 
ter to the real nature of the facts. 

8 For further details on the comparison of the present formulation and those which have 
been put forward in the past, see (8, Table VI, p. 154]. 

8 Allais [8, Tables IX and X, pp. 178-79]. 

“ For further details see [8, Appendix IJ. 

S See Introduction and footnote 2. 


9 Since from postulate of IT.c., relation (1.2) holds when referred to a psychological time 
scale II.c., relation (2.10). 
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D. The Proposed Formulation 


The results show that human societies placed in very different cir- 
cumstances, ranging from normal situations to hyperinflations, in capi- 
talistic or communistic regimes, today or a half-century ago, react ac- 
cording to one and the same law, one which moreover might validly 
have been deduced from a priori reasoning. This similarity of behavior 
should be interpreted as corresponding to the invariance of human psy- 
chology in space and over time, at least in its collective aspect. 

In fact, the proposed formulation can be applied in numerous other 
fields. The index of psychological expansion, which can easily be calcu- 
lated at any time, provides a quantitative measure of the economy’s ap- 
preciation of the conjunctural situation." It is therefore very probable, 
if not certain, that the introduction of this index into economic fore- 
casting and analytical calculations would greatly improve both the 
analysis of past developments and the methods employed for making 
projections. 

The results obtained in this study of monetary phenomena are no 
more than an illustration of the importance of hereditary and rela- 
tivistic effects in the behavioral sciences. There is no doubt that these 
phenomena are merely one particular example of many cases in which 
the methods and principles would be valid over the whole range of social 
phenomena to the extent that these phenomena are linked by relation- 
ships of a hereditary type, and to the extent that time scales are subject 
to relativistic effects. 

The proposed formulation may at first sight appear to be complex. 
But it is verified by the available empirical data, at least in the cases 
studied up to now. So long as fresh data do not invalidate it, it must be 
considered as corresponding to the nature of things. Whether the heredi- 
tary, relativistic, and logistic formulation (a-1, b=1, X$— 0.004) is 
confirmed or invalidated as a general law by the analysis of further 
numerical series, ? the numerical regularities which have been brought 
out will stand. As with other theories, so with this one. Its logical formu- 
lation may be maintained or modified, but the real relationships between 
observable quantities which it has brought out will have been estab- 
lished once and for all, and this is certainly what must be considered as 
the essential contribution of this study. 


9 Tn French “Situation conjoncturelle." See footnote 22 above. 

5* From relations (2.2), (2.26), and (2.29) the function ¥(Z) represents the value of the unit 
of psychological time for society as a whole as a function of the intrinsic rate of expansion Z, 

9 The author of this paper would be grateful to receive time series (My, Ra) or (Mn, Pa) 
relating to any country and covering any period for purposes of ae Monthly values are 
preferable, if they can be supplied. 
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THE PROPENSITY TO CONSUME 
PERMANENT INCOME 


By Tsomas MAYER* 


This paper compares the áverage propensity to consume at different 
levels of permanent income, thus testing & hypothesis of a modified 
permanent income theory. The modification is the treatment of con- 
sumer durable purchases as consumption—a modification defended 
below. The test deals only with the hypothesis that the average pro-, 
pensity to consume is independent of the level of permanent income; it 
says nothing about the other main component of the permanent income 
theory, the lag hypothesis. I will use the term “permanent income the- 
ory” in the strict sense, i.e., as inter alia an assertion that the marginal 
propensity to consume is independent of the level of permanent in- 
come. In addition to testing this strict theory, I am also testing the 
looser version of the theory, namely, that the marginal propensity to 
consume is greater for permanent than for measured income, though 
even for permanent income, the marginal propensity to consume is less 
than the average propensity. There is considerable evidence both for 
and against the strict permanent income theory, which suggests that the 
truth may lie somewhere in-between, i.e., that the looser version of the 
theory is correct. The test presented in this paper goes beyond such a 
vague supposition and actually measures the extent to which the modi- 
fied permanent income theory is correct. 

The main problem in testing the permanent income theory is to ob- 
tain an empirically measurable proxy for permanent income. I have 
used the mean income of broadly defined occupational groups. There 
are two ways in which the mean income of an occupational group may 
fail to be an adequate measure of the mean permanent incomes of its 
members. First, households may change their occupations and, second, 
the mean income of occupations may fluctuate over time. I have guard- 

* The author is professor of economics, University of California, Davis. He is indebted 
for able research assistance to Gary Walton, Alan Cohn, Anthony Mutsear, Allen Shapiro, 
Richard Piper, James Brundy, and to a whole army of translators. He is indebted for 
programming advice to his colleague Hiromitsu Kaneda, and for helpful comments to Mrs. 
Margaret Gordon, Albert Fishlow, and W. P. Strassmann, as well as to members of the 
Continuing Seminar in Money end Banking of the University of Califoria, Davis, and 
Professor Brunner’s seminar at UCLA where earlier versions of this paper were read. He 
is indebted for financial support to the University of California, Davis, for a faculty 
research grant, to the Institute of Industrial Relations of the University of California, 
and to the Davis and Berkeley computer centers of the University of California. Finally, 


he is indebted for providing unpublished data to the Institute of Economics and Statistics 
of Oxford University and the Survey Research Center of the University of Michigan. 
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ed against the first of these dangers by using broad occupational class- 
es such as manual workers vs. white collar workers, Movement be- 
tween such broad classes is quite infrequent,’ particularly in pre- 
World War II Europe, the source of some of the data. I have guarded 
against the second danger by using thirty-four budget studies spread 
over the period 1912-1961 covering a dozen countries, Given such a 
large sample, differences in the receipt of transitory income among oc- 
cupations should cancel out, so that differences in the mean income of 
occupations reflects on the average (though not necessarily in any sin- 
gle case) differences in permanent income. Using the income of occu- 
pations as proxies for permanent income is not a new idea; in fact, this 
has been done by Modigliani and Ando [23] on one side of the debate 
and by Friend and Kravis [9] on the other.? However, both of these 
tests relied on a single budget study, the 1950 Bureau of Labor Statis- 
tics Survey; but for any single year there is no justification for assum- 
ing that transitory elements average out within each occupation. It is 
quite possible that certain occupations had positive, and others nega- 
tive, transitory income in that year. Moreover, the validity of the 1950 
data is doubtful [10] [23]. In addition, neither the Modigliani-Ando 
study nor the Friend-Kravis study tested the looser version of the 
theory.” 


I. Method 


One advantage of an occupational test is that it does not require any 
elaborate and essentially untested methods—a simple comparison of 
average propensities to consume of different occupations is all that 
is required to see if the strict theory is valid. And an only slightly more 
complex procedure allows one to determine the extent to which the 
looser version is valid. This procedure consists of computing the mar- 
ginal propensity to consume twice, once from households grouped by 
occupation, and once from the same households grouped by income 
class (i.e., by measured income). If the permanent income theory is 
entirely correct, then the marginal propensity to consume, when com- 
puted from the occupational grouping, should on the average equal the 
average propensity to consume. On the other hand, assume that the 

1A large-scale study [19, p. 161] of occupational mobility undertaken in Oakland, 
California, in 1949 found considerable stability of broad occupational affiliation in spite of 


the preceding war and depression years. Similarly, a Swedish study for the periods 1930- 
36 and 1940-45 shows relatively little mobility [2]. 


? Friedman, too, uses an occupational test [8, pp. 69-79], but one that differs from the 
test used here. As is shown below, this test is based on inappropriate data. Another 
occupational test which has some similarity with the one present here was undertaken by 
Houthakker [12] and led to a debate with Eisner and Friedman [5, 7, 13]. 


* Both the tests reject the permanent income theory, though some of the other tests used 
by Modigliani and Ando do not. 
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permanent income theory is completely wrong, and that it makes no 
difference whether one uses permanent income or measured income in 
estimating the consumption function. If so, the marginal propensity to 
consume should, on the average, be the same when households are clas- 
sified by measured and by permanent income. 

These two alternatives, as well as the intermediate cases, can be 
exhibited by the statistic co — a/cy — a where co is the marginal propen- 
sity to consume computed from an occupational grouping of the house- 
holds, cy is the marginal propensity measured from an income class 
grouping of the households, and a is the average propensity to con- 
sume. The denominator measures the gap between the marginal and 
average propensities to consume when this gap is calculated conven- 
" tionally, i.e., when measured income is used. The numerator, on the 
other hand, measures the gap between the marginal and average 
propensities which remains even if one uses permanent income instead 
of measured income. The expression, therefore, shows the remaining 
gap as a proportion of the conventionally computed one. Thus, it has 
the convenient property that if the modified permanent income theory 
is completely right, the numerator, and hence, the whole expression, is 
zero, while if the theory is completely wrong, its value is unity. And 
similarly, intermediate cases give a value between zero and unity. For 
example, if the average propensity to consume is 0.8 and the marginal 
propensity to consume is 0.7 for permanent income and 0.6 for meas- 
ured income, the coefficient has a value of 0.5. 

I have called this expression the prediction coefficient because it 
measures the extent to which the conventional theories (the name I 
will use hereafter for the absolute and relative income theories) pre- 
dict correctly. One can look upon the permanent income theory as a 
naive theory which asserts that the percentage of income consumed is 
independent of the level of permanent income, while the conventional 
theories represent attempts to go beyond such a naive model, and to 
predict the percentage of income consumed from a knowledge of the 
level of income. Traditionally, computations of the average and mar- 
ginal propensities to consume based on measured incomes have sug- 
gested that the conventional theories are superior to a naive model; 
but they involve a possible bias, which according to the permanent in- 
come theory accounts fully for their apparent superiority. The predic- 
tion coefficient is a device which measures the extent to which the su- 
periority of the prediction survives the elimination of this bias. 

In computing the marginal propensity to consume, I have used quite 
simple consumption functions, primarily because the data were 
insufficient to fit more complex ones. Most budget studies do not give 
information about the many variables usually included in elaborate 
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multivariate functions. Moreover, even when such information is avail- 
able (as in the Survey of Consumer Finances) there are too few occu- 
pational groups (and hence, too few degrees of freedom) to fit elabo- 
rate functions. Fortunately, the use of a simple consumption function 
does not do violence to the theories being tested.* 

However, I have, when feasible, included household size as an addi- 
tional independent variable. The number of persons per household is 
clearly one of the important determinants of consumption. Moreover, 
this variable becomes particularly significant when comparing the mar- 
ginal propensity to consume of households as computed from an occu- 
pational grouping with the same propensity computed from an income 
class grouping. When households are grouped by measured income, 
there is a positive relation between income level and family size. But if 
households are grouped by occupation, there exists, in the data used 
here, no such positive correlation. Hence, a bias may be created if 
family size is ignored. 

I computed the marginal propensity to consume in two different 
ways. In those cases where I had three or more occupations I used 
regression analysis. But in those cases where I had only two occupa- 
tions I computed the marginal propensity to consume permanent in- 
come by subtracting the mean. consumption of one occupation from 
that of the other and dividing by the difference in mean income. Corre- 
spondingly, in these cases I calculated the marginal propensity to con- 
sume measured income by dividing the households in each occupation 
at the median income of that occupation and then dividing the 
difference in consumption of households above the below and median 
by the difference in mean income." For reasons discussed below and in 
a duplicated appendix [21] available upon request, I have treated the 
individual budget studies as separate units. 


*Friedman himself, though not Modigliani, uses a simple function, explicitly rejecting 
the more ponderous consumption functions fitted by others. And the same holds true on the 
other side of the debate. In the relative income theory Duesenberry uses as independent vari- 
ables only income and mean income of the community (or else previous peak income), and 
since the last two variables are not relevant for an occupational test, a simple consumption 
function is a fair test. Similarly, the absolute income theory, while it may use several inde- 
pendent variables, is basically an assertion that the higher the level of income, the lower the 
percentage consumed even if other variables are left out of consideration. 


3A number of budget studies did not cover the two occupations in proportion to their 
frequency in the universe. In these cases I averaged the marginal propensities to consume of 
the two occupations by giving the marginal propensity to consume of manual workers 
twice the weight of the marginal propensity to consume of clerical workers. In the countries 
covered by these budget studies nonagricultural manual workers were somewhat more than 
twice as numerous as clerical workers [35], but since their average income was lower, a 
two to one ratio gives an adequate approximation to the relative importance of these two 
groups as income receivers. 
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II. Measurement of Permanent Income and Consumption 


The use of mean measured income of an occupation as a proxy for 
the permanent income of its members requires several safeguards. One, 
already mentioned, is to use many budget studies so that differences in 
transitory income cancel out. Another safeguard is to decide which is 
the higher-paid and which is the lower-paid occupation, not on the 
basis of mean measured income in the particular budget study, but on 
an a priori basis, i.e., to make this decision on the basis of one’s knowl- 
edge about the relative income of occupations before even looking at 
measured incomes in the particular budget study.® To facilitate this 
decision I have used broad occupational groupings. While it may be 
difficult to decide a priori whether, say, metal workers have a higher 
income than wood workers, it is easy to decide that skilled workers 
have a higher income than unskilled ones. Still another safeguard is to 
exclude certain occupational classifications such as “unemployed” or 
“retired,” which are clearly dominated by transient households. 

Turning to consumption, the main definitional problem is the treat- 
ment of consumer durables. I have treated the purchase of consumer 
durables as consumption, a choice largely dictated by the data, and 
hence I am testing a modified version of the permanent income theory. 
This modification can be defended on two grounds. First, most of the 
data cited by Friedman and Modigliani, as well as others, in support 
of the permanent income theory include the purchase of consumer du- 
rables in consumption. If such data are allowed to confirm the theory, 
they must be allowed to reject it too. Second; in a more positive vein, 
for the great preponderence of macro-economic problems, thé relevant 
definition of consumption is one which includes consumer durable pur- 
chases. Thus, in Friedman's discussion of the policy implications of 
the permanent income theory, the problems he lists are better served 
by a definition of consumption which includes durable purchases [8 
pp. 235-38]. Hence, whether or not my data constitute a fair test of 
the permanent income theory, they do deal with an important policy 
parameter, the marginal propensity to consume as conventionally 
defined. 

Another problem is the treatment of insurance. When insurance is 
stated separately, I have included life insurance (and burial insur- 
ance) premiums in saving for reasons discussed in [21]. In some 
studies all insurance premiums were given as a single item. In these 

* In only & few cases did I look at the relative incomes of the occupations before making 
the decision, and even then I did not attach much Importance to the ranking in the particular 


study. Only those budget studies in which the actual income ranking did correspond to a 
priori expectations were used. 
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cases I have computed the coefficients twice, once including insurance 
premiums in saving and once excluding them. Some other measurement 
problems are discussed in [21]. 


IIT. The Sample 


I have attempted to include with exceptions described in [21] all 
budget studies since 1900 that provide useable data.” Since only a rela- 
tively small proportion of the numerous budget studies undertaken in 
this period give data on occupations, this turned out to be a feasible 
task. The use of early budget studies may need justification since we 
are primarily concerned with the present. Such a justification is given 
in [21]. 

I have not used all occupations given within each study, but limited 
the analysis to those occupations for which one would expect a clear- 
cut income difference. Thus, the most common distinction used is that 
between manual workers, on the one hand, and white collar employees 
. or officials on the other. One important exclusion is self-employed house- 
holds. In addition to the fact that the data for such households are 
particularly unreliable, they must be excluded because both the perma- 
nent income theory and the more conventional theories assert—though 
for different reasons— that entrepreneurial households save more than 
nonentrepreneurial households. Hence, a comparison of the propensi- 
ties to consume of entrepreneurial and other households can neither 
support nor reject the permanent income theory. Finally, I have, in all 
but one case, excluded farm worker households and armed forces 
households because of the problems created by their receipt of non- 
money income. 


IV. The Results 


Table 1 shows the budget studies used, the coefficient of ranked cor- 
relation between the mean income of the occupation and the average 
propensity to consume, and for those cases where it could be com- 


* The main exclusions are budget studies (1) for underdeveloped countries and iron curtain 
countries, (2) for the immediate post-World War II years, (3) covering less than a full year 
with one exception, (4) showing a rising marginal propensity to consume measured income, 
(5) based on an inadequate number of cases or available only in inadequate secondary sources. 
In addition, to keep the sample balanced, I did not—with one exception discussed in [21]— 
use budget studies for more than three consecutive years for the same country. 

One obvious omission is the large scale 1935-36 Survey of Consumer Purchases study used 
by Friedman in his occupational test [8]. The reason for its omission is that it excluded from 
its tabulation of income and consumption by occupation all households with incomes outside 
the normal range for their occupation. Since the proportion of transitory income excluded in 
this way is likely to vary for each occupation, any test of the permanent income theory 
based on these data is inadequate. 

In locating the earlier studies I was aided by a magnificent annotated bibliography [25]. 
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puted, the prediction coefficients. A brief description of the data, of the 
problems encountered, and the approximations used, is given in [21]. 

The results shown in Table 1 strongly reject the modified permanent 
income theory.? The signs of the ranked correlation coefficients show 
that in only 2 of the 31 unequivocal cases (Zurich 1919 and Czechoslo- 
vakia 1925-26) does the higher-paid occupation consume a larger per- 
centage of its income than the lower-paid occupation. And in the form- 
er case the result can be explained by the fact that the upper occupa- 
tions consisted largely of government employees. Since there had been 
a substantial inflation in previous years [29] the measured real income 
of this group was presumably below its real permanent income. In 3 
additional cases (Netherlands 1951, Great Britain 1955-56, and Nor- 
way 1958) there is considerable doubt about the results. But even if 
one gives these 3 doubtful cases to the permanent income theory, there 
are only 5 cases out of 34 in which the conventional theories predict 
incorrectly. The probability of getting that many “successes” merely 
by “chance” is less than 1 per cent.? 

It is worthwhile to look not only at all cases jointly, but at their 
components. First, one may look at prewar and postwar studies sepa- 
rately. 'There are twelve prewar studies, and in all but two of them the 


*'The reason why the ranked correlation coefficient is so frequently (minus) one, is that 
in many studies there were only two usable occupational groups, so that the coefficient has 
to be (plus, or else, minus) unity. 

? The significance test used throughout this paper is a simple binomial test. I have treated 
each individual study as a unit and not applied significance tests to the difference of the 
two marginal propensities to consume with each study. Significance tests applied to any 
single budget study taken in isolation would understate the import of the results. Assume, 
for example, that in each of, say, six budget studies, the difference between the marginal 
propensities to consume computed from occupational and from income class groupings is 
significant only at the 20 per cent level. If the differences are all in the same direction, then 
the differences for all studies taken together are clearly significant, in spite of the fact that 
none of the individual studies has significant results at a respectable significance level. More- 
over, within a single study, a significance test would have little meaning. One of the dis- 
turbances, perhaps the main one, is the existence of positive (or negative) transitory income. 
There is no reason at all for assuming that within any one study transitory income is 
randomly distributed. 

These problems disappear if one takes as the unit of observation, not the individual house- 
hold, but the whole budget study, treating the propensity to consume of an occupation or 
income class as though it were the propensity to consume of a single representative house- 
hold in this group. If one assumes that budget studies occurred in years which were chosen 
randomly with respect to the distribution of transitory income, one can then apply signifi- 
cance tests to the results. By calling each case where the average propensity to consume of 
the lower-paid occupation exceeds the propensity of the higher-paid occupation a “success” 
for the conventional theories, one can see if the resulting number of successes could be due 
to chance. And similarly, by seeing if the marginal propensity to consume calculated from 
data grouped by occupations exceeds this propensity as computed from income groupings, 
one can find the number of successes for a theory which asserts that the marginal propensity 
to consume is greater for permanent than for measured income. Sucesses on both tests then 
support a position intermediate between the permanent income and conventional theories. 
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conventional theories predict correctly. This is significant at the 3 per 
cent level. For the postwar period there are 22 studies and, even if one 
gives the 3 doubtful cases to the permanent income theory, the conven- 
tional theories predict correctly in 19 of these 22 cases, a result 
significant at the 1 per cent level. The fact that the results are 
significant for each period taken separately is useful because it shows 
that the outcome is really based on a long period of time and cannot be 
explained away by the higher-paid occupation having more positive 
transitory income for a brief span of years. 

Another way of separating the data is to select the most reliable 
ones. There are 19 studies which have a sample of more than 500 
households and seem reliable and relevant in every way.'? These 19 
cases do not include the 2 in which the average propensity to consume 
is clearly less for the lower income group than for the upper income 
group, though they do include the 3 doubtful cases. But, even if one 
gives these 3 doubtful cases to the permanent income theory, the conven- 
tional theories predict correctly at the 1 per cent significance level. 

But the "success" of the conventional theories is a severely qualified 
one, since it appears that the marginal propensity to consume perma- 
nent income is greater than the marginal propensity to consume mea- 
sured income. As previously pointed out, in this case the prediction 
coefficient is less than unity. And this is true for the great majority of 
the coefficients shown in Table 1. If the doubtful insurance premium in 
the Amsterdam 1923-24 case is treated as saving, then, of the 20 pre- 
diction coefficients, 14 are below unity, 2 are equal to unity, and only 4 
are above unity. Treating the doubtful insurance premiums as con- 
sumption yields 15 coefficients below unity, 1 equal to unity, and 4 
above unity. 

To apply a significance test to these outcomes, something must be 
done about the coefficients of unity—where the coin, so to speak, falls 
neither heads nor tails, but stands on its edge. If, instead of rounding 
the prediction coefficients to one place of decimals, one expresses them 
to two places, one coefficient (Netherlands 1935-36) drops below 
unity. The other coefficient remains at unity, but fortunately it relates 
only to the case where the doubtful insurance premium is treated as 
saving. If one averages the two coefficients, one treating the insurance 
premium as saving and one treating it as consumption, the resulting 
coefficient is again below unity." | 

Making these adjustments, of the 20 coefficients, 16 are below unity, 


^ Y excluded the Japanese study from this set because it covers less than a full year. 

* The coefficient will be less than unity even if one gives most of the weight to the coeffi- 
cient of unity. It is unity to two places of decimals whereas the other coefficient to two 
places of decimals is 0.86. 
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TABLE 2—MEDIANS AND MEANS OF PREDICTION COEFFICIENTS 








Positional Number 
Mean Mid Mean of 
50 Per Cent Studies 
All studies 0.9 20 
Prewar studies 1.0 1.2 9 
Postwar studies 0.7 1i 
Coefficients computed by 
regression 0.6 0.5? 7 
Coefficients not computed by 
regression 1.0 1.2% 13 
Selected studies 0.8 8 





* Insurance premiums which could not be broken down by type allocated wholly to saving. 


b Insurance premiums which could not be broken down by type allocated wholly to con- 
sumption. 


« Sweden 1923 and 1933, Switzerland 1936-37, 1937-38 and 1949, United States 1948, 
Great Britain 1953-54, U.S. 1960-61. 
Source: Table 1. 


and the hypothesis that the marginal propensities to consume are the 
same for permanent and measured income can be rejected at the 1 per 
cent significance level. Alternatively, if one simply excludes the studies 
with a prediction coefficient of unity, the results are significant at the 3 
per cent level. 

Thus the data reject both the modified permanent income theory 
and the conventional theories and show that the truth lies in between. 
The prediction coefficients allow one to see where it lies between the 
two theories. Table 2 shows various averages for the coefficients. The 
medians and positional means shown in this Table are more meaning- 
ful than are the arithmetic means, because the arithmetic means are 
too heavily influenced by a few extremely large cases. These extreme 
cases are much less meaningful than the other cases. The prediction 
coefficient is defined as the percentage of the gap between the average 
propensity to consume and the marginal propensity to consume mea- 
sured income which disappears if one uses permanent income in place 
of measured income. But no such meaning is attached to the prediction 
coefficient in those cases where the marginal propensity to consume 
measured income appears to exceed the marginal propensity to con- 
sume permanent income, so that the prediction coefficient exceeds 
unity.? In these cases the prediction coefficient is merely a statistical 
artifact without a useful economic interpretation. 


™ These cases probably result either from errors in the basic data, sampling fluctuations, 
or, perhaps more likely, from differences in transitory income receipts by various occupations. 
While these transitory elements should cancel out for all studies jointly, one would expect 
them to dominate the result in a few cases. Such random factors which raise the prediction 


1170 THE AMERICAN ECONOMIC REVIEW 


The medians and positional means of Table 2 show that, in pre- 
dicting the proportion of income consumed, the conventional theories 
are closer to the truth than is the modified permanent income theory. 
The medians and positional means suggest that, if one uses permanent 
income in place of measured income, only about one-third of the 
difference between the average propensity and marginal propensity to 
consume disappears. ; 

Table 2 also shows various breakdowns of the overall results. There 
is no great difference between the results for postwar and prewar 
studies, and for coefficients estimated by regression and those estimat- 
ed by comparing only two occupations. This close agreement between 
the results obtained by these two methods is useful since it suggests 
that the results cannot be attributed to a bias in the method. Table 2 
also shows that the results for selected studies (i.e., the most applica- 
ble and reliable ones) are not very different from those for all studies 
together, thus suggesting that the results are not merely the conse- 
quence of errors in the data. 


V. Other Variables 


The negative relation between permanent income and the per cent of 
income consumed cannot be attributed to chance elements. But this 
does not necessarily imply that the lower average propensity to con- 
sume of the better-paid occupations is due to their higher income. Let 
us, therefore, look at the variables other than income which are 
thought to be important for the consumption function and see if they 

can account for the above results. 
. In his well-known text, Gardner Ackley [1, Ch. 12] mentions the 
following variables: the interest rate, consumer credit terms, sales 
effort, relative prices, deferred demand, the stocks of consumer dura- 
bles, price and income expectations, income distribution, demographic 
factors, wealth, liquid assets, the money stock, capital gains, and sub- 
jective and cultural factors. To this list the following three variables 
should be added: frequency of home-ownership, contractual saving 
commitments, and pension arrangements. Friedman suggests that the 
main variables determining the average propensity to consume perma- 
nent income are: “the rate of interest, the relative dispersion of transi- 
tory components of income and of consumption, the ratio of wealth to 


coeffücient would tend sot to be fully offset by random factors in the other direction, since 
outside the zero to unity range the' prediction coefficients are not symmetrical, The prediction 
coefficient will be negative only if the marginal propensity to consume as calculated from 
occupational income is negative. To be symmetrical, it should be greater than unity only if 
the marginal propensity to consume measured income is negative—but as pointed out above, 
I have discarded all such cases, Instead, the prediction coefficient exceeds unity if the marginal 
 propensity to consume is greater for measured than for permanent income. 
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income, and the age and composition of consumer units” [8, p. 232]. 
In [21] I have examined each of these variables to see if they could 
account for the above results. Here I will just summarize the results. 

The first nine of these variables can be dismissed quickly since they 
are either not relevant for the cross-section test used here, or else be- 
cause they would tend, if anything, to increase the average propensity 
to consume of the higher occupations relative to the average propensi- 
ty to consume of the lower occupations." Hence, although some of 
these factors may perhaps be invoked to explain why the data reject 
the conventional theories (or why the prediction coefficients have a 
downward bias), they cannot be used to explain why the data reject 
the modified permanent income theory. 

One demographic variable, household size, has been taken into ac- 
count in some of the studies. Another one, age, shows little variation 
among occupations, at least in the United States and Great Britain 
[18, p. 81] [21, Tables 3 and 4]. Unfortunately, very little informa- 
tion on wealth holdings is available. But some data for Denmark, Brit- 
ain, and Sweden [32, pp. 24, 63] [45, pp. 71, 179] [21, Table 4] show 
that the ratio of net worth to income is positively correlated with the 
mean income of occupations.'* 

Incidentally, it is worth noting that the fact that the higher occupa- 
tions have a greater ratio of wealth to income than the lower occupa- 
tions is consistent with the hypothesis that they save a larger propor- 
tion of their income. And while this fact is not necessarily inconsistent 
with the modified permanent income theory, it can be made consistent 
with it only by some rather tenuous reasoning." 


? For simplicity I will use the terms “higher” and “lower” occupations instead of “higher- 
paid" and 'lower-paid", The three variables which may increase the propensity to consume 
of the upper occupations relative to that of the lower occupations are: the rate of interest 
paid on borrowing, consumer credit terms, and sales effort, (This makes the conventional 
assumption that the interest elasticity of saving is positive.) 

“Unfortunately, the direction of the wealth effect on consumption is not quite certain. 
The predominant view is that the higher the level of wealth, the lower the saving-Iincome 
ratio, because the higher the stock of wealth, the lower is the marginal rate of substitution 
of current consumption for wealth, ie., for future consumption [ 1, pp. 269-73] and [24]. 
But there is a minority view which asserts that an increase in wealth may stimulate saving 
by raising the household's level of aspirations. (See G. Katona [14, pp. 131-37] and L. Klein 
[15, p. 99].) And there is one fact which appears to support this view: households covered 
by private pension funds save (apart from the pension system) a higher proportion of their 
income than households without pensions [4]. If the predominant view is correct, then the 
fact that I have omitted the wealth variable creates a bías in favor of the modified permanent 
income theory; while if the other view is correct, there is a blas against the theory. 

If the correlation between wealth and mean occupational income is the same as the cor- 
relation between wealth and measured income, then the prediction coefficient is unaffected 
by the omission of wealth, but in other cases, the prediction coefficient may be biased. 

= The only explanation that seems consistent with the permanent income theory is that 
there is a positive correlation between windíall receipts by one generation and high occupa- 
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The next variable, liquid asset holdings, is, at least in the postwar 
United States and Great Britain, positively correlated with occupation- 
al income [20, pp. 54 and 81] [21, Table 4]. Hence if this variable 
has an effect on the propensity to consume (a proposition frequently 
denied it) it biases the results in favor of the modified permanent in- 
come theory.*® 

Next there is homeownership. Unfortunately, the data on the rela- 
tive frequency of homeownership show an unclear picture. For the 
postwar period there is no pronounced relationship between occupa- 
tional status and the frequency of homeownership in the United States 
in one set of data, but there is such a positive relationship in another 
set of data [21, Tables 3 and 7]. In Great Britain and Switzerland 
these two variables are positively correlated, but in Sweden the cor- 
relation is negative [20, p. 99] [51, Vol I, p. 269, Vol. II, p. 635] [47, 
p. 193]. 

But, in any case, a positive relationship between occupational in- 
come and homeownership cannot be invoked to discount the positive 
correlation between occupational income and the saving ratio. If high 
income households are more prone to be homeowners than low income 
households, and if homeownership raises the saving-income ratio, the 
resulting correlation of income and the saving ratio is not spurious, but 
measures the indirect effect of income differences on the saving ratio. 

Turning to the relative dispersion of transitory income and con- 
sumption, a greater dispersion leads to greater saving since a house- 
hold may try to guard against risk by accumulating wealth. The rela- 
tive dispersion of income is probably greater for the lower occupations 
than for the higher ones, since unemployment is greater for these occu- 
pations, so that this factor, too, produces a bias in favor of the modified 
permanent income theory." 

The next variable is capital gains. Fortunately, the fact that I am 


tional status of the next generation, so that households with high occupational status tend 
to have relatively large inheritances. Such a situation is not completely implausible; it could 
result, for example, from men with high occupational status marrying women whose parents 
had large positive windfall income, or from parents with large positive windfall incomes 
providing their children with a better education. But while these explanations are not 
completely implausible, they seem to be rather forced. Hence, the wealth figures provide an 
additional reason for abandoning the hypothesis that the average propensity to consume is 
independent of permanent income. 

* Almost no information is available on the next variable, money holdings, but if we 
assume that a dollar of money holdings has a roughly similar effect on consumption to a 
dollar of nonmoney liquid assets, then the problem is leas severe because demand deposits 
are included in liquid assets. 

* For data on unemployment rates of various occupations in the postwar United States, 
see [11, p. 62]. These data show substantially greater unemployment rates for manual work- 
ers than for white collar employees, The relative dispersion of transitory consumption can 
be ignored—there is no reason to assume that it varies among occupations. 
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excluding the self-employed, who presumably account for a large pro- 
portion of capital gains, alleviates this problem.* __ 

The type of pension system is a variable that is frequently omitted 
from the consumption function; yet it could be important when com- 
paring the propensities to consume of different occupations since they 
may have different pension arrangements. There are two aspects to 
this problem. First, since budget studies generally do not count the 
employers’ or government’s pension contribution as saving, total sav- 
ing is understated. Second, it is highly probable that many of the bud- 
get studies did not even count the employee’s contribution as saving. 
The understatement of pension savings is a general problem with 
cross-section data, and applies also to other cross-section data cited 
both for, and against, the permanent income theory. But at least in the 
United States, coverage by private pension systems does not seem to 
reduce the rate of saving apart from pensions substantially, and may 
even increase it slightly [3, pp. 51-52] [4]. Hence, if one is interested 
in saving other than saving via pension funds, one does not have to at- 
tach much importance to variations in pension fund coverage of 
different groups. Moreover, for one of the above-cited studies [3], sep- 
arate data for covered and noncovered households are available and 
they reject the modified permanent income theory. No information is 
available on contractual savings other than pensions. 

The final variable, subjective and cultural factors, is vague, and 
hence hard to analyze. Yet it should, at least, be mentioned since it 
may account for some of the differences in the propensities to consume 
of various occupations. Thus, it is possible that households with high 
permanent incomes save a relatively large percentage of their income, 
in part, because they are better educated and hence have more fore- 
sight. Similarly, households with a low permanent income may have a 
low saving-income ratio because they are less influenced by the “puri- 
tan ethic” than are wealthier households. But there is some evidence 
that the negative correlation of permanent income and the average 
propensity to consume cannot be due to differences in the psychology 
of social classes. If it were, one would not find it if one compares occu- 
pations comprised in the same broad social class. And a comparison of 
the average propensities to consume of skilled and unskilled workers 

In particular, for those studies which compare white collar employees and manual 
workers, capital gains are presumably quite unimportant, Insofar as capital gains do occur 
among the groups covered in the above studies, capital gains (as a proportion of income) 
are probably positively correlated with permanent income, Hence, by excluding capital 
gains from income, but including consumption out of capital gains in consumption, the data 
probably raise the propensity to consume more for households with high permanent income 
than for households with a low permanent income. The direction of this bias is in favor 
of the modiñed permanent income theory [6, p. 693], and hence this factor too cannot be 


held responsible for the poor showing of the theory. For the prediction coefficient the direc- 
tion of the bias is uncertain. 
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shows a Significant negative correlation between permanent income 
and the average propensity to consume.'* Moreover, if the psychology 
of different income groups is really important, it is surprising that it 
has not been used in other consumption function studies, and I will 
theréfore assume that I can ignore it here too. Admittedly, this assump- 
tion may be wrong, but if these cultural factors are important, much of 
the evidence favorable to the permanent income theory would have to 
be re-evaluated too. 

There is some additional evidence that the results shown in Tables 1 
and 2 do not represent merely the correlation of some other variable 
with permanent income and with the average propensity to consume. 
First, I have used budget studies for many countries over many years 
covering a wide variety of occupations. If the higher propensity to 
consume of the low permanent income groups were due to a factor 
other than income, it is not likely that this factor would be operative in 
nearly all of thè studies. Second, I undertook a similar analysis 
covering only manual workers in the United States 1878-1900; it, too, 
rejects the permanent income theory? [22]. It is unlikely that any 
special factors which account for the negative correlation of permanent 
incomé and consumption when different broad occupational groups are 
considered would also account for the same result for relatively narrow 
occupational groups, all of them manual workers. 

Hence, one may conclude that using the conventional definition of 
consumption, on the one hand, the permanent income theory is wrong 
in asserting that the marginal propensity to consume permanent in- 
come is equal to the average propensity. On the other hand, the theory 
doés contain ah important truth since the marginal propensity to con- 
sume £s greater for permanent than for measured incóme. But the sub- 
stitution of permanent income for measured income reduces the gap 
between the average and marginal propensities to consume only by 
about a third.” 

i There are twelve studies which provide data for skilled (or skilled and semiskilled) 
workers and for unskilled (or unskilled and service) workers. In eleven of these cases the 
unskilled workers have a higher average propensity to consume. This is significant at the 
one per cent level. (In one of these studies the difference between the two propensities to . 


consume shows up only in the second decimal place. If one therefore leaves this study out 
the results are still significant at the one per cent level.) 

? For these data the prediction coefficients (which are not given in the article) show a 
great variability and the median is, by a narrow margin, greater than zero, thus supporting 
the conventional theories. The difference between these two studies in this regard could be 
due to sampling fluctuations. In any case, the 19th century data are not as reliable as the 
ones used in this paper. 

" But note that this result is derived from a very simple consumption function. A more 
complex function which includes variables such as liquid assets which are likely to be par- 
tially proxies for permanent income would presumably show à smaller difference between 
the propensities to consume measuted and permanent income. 
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FULL EMPLOYMENT POLICY AND ECONOMIC GROWTH 
By RicHarD R. NELSON* 


Within the context of a simple aggregative model, this paper explores 
how the rate of labor force growth and the rate of technical advance 
influence the fiscal and monetary policies needed to maintain equality 
of aggregate demand and potential output. The model attempts to tie 
together two strands of analysis that have developed in the literature— 
a neoclassical strand stemming from Solow’s work on the determinants 
of growth of potential.output and a neo-Keynesian strand stemming 
from the Harrod-Domar studies of the conditions under which full em- 
ployment can be maintained in a growing economy [8] [9] [4] [1]. 


I. The Basic Model 


The framework of the model is traditional. The supply of output at 
full employment (or potential output) is assumed to be a Cobb-Douglas 
function of capital and labor, given the level of technology. To simplify 
notation in subsequent calculations, and to facilitate generalization in 
the appendix, the production function will be written in a slightly un- 
conventional form: 


(1) Q = K*(L- A), 


where Q is potential output, K is the stock of capital, L is the labor sup- 
ply and A an index of labor effectiveness. Technical progress is assumed 
to be purely labor augmenting. (In the Cobb-Douglas production func- 
tion, labor augmenting technical progress and Hicks neutral technical 
progress are equivalent.) Thus the rate of growth of potential out- 
put is? 

*Any views expressed in this paper are those of the author. They should not be interpreted 
as reflecting the view of The RAND Corporation or the official opinion or policy of any of its 
governmental or private research sponsors. 


The author is indebted to Benton Massell, Edmund Phelps, Hugh Rose, and Robert Solow 
for a number of useful comments and suggestions. 

1 There are a number of other treatments of this same general topic, the relationship between 
growth of potential output and the conditions required for full employment. Tobin [10] [11], 
Smith [7], Eisner [2], and Hall [3], in particular, have dealt with this question, but within the 
context of models that differ from the present one in significant respects. 

2 The more conventional formulation is: 

Q B K 

rx af i~a —— E —— mm 

Q = BKeL'*, and Q' B +a K 

If 4 2 BV:7*, the two formulations, of course, are exactly equivalent. 


tü-3-- 
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Q K L A 

(2) sr agta-a (t+) 

In the appendix to this paper a more general production function is 
used. While there are a number of important added complications, it is 
demonstrated there that many of the implications of the model employ- 
ing a Cobb-Douglas production function carry over, with qualifications, 
when a more general neoclassical production function is employed, so 
long as it is assumed that technical progress is purely labor augmenting. 

On the demand side, I ignore exports and imports and assume total 
effective demand is given by: 


(3) Y=C+G64I, 


where Y is total demand and C, G, and T are consumption, government 
spending, and investment, respectively. Consumption is assumed to be a 
constant fraction of disposable income which in turn is equal to GNP 
minus taxes at a constant proportional tax rate, t. There are no business 
retained earnings or depreciation allowances. Government spending is a 
constant fraction, g, of GNP. Thus: 


(4) Y —c(Y — Y) -- gY +I. 
Defining s=1—c, this can be written in the familiar form: 


(5) PENNE ee 
stil- s) =g 


The concept of “full employment” in equation (1) is a normative one 
relating to the socially optimal degree of labor utilization. In general the 
measured rate of unemployment will not be zero at “full employment" 
output, nor is this the maximum output that can be attained; however, 
if output is pushed (or pulled by demand) beyond this level there will 
be stronger inflationary pressures. Full employment output thus repre- 
sents output at the degree of labor utilization the society deems optimal, 
balancing the benefits in terms of decreased unemployment and greater 
output that result as demand is increased, against the greater infla- 
tionary tendencies and, perhaps, higher unit costs, that also are a con- 
comitant of greater pressure of demand on a given supply of labor and 
capital. 

% The relationship between output and increased labor force utilization need not, and in 
general will not, follow equation (1). One would expect average labor quality to decline as 
labor utilization rates increased. While in a situation where the economy was operating with 
capital being underutilized’ the decreased labor quality effect might be for a while be offset by 
more efficient operation of existing capital, we are concerned with sustained degrees of labor 
utilization, and it can be assumed that capital adjusts to that rate. Thus in the long-run pro- 
duction function with the (sustained) degree of labor utilization as a variable, output should 


be positively related to amount of employment but negative related to the degree of labor force 
utilization. 
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A principal objective of fiscal and monetary policy, then, is to adjust 
actual output so that it is equal to full employment output, neither 
lower with higher unemployment rates, nor higher with more rapid price 
increase. For this objective to be achieved, the demand for goods and 
supply of goods at full employment, Y and Q, must be equal over time.’ 
If we focus on a moment of time, say time te, then the level of effective 
demand generated by investment through the multiplier will equal full 
employment output when: 


(6) Ty = [s+ i(1 — s) — g]Qs. 


For full employment to persist into the next moment of time: 


I 
i .- (9) 
0 Q/o 
These conditions of course do not imply that full employment will per- 
sist further. But under certain conditions 7/I and Q/Q will be constants. 
If they are constants and if equations (6) and (7) hold initially, Y and 
Q will continue to be equal. 

The key relationship in the model is the investment equation. Invest- 
ment is both an important contributor to growth of potential output, 
and the principal dynamic determinant of the level of aggregate de- 
mand. I assume that the level of investment is determined by the vol- 
ume of profitable opportunities to expand the capital stock. In this 
paper we are examining conditions that must hold for full employment 
(and full utilization of the capital stock) to be realized; if there is no 
slack, there will be profitable opportunities for new investment if the 
marginal productivity of capital (at full employment of labor) exceeds 
the interest rate.* Indeed, at interest rate r there will be profitable in- 
vestment opportunities so long as the actual capital stock falls short of 
K*, the profit maximizing stock, where: 


* T assume that, if the goods market is in balance at full employment, the labor market is 
also—that is, that the real wage rate is such that the demand for labor equals the full employ- 
ment supply of labor when aggregate demand and supply of output are in balance. 

* There are, of course, two major qualifications to this. First, the correct statement of the 
conditions for expected profitability is that the expected discounted flow of future net returns 
exceeds the cost of new equipment. This involves a look into the future. The condition of excess 
of short-run marginal productivity over the existing interest rate is a proxy for the correct 
profitability conditions only under rather special circumstances. Second, under conditions of 
risk aversion or imperfect capital markets, the cutoff on investment decisions might occur at 
expected rates of return significantly higher than the interest rate. 


5 K* is derived by solving for K in the equation: 


80 
m ——— ex a K (a1) Ga) A (179). 
t SK 


Again, it should be noted that I am assuming the wage rate is compatible with full employment 
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a \ lina 
(8) K* = (=) L-A. 
f 
The investment equation is: 
(9) T= MK*— K), 
or 


(9a) | pex (5). x K| 


Thus the greater the opportunities for profitable expansion of the capi- 
tal stock, the greater the rate of investment. 

The dynamics of the model are provided by labor force growth and 
technical advance. Notice that these factors have two effects. First, 
both increase potential output. In the popular discussion of the prob- 
lem of maintaining full employment it seems to be generally believed 
that the more rapid are technical progress and labor force growth, the 
greater is the diffculty in achieving an equal growth of demand. But, of 
course, a second effect of technical progress and labor force growth is to 
increase the size of the capital stock that is profitable at any given in- 
terest rate—and thus to spur investment and increase effective demand. 
(A third effect, then, is to further spur potential output through the 
increase in investment they stimulate.) If we take A/A and L/L as 
autonomous, and are free to vary r and /, under what values of r and ? 
will the capacity-creating and demand-increasing effects of technical 
progress and labor force growth be equal? Is it true that if labor force 
growth or technical progress is more rapid, a more expansionary govern- 
ment policy is needed? These are the questions explored in the follow- 
Ing sections. 

Although these are Harrod-Domar type questions, the model pre- 
sented here enables explicit recognition that the growth of the labor 
force and the advance of technology affect both the natural rate of 
growth (the growth of potential output) and the growth of investment; 
in the Harrod-Domar analysis the effect of these variables on invest- 
ment demand is suppressed. The underlying model of growth of poten- 
tial output follows Solow’s neoclassical model. However, Solow does not 
work with explicit demand equations and hence cannot examine the 
conditions of sustained full employment; obviously this hinges on the 


if the other conditions are met—that 


xl “F 


SLIL = L full 
K = K* 
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assumed response of investors and savers to various conditions. Thus 
this model is a marriage of the two strands. 

Before proceeding with the analysis it is important to make clear one 
important thing that the model does not try to do. The model says 
nothing about what happens if the dynamic equilibrium conditions are 
not met—if there is either excess demand or involuntary unemployment. 
There are two themes in the Harrod-type analysis—a statement of con- 
ditions of dynamic equilibrium, and a statement about what happens if 
there is excess capacity. The simple investment function used in this 
model could be enriched to take account of slack and of unfilled orders 
for new equipment, but I have not done this in the formal model. Also, 
the model contains no mechanism, explicit or implicit, to explain why 
the interest rate is what it is; it only attempts to say what the interest 
rate must be to be compatible with full employment, given the other 
variables of the system.* 


IL. Full Employment Without Fiscal Policy 


Let us begin by assuming no government spending or taxes. Assume 
also that technical progress and labor force growth are proceeding at 
constant rates. The variable that is free is the interest rate. What is 
required of the interest rate if full employment is to be achieved and 
maintained? 

Recalling the necessary conditions [equations (6) and (7) |, the invest- 
ment demand equation (9a), and the growth of potential output equa- 
tion (2), the requirements for full employment to exist and persist into 
the next moment of time are: 


(6a) I(A, L, r, K) = sQ 
I4A + IQL- Lj + [eK K L A 
M MEUSE nuEd dnd PE) 


If we ignore depreciation (which is treated in the appendix), the two 
equations are, of course, linked by the identity: J= K. The relevant cal- 
culations are made in a footnote." 


* Notice that the behavior equations of the model do not involve any wealth or financial 
variables explicitly. The model could be enriched to include these, as in the Tobin and Hall 
models. However, the benefits of the simple treatment used here are that certain important 
relationships stand out more strongly. Implicitly, something like the following is assumed 
with respect to financial and wealth variables. The allocation of accumulated consumer saving 
between money and claims on real assets i3 a function of the interest rate; however, the saving 
rate is not a function of either the interest rate or of wealth. The managers of business firms 
invest in new plant and equipment and pay for this by selling claims. The government finances 
its deficits by selling bonds whose rate of return is pegged to the rate of return on claims on 
real assets. The money price level is rigid. 


' The more explicit form of (6a) is: 
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One implication is that, under our assumptions, full employment will 
be compatible with a constant interest rate only if conditions are such 
that the capita] stock and potential output are growing at the same 
rate. Or: 


(10) 


Since K/K —sQ/K (assuming full employment), the saving rate, the 
output-capital ratio, the growth of labor force, and the rate of advance 
of technology must be related as follows: 


(11) £ - —(= +=) 


This “golden age" result was to be expected. Under the production 
function assumptions the rate of return on capital will rise or fall de- 
pending on whether the output-capital ratio is rising or falling. If Q/K 
initially falls short of (11), at investment equal to full employment sav- 
ing, &/K will fall short of Q/Q and hence both the output-capital ratio 
and the rate of return on capital will rise. If Q/K exceeds (11), invest- 
ment equal to full employment will lead to a fall in the output-capital 
ratio and the rate of return on capital. Under our investment assump- 
tion, such a rise or fall will lead to an increase or decrease in investment 
as a fraction of potential GNP, unless offset by & compensating change 
in the interest rate. Since saving is assumed to be a constant percentage 
of GNP, these compensating changes in r are then required for main- 
tenance of equality between Y and Q. 

The system will asymptotically approach the golden age solution if 
U L, A/A, and s remain constant. Let us now examine went this asymp- 


^ [C ax] 


Noting that 7 —5Q, the explicit form of (7a) is: 


[ORO GE nicis) t] z 


Ub). (sa ee eidem satia s 


From (6b) we know that Kw L:A]eAK--sQ. Substituting in (7b) and solving 
for #/r: 





--[2-£44]o-0[ E23] 


el Cork ae cael ree a 


Equation (10) follows n solving for the conditions under which #/r=0. 


? 
r 
f 
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totically required interest rate is, and the variables on which it depends. 
Setting *—0 and Q/K=1/s(L/L+A/A) in equations (6a) and (7a) 
yields the following expression for the full employment interest rate in 
golden age equilibrium:? 


(28 L Á A Ima 
v ped NE ne 
L A 
If X is very large the condition stated in equation (12) approaches: 
afL A 
s "pue 


For some purposes (12a) will be easier and more illuminating to work 
with.? 

If the r of equation (12) prevails, the growth of potential output gen- 
erated by L/L and A/A, and the growth of effective demand spurred by 
the impact of Z/L and A/A on investment opportunities, will be in 
balance. Equation (12) can be interpreted as defining Wicksell's natural 
rate of interest—the interest rate at which investment demand and full 
employment saving are equal. Equation (12) also can be interpreted as 
defining the conditions under which the natural rate of growth will equal 
the warranted rate of growth in a Harrod-like formulation of the prob- 
lem; if we work with (12a), Z/L--4/A clearly is the natural rate of 


* Manipulation of the Cobb-Douglas equation allows (6b) to be written: 


e | AEJ ka] 


Dividing by K and noting equation (11) and that K/K=sQ/K we have the following triplet 
of equalities which define the conditions of sustained full cannes in golden age equilib- 


rium: 
P4 97-]-2 


Solving the first two for a : 


a 


L A 
Q Ia 


K | fa\ ra 
(7) 
r 
Noting that Q/K also must equal 1/s(Z/L+A/A) and solving for r yields equation (12). 

* Of course (12a) could have been derived directly by assuming that the actual capital stock 
always equalled the profit-maximizing capital stock—there are never any unexploited invest- 
ment opportunities—and working with an investment equation, 7 — K*. Tobin, in his 1964 
A ER paper [11], derives this equation by examining what will be the marginal productivity of 
capital in the golden age. Of course, this will be the full employment compatible interest rate 
only if it is assumed that K — K*. 
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growth, equation (8) shows that the desired capital-output ratio, 
(K*/Q), equals a/r, and thus s(r/o) is the warranted rate of growth. If 
the actual and natural rates of interest are equal, then there will be 
equality of the natural and warranted rates of growth. An interest rate 
enters this formulation but not Harrod’s because of the difference in 
investment functions. In this formulation, unlike Harrod’s, there are a 
number of capital-output ratios that will satisfy businessmen, not just 
one, because the desired capital-output ratio is a function of the interest 
rate.!? If the interest rate is fixed and not a variable, the requirements 
for sustained full employment of this model are identical to Harrod’s, 
despite a somewhat different investment demand equation and produc- 
tion function.” 

Equation (12) shows that given Z/L and A/A, the interest rate com- 
patible with full employment is negatively related to the saving rate. 
To balance a higher saving rate, investment must tap opportunities 
with a lower rate of return. Given the saving rate, the interest rate will 
be higher the faster the growth of the labor force, and the more rapid 
technological progress. While this last result may be surprising, the 
reason is obvious. Technological advance and labor force growth are the 
key factors determining the rate at which profitable investment oppor- 
tunities grow and a given investment rate will yield a higher sustained 
rate of return when they proceed rapidly than when they are slow. If we 
treat r as fixed and s as a variable to be adjusted to match the invest- 
ment-GNP ratio, then the result of faster technological progress or 
labor force growth would be an increase in the investment-GNP ratio 
(and a required increase in the saving rate), as equation (13) shows: 


- I = EA x i-a 
Y r\L A LA, l 
L A 


This is a result clearly in the spirit of Schumpeter. But if the saving rate 
is fixed, with faster technical progress or labor force growth the interest 
rate must be increased to keep investment from outrunning full employ- 
ment saving. 

Thus, in this model at least, given any existing interest rate, an ac- 
celeration of technical progress or labor force growth provides even 
more of a spur to demand than to potential output. In a world where the 

19 This, of course, has been the main bone of contention between Solow [10] and Tobin [8], 
on the one hand, and Harrod [4] on the other. 


i Eisner makes the point that the Harrod rigidity of (or a ceiling on) the capital-output 
ratio can stem from either rigidity of the desired capital-output ratio, or from interest rate 
rigidity or an interest rate floor. If the elasticity of substitution were less than one, then a given 
change in the desired capital-output ratio would require a far larger change in the interest rate, 
and the floor interest rate might be hit at a quite low capital-output ratio. 
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interest rate adjusts up and down to equilibrate investment and full 
employment saving, this result would be of no particular significance. 
But if the interest rate is sticky, an acceleration of these forces will be 
reflected in decreased unemployment or inflationary pressures. 


III. The Requirements for Stabilization Policy 


Active stabilization policy may be required for two different reasons. 
First, in the.absence of active policy it may be impossible to achieve the 
parameter values consistent with full employment; this might be the 
case, for example, if there is an interést rate floor. Second, even if the 
parameters can be achieved without active policy, tendencies of the sys- 
tem to move and stay at full employment may be weak. The concern 
about full employment generated by the early Harrod-Domar models 
involved both aspects—the required conditions appeared infeasible (in 
the absence of government deficit spending programs to reduce total 
saving as a fraction of GNP) and, in addition, full employment seemed 
a highly unstable equilibrium. 

As pointed out earlier, the model above contains no analysis of the 
stability of the full employment path, nor will any formal analysis be 
presented here. However, the following brief discussion may help to put 
the problem in context. 

Assume that when aggregate demand and potential output are not 
equal, the difference first shows up in unfilled orders or unintended in- 
ventory accumulation. Let us focus on the latter case of déficiency in 
aggregate demand. Assume that there are two kinds of reactions takeri 
by business firms. First, they reduce investment expenditures; thus the 
basic investment equation must be modified by adding a term reflect- 
ing underutilization of existing capital. Second, they reduce production 
and income payments. They may or may not lay off workers or cut back 
on new hires—if they do not, théy reduce hours and, in any case, in- 
comes are reduced in line with cutbacks in output. Consumption then 
will fall. 

Thus in this model, there may be present the type of instability dis- 
cussed by Harrod despite strictly neoclassical investment and produc- 
tion assumptions. The sensitivity of investment and output decisions to 
the accumulation of inventories is a strong destabilizing force. To the 
extent that the interest rate rises or falls depending on the difference 
between the éxisting level of investment and full employment saving, 
this is a stabilizing force. However, one would expect that, even if the 
interest rate adjusts relatively quickly, the short-term sensitivity of the 
desired capital-output ratio to the interest rate might be much smaller 
than the long-term sensitivity as given by equation (7). 


5 In the limit with no short-run sensitivity of the desired capital-output ratio to the interest 
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The extent to which active stabilization policy is required depends on 
the balance between the destabilizing effects of accumulating inven- 
tories and growing underutilization of capacity, and the stabilizing 
effects of interest rate adjustments. In the following discussion it will be 
assumed that conscious policy actions are required at least from time to 
time to keep aggregate demand and potential output in balance. 

Let us now introduce the government sector and government stabili- 
zation policy into the model. If the income tax rate is /, and government 
expenditures as a fraction of GNP are g, then the conditions of full 
employment in the steady state are:¥ 


À 1—a 
TET RNC ey a 
s-Fi1—s—g/ ML A due 
L A 


(12a) becomes 


a L AÁ 
ite Gir EE 


For given values of s, g, L/L, A/A, and ^, this equation enables us to 
trace out the alternative pairs of r and ; that are consistent with full 
employment in a golden age.4 The curve is a rectangular hyperbola, 
as shown in Figure 1, which will shift to the right or left depending on 
the strength of the other factors that determine demand. 

Note that, with fiscal policy now admissible, the previous results 
regarding the interest rate compatible with full employment are gen- 
eralized as follows: the faster are technical progress or labor force 
growth, the tighter must be stabilization policy. This statement applies 
to the steady state in which K/K — Q/Q and a constant r and 1 are com- 


rate, and strong sensitivity of investment to the degree of slack, we have an accelerator invest- 
ment demand equation rather than the Jong-run neoclassical one of this paper. The investment 
demand equation of this paper would appear to make behavioral sense only a world in which 
government policy, or natural stability, is strong enough so that business firms assume slack 
to be temporary. 

uu 


(6c) | (3) ra = x | - [s +41 — 5) — glo, 


aN Ica 7 Á 
(re) I=) E eq) -#] 2 Kae ios 
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Only the constant before Q in equations (6) and (7) has been changed. Equation (12b) follows. 


M The results here are very similar to those of Smith [7] and of Musgrave [5]. However, the 
investment equation in this model is explicitly dynamic. 


and 
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r 


FIGURE 1. 
Alternative f, r pairs consistent with equality of Q and Y. 


patible with sustained full employment. Assume that we are on one 
long-run equilibrium time path and that, suddenly, the rates of techni- 
cal progress or the rate of growth of the labor force rises. What is 
required of policy? | 

One possibility is to shift immediately to the new steady state path 
through fiscal policy. In the new steady state K/K must rise to equal 
the now increased L/L--4/A; thus room must be made for a 
higher ratio of investment to GNP through increased taxes so that 
[s--£(1—5) —g]O/ K — L/L-4- A/A at the new higher level. If} is infinite, 
investment will rise to the needed higher fraction of potential GNP at 
the old interest rate. If À is not infinite, equation (12b) shows that some 
reduction in the interest rate will be required. Once these changes in the 
tax and interest rates are made, the system is on a golden age path again, 
with a higher investment-GNP ratio. 

Another possibility is to stress monetary policy and to respond more 
gradually. Taxes can be maintained and the interest rate tightened to 
keep investment demand from rising as a fraction of potential GNP. 
With technical advance now more rapid, and the interest rate increased 
to keep investment at the same fraction of GNP, the rate of growth of 
the capital stock will be faster than it was because GNP will be growing 
faster. But it will not immediately rise to equal the faster rate of growth 
of potential output. Therefore the capital-output ratio will gradually 
fall toward its new (lower) steady state equilibrium. And as it falls, the 
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rising marginal productivity of capital will require further increases in 
the interest rate. Eventually the new equilibrium will be reached. 

The fact that these choices are open to the government means that full 
employment policy and growth policy cannot be separated; the target 
degree of labor utilization can be achieved through different alternative 
policies which have different effects on present consumption and future 
output. The golden rule for golden age advocates would keep the invest- 
ment—GNP ratio constant and equal to capital’s share of GNP, and 
vary the interest rate up or down following variations in L/L+<A/A. 
Those who believe in a constant social rate of time preference would 
keep r constant and at that rate, and permit 7/GN P to rise or fall with 
L/L4-À/A, varying the tax rate to make room. 

Returning to the steady state conditions, an interesting question is: 
under what conditions will full employment be consistent with a govern- 
ment surplus? For simplicity we will use equation (12c). Rearranging: 


a/L A 
E. TE RT 
r\L A 


Letting S*=t—g be the government surplus as a fraction of potential 


GNP: 
«(7 i: ^ + 
5 7 s+ sg 


1—5 


(14) S* = 


Equation (14) shows some familiar results. The balanced budget mul- 
tiplier requires the surplus at full employment without inflation to be 
larger (or the deficit smaller) as government spending increases as a 
function of potential GNP. And obviously the surplus must be larger, 
or the deficit smaller, the looser is monetary policy. The new result is 
that, given g and r, the faster technical progress and labor force growth, 
the greater will be the surplus or the smaller the deficit needed to keep 
Q and Y in line.” In a very real sense the higher tax rates required when 
technological change 1s rapid should be viewed as the price we have to 
pay to achieve rapid growth without inflation. But if there are pressures 
against increasing government spending as a percentage of GNP, if 
there exist strong political pressures against running sustained budget 
deficits, and if there is a floor to the interest rate, rapid technical prog- 
ress, far from being a threat to full employment, may be a prerequisite 
for it. | 

15 Here the ignoring of the effect of financial wealth and liquidity is important. Obviously 


the size and sign of the deficit has an effect on the economy through these varigbles as well as 
through disposable income. 
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APPENDIX 


If we assume that the capital stock depreciates at rate 8, this affects the 
basic equations in two ways. First, at the profit maximizing capital stock, 
the marginal productivity of capital is equated to r--6, not r. Second, the 
rate of growth of the capital stock is equal to sQ/K —68, not sQ/K. This 
affects the conclusions in the following ways. First, the golden age output- 
capital ratio is 


Second, the golden age interest rate is 


(Z424) À i-a : 
ana Wer | 
L A 


Thus the qualitative conclusions change in no essential way. 

Relaxing the Cobb-Douglas assumption raises a number of complications. 
In particular Hicks neutral technical progress no longer is necessarily. 
equivalent to labor augmenting technical advance, and further there may 
be upper or lower bounds on the output-capital ratio which preclude 
equality of the rate of growth of the capital stock and the “augmented” 
labor force for certain values of s, L/L, and A/A. However, assuming tech- 
nical progress is labor augmenting and that a golden age (with a positive 
elasticity of output with respect to labor) is possible within the domain of 
interest, the qualitative results apply to a model with a more general neo- 
classical production function, 

The production function can be written in the more general form 


Q = F(K, L- A). 
Assuming technical progress is labor augmenting: 


Q [FK] K  [FiLA]f/[L A 
i zt Q l3 


If F(-) has the standard neoclassical properties and there is perfect compe- 
tition, the terms in brackets will be the shares of capital and labor, respec- 
tively. Investment will be profitable up to the point where F,(K, L- 4) —r. 
Under our assumptions this is equivalent to F4(K/L- A, 1) 7r. The profit- 
maximizing capital stock is K* — Fy! (r): LA. Notice that the forms of these 
more general equations are very similar to the Cobb-Douglas special cases. 

The conclusions of the model would appear to depend strongly on the 
existence of a stable golden age equilibrium where sQ/K — L/L4- A/4A. 
With a Cobb-Douglas function Q/K increases without finite upper bound 
as L-A/K increases, and declines toward zero as K/L-A increases; thus 
there is a Q/K which can satisfy the golden age equation for any positive 
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values of s, L/L, and A/A. This does not apply generally; for certain neo- 
classical production functions Q/K may be bounded above as L-A/K 
increases, or approach a positive lower bound as K/L-A increases. 

So long as we are considering values of 1/s(L/L+.4/A) which do not fall 
outside the bounds of Q/K, the qualitative conclusions regarding the rela- 
tionship of ZJ-4/A to the full employment interest rate carry over to 
this more general formulation. Within this range at least, the marginal pro- 
ductivity of capital is an increasing function of Q/K — h(L:A/K), and the 
higher the marginal productivity of capital the higher must be the interest 
rate required to keep investment demand equal to full employment saving 
(given the investment and saving assumptions of the model). This result 
does not depend on the sign or size of the elasticity of substitution, although 
the quantitative sensitivity of r to L/L and A/A will depend on the exact 
shape of the isoquant. Further, it is interesting to note that, for the case 
where the elasticity of substitution is less than one, labor's share will tend 
to be smaller in the full employment equilibrium when technical change 
and labor force growth are rapid than when they are slow; the opposite 
holds if the elasticity of substitution exceeds one. 

However, if the elasticity of substitution is less than one, it is possible 
that at very rapid rates of growth of labor or technical advance, it will be 
impossible to achieve a golden age equilibrium with capital and ‘‘aug- 
mented” labor growing at the same rate. For as Q/K and L-A/K increase, 
the elasticity of output with respect to labor will fall, and it may fall to zero 
before Q/K can equal L/L+4/A/s. In this case asymptotically Q/Q and 
K/K will grow at the same pace but slower than L/L+A/A. A related 
problem happens when the elasticity of substitution is greater than one, and 
L/L+A/A is small. (For an excellent discussion, see Pitchford [6].) 

If s and L/L+A/A take on values such that either of these conditions 
occurs, the analysis becomes quite complicated, depending on the exact 
form of the production function. Historically, however, we have not come 
close to experiencing situations where labor's share of national income was 
driven close to zero. If the rest of the assumptions of the model do not 
strain reality too much, the limitation that the model only applies to a par- 
ticular range of s, L/L, and A/A [the range depending on F(-)] does not 
appear to detract from any heuristic value it might have. 
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THE HECKSCHER-OHLIN THEOREM, THE LEONTIEF 
PARADOX, AND PATTERNS OF 
ECONOMIC GROWTH 


By Nospuo MINABE* 


The core of the Heckscher-Ohlin theorem of the nature of trade pat- 
terns [6] [15] is the explanation of the relation between factor en- 
dowments and the doctrine of comparative costs (or commodity price 
ratios). The theorem asserts that a country exports those commodities 
produced with relatively large amounts of the country’s relatively 
abundant factor. Thus a capital rich country exports capital intensive 
products. Leontief [13] applied the theorem to upset the popular no- 
tion that the United States exports capital intensive commodities. 
Leontief’s input-output data show that America imports capital inten- 
sive commodities compared with American export goods. Heckscher 
defined relative factor abundance by the pre-trade ratio of factor 
prices in the two countries. By definition capital is relatively cheaper in 
the capital rich country before trade. On the other hand, Oblin and 
Jones [10] introduced an alternative definition of relative factor abun- 
dance, which is related to the physical endowments of the factors of pro- 
duction in each country. According to the definition a country is rela- 
tively capital abundant if, and only if, it is endowed with a higher pro- 
portion of capital to labor than the other country. By using the revised 
definition, they have demonstrated that a bias on the supply side, due 
to differences in (physical) factor endowments between the two coun- 
tries, may be offset by differences in the community taste patterns be- 
tween countries. The other reason for the Leontief paradox, which has 
been given by Jones and later Johnson [8], is the case of factor intensi- 
ty reversals. A commodity, F, is capital intensive for a factor price 
ratio when it employs a higher capital/labor ratio than the other 
commodity, M. However, assuming constant-return production func- 
tions it is quite possible that F is capital intensive for some set of fac- 
tor price ratios and labor intensive for some other set, so the capital/ 
labor ratios employed in the two commodities must be equal for some 
factor price ratio. When the factor endowment ratios of the two coun- 
tries lie on opposite sides of the common capital/labor ratio, there is 
no unique relation between factor endowment and commodity price ra- 

* The author is associate professor in economics in Osaka City University. In preparing 


this article I have benefited by conversations with Professor Ronald W. Jones. I am also 
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tios. If the Leontief paradox occurs because of factor intensity rever- 
sals between the two industries, factor prices can never be equalized 
between the two countries. On the other hand, I mentioned [14] that 
if the Leontief paradox occurs without assuming the existence of factor 
intensity reversals under the condition of the same production func- 
tions in the two countries, then factor price equalization must hold. 
This condition is equivalent to a sufficient condition for incomplete 
specialization. The law of factor price equalization proved by Samuel- 
son [17] asserts that there is a continuous one-to-one correspondence 
between goods and factor prices when two different countries have the 
same production functions and produce all the commodities. Incom- 
plete specialization is necessary for the law, and the incomplete spe- 
cialization of both countries. is possible (but not inevitable, for much 
depends on demand) if endowment ratios of different countries are 
very close. The Stolper-Samuelson theorem [19] asserts that if a price 
of à commodity rises, the real rental to the corresponding "intensive? 
factor will increase. Assuming no intensity reversals and identical pro- 
duction functions without specialization, the Stolper-Samuelson the- 
orem implies factor price equalization because the former demon- 
strates the existence of a unique magnification effect of a rise in the 
commodity price on the corresponding intensive factor price. The 
Rybczynski theorem [16] bears a dual relation to the Stolper-Samuel- 
son theorem, as has been pointed out by Jones [11]. Rybczynski ana- 
lyzes the effect on absolute levels of outputs of changes in the endow- 
ment of one factor at unchanged commodity prices; namely, that a rise 
in the endowment of one factor will bring about a more than propor- 
. tionate rise in the output of the commodity which is intensive in the 
factor in question, while it will decrease the output of the other 
commodity at a constant commodity price ratio. On the other hand, 
the Heckscher-Ohlin theory of the nature of trade patterns revised by - 
Jones [10] examines the ratio of outputs to be determined by ratios of 
factor endowments at a constant commodity price ratio. In other 
words, the Heckscher-Ohlin theory asserts the existence of a one-to- 
one correspondence between output ratios and the factor endowment 
ratios, while the Rybczynski effect asserts the existence of a special 
kind of relation between the factor endowments and outputs. Leontief 
[13] himself explains the “Leontief paradox" by differences in labor 
qualities in the. two countries. Qualities of (physical) capital may 
differ in the two countries, too. Differences in labor and capital quali- 
ties may be theoretically translated into differences in production func- 
1 This is true even when the number of commodities and that of factors increases if we de- 


fine the Stolper-Samuelson theorem in the strong form, i.e, all the nonintensive factor's 
real income to be decreased. See Chipman [3]. 


MINABE: HECKSCHER-OHLIN THEOREM 1195 


tions or in technology with the same qualities of labor and capital in 
the two countries. The traditional Heckscher-Ohlin theory assumes 
identical production functions in the two countries. But technological 
conditions may differ in the two countries. In these cases, commodity 
prices differ in the two countries at common factor prices and factor 
endowment ratios. In other words, a capital rich country may export 
labor intensive goods. The law of factor price equalization never holds 
in these cases because the real factor rewards must not be the same in 
the two countries. Only in a special case of technical progress in the 
two industries, the relative (but not real) factor prices are equalized 
after trade. 

The paper falls into three parts, and the model used is the Hecksch- 
er-Ohlin type of two factors and two commodities based on the analy- 
sis of comparative statics. First, in order to isolate the core of the 
Heckscher-Ohlin theory of the nature of trade, I will assume that the 
two countries have the same production function in each industry and 
also have the same community taste patterns. Assuming no factor in- 
tensity reversals, the two countries differ only in their factor endow- 
ments. We will consider the effect on the transformation curve of 
changes in factor endowments. Second, I abandon the assumption of 
identical production functions in order to analyze the relation between 
technological changes and the transformation curve in the two-sector 
model. Finally, I will consider new conditions under which the Leon- 
tief paradox occurs and/or conditions for the Heckscher-Ohlin theory. 
In the process of economic growth, the trade pattern may change alter- 
nately between the two countries. 

Thus our discussion will be done in the following order. The core of 
the Heckscher-Ohlin theory demonstrates the existence of a unique re- 
lation between the factor endowment ratio and the shape of the trans- 
formation curve assuming identical production functions in the two 
countries. The output ratio of the capital intensive commodity would 
be higher in the capital abundant country than in the labor abundant 
country at a common factor (and commodity) price ratio. When we 
relax the assumption of identical production functions in the two coun- 
tries, the Leontief paradox is possible (not inevitable, for much de- 
pends on demand) if the price of the capital intensive commodity is 
cheaper in the labor abundant country than in the capital abundant 
country at a common factor price ratio. To close the production model 
I assume that community taste patterns are the same in the two coun- 
tries. The relation of the closed economy commodity price ratios be- 
tween the two countries depends upon demand conditions as well as 
factor endowment ratios and technological conditions. If the two coun- 
tries have identical taste patterns, the Leontief paradox may occur by 
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technological progress. Whether the Heckscher-Ohlin theory holds or 
not depends upon not only physical factor endowment ratios but also 
patterns of economic growth when the two countries have different 
production functions. We can easily relax the assumption of identical 
taste patterns in the two countries with a minor modification. 


I. Factor Endowments and Transformation Curves 


There are two commodities, manufactured goods, M, and food, F. 
The production function of each industry is identical and homogeneous 
of the first degree in the two countries, America, A, and Britain, B. 
Manufactured goods are assumed to be labor (Z) intensive and food 
to be capital (K) intensive for any wage/rental ratio. Countries A and 
B have identical community taste patterns, but are endowed with dif- 
ferent ratios of the two factors of production, Z and K. We assume 
country A is endowed with a higher proportion of capital to labor than 
country B. That is, 


(K/L)4 > (K/L)s 


Let us consider Figure 1. The two axes show respectively labor and 
capital, and unit isoquants, M and F, are drawn, where unit isoquants 
are loci of all possible combinations of two factors to produce one unit 
of each commodity. For a given factor price ratio of the slope of CD, 
the M-line and the F-line represent the factor intensities of the two 
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FIGURE 2 


commodities at the competitive equilibrium situation. The point A 
represents country A’s factor endowments, and the ray à is country 
A’s capital/labor endowment ratio. Assume country B’s endowments 
lie at some point along the ray p. The outputs of manufactured goods 
and food are represented by the length of OG/Og and OE/Oe by 
drawing the lines from A parallel to the M-line and the F-line. By ex- 
tending those parallel lines, the whole area below the ray 4 can be 
divided into the three parts, which are represented by angles a, B and y. 

The Rybczynski theorem [16] asserts that, if country B's factor 
endowments lie at some point on the horizontal line from point A (for 
instance, Bı), country B produces more manufactured goods and less 
food than country A does at a constant factor price ratio. This theorem 
can be generalized as follows: if country B's factor endowments belong 
to any point inside the angle a, country B produces more manufactured 
goods and less food than country A does at a constant factor price 
ratio. But when country B's factor endowments lie in the angle P or y, 
country B produces respectively more or less of both goods than coun- 
try A does at a constant factor price ratio. Those relations can be seen 
by comparing the outputs corresponding to three points Bi, Bs, and 
Bs, all of which lie along the ray p. Those outputs are read off by com- 
pleting the parallelograms at B;, B2, and Bs. 

Figure 1 can be translated into Figure 2. Curve A’A’ represents 
country A’s transformation curve, and the point a is the corresponding 
outputs of the point A in Figure 1. Ray 4’ shows country A's output 
ratio (Or/Ox) at the factor price ratio of slope CD of Figure 1. As 
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country A is endowed with a higher proportion of capital to labor than 
country B, country B’s outputs will never lie at any point above the 
ray X at a constant factor price ratio. Furthermore, we can say that 
when country B’s endowments lie at any point along the ray o of Fig-. 
ure 1, the corresponding output must be located at some point along 
the same ray, say, the ray o' of Figure 2. The slope of the ray pọ’ must 
be smaller than that of the ray X. Notice that, assuming the three 
points bı, bs, and bs to be the corresponding outputs to points B:, Bz, 
and Bs of Figure 1 at a constant factor price ratio, country B’s trans- 
formation curve would have respectively the same slope at those 
points, which is also the same as that of country A’s transformation 
curve at the point a. They differ only in scale, and the ratio of 
Ob; : Obi : Ob: of Figure 2 must be equal to that of OB: : OB: : OB: 
of Figure 1. 

The shape of the transformation curve depends upon the technology 
and factor endowment ratios, while the scale of the transformation 
curve is determined by quantities of the two factors. We have three 
cases: (1) when country B’s factor endowments lie at any point inside 
the angle a of Figure 1, the corresponding outputs of country B must 
lie at some point inside the angle a’ of Figure 2; (2) when the former 
lie at any point inside the angle B of Figure 1, the latter must lie at 
some point inside the angle B of Figure 2; and (3) when country B's 
factor endowments lie at any point inside the angle y of Figure 1, the 
. corresponding outputs must lie at some point inside the angle y’ of 
Figure 2 at a constant factor price ratio. 

We have analyzed the relation between the factor endowments and 
the outputs at a constant factor price ratio. Notice that, whenever the 
factor endowment ratio is given, the shape of the transformation curve 
is uniquely determined independently of the scale of production, which 
depends upon the quantities of the two factors. There is a unique rela- 
tion between the factor endowment ratio and the shape of the trans- 
formation curve. This is the core of the Heckscher-Ohlin theory. 


II. Technological Conditions and Transformation Curves 


We have mentioned that the Heckscher-Ohlin theory guaranteed a 
unique relation between the output ratio associated with the corre- 
sponding commodity prices and the factor endowment ratio at a given 
factor price ratio. It implies that the Heckscher-Ohlin theory is a dual 
of the theory of factor price equalization, which proves a unique rela- 
tion between the factor and commodity price ratios at a given factor 
endowment ratio assuming incomplete specialization with identical 
» production functions in the two countries. In this section, I will aban- - 
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don the assumption of identical production functions in the two coun- 
tries. That is, we will consider the effect on the transformation curve of 
technical progress in the two industries. Analysis of the effect of the 
economic expansion caused by technological progress may be pursued 
in two alternative ways. One is by analyzing new outputs that will 
result from changes of commodity price ratios caused by technical 
progress in the two industries at the initial factor price ratio. The 
other is by considering the effect on the outputs of economic expansion 
caused by technical progress in the two industries at a constant 
commodity price ratio. The latter approach may be applicable when 
the economy is small compared with the rest of the world, and the eco- 
nomic expansion does not affect the terms of trade. The second ap- 
proach has been traditionally used (for instance [9]) since R. Fin- 
diay and H. Grubert [4] neatly developed the technique for dealing 
with biased technical progress, while in this section I will use the first 
approach. 

Let us consider Figure 3, which is essentially the same as Figure 1. 
We assume as before that country A is endowed with a higher propor- 
tion of capital to labor than country B. Suppose technical progress oc- 
curs in country B’s F industry. Technical progress can be expressed by 
an inward shift of the unit F-isoquant curve. There are several types 


1200 THE AMERICAN ECONOMIC REVIEW 


of technical progress: Hicksian neutral, capital saving, and labor sav- 
ing. On the other hand, it has been said [2] that technical progress 
has two effects, “cost-reducing” and “factor-saving,” though our defini- 
tion slightly differs from them (see Jones [12, p. 569, n. 211). 

1. When Hicksian neutral technical progress [7 ] occurs in the F 
industry, F isoquants are scaled down so that, for instance, the unit F 
isoquant shifts to F^ which is tangent to line C'D' , and parallel to line 
CD, at the point £ along the F-line. The relative price of F must fall at 
a constant factor price ratio (which is the “cost-reducing” effect). On 
the other hand, the output of F rises from OE/Oe to OE/Ot, and that 
of M does not change at a constant factor price ratio. That is, Hicksian 
neutral technical progress in the F industry has the same effect on 
outputs as would an increase of the factor endowments from B to a 
certain point B’ along the ray GB at a constant factor price ratio. The 
point B’ is obtained by taking a point Æ’ along the F-line such that 
OE/Ot — = OE'/Oe and constructing a parallelogram E'EBP' poe 
is the factor-saving effect). 

2. 'The given extent? of Hicksian capital-saving technical progress in 
the F industry would be represented by an inward shift of the unit F-iso- 
quant such that it is tangent to line C'D', at some point below ¢. Hick- 
sian capital-saving technical progress in the F industry has the.same 
effect on outputs as would an increase of the factor endowments from 
B into cone a at a constant factor price ratio. 

3. The given extent of Hicksian labor-saving technical progress in 
the F industry would be represented by an inward shift of the unit F 
isoquant so that it is tangent to the line C’D’ at some point above 7. In 
this case, the output of M always rises but that of F may decrease at a 
constant factor price ratio in spite of technical progress in the F indus- 
try. That is, the “factor-saving” effect has the same effect on outputs 
as would a change of factor endowments into the cone f at a constant 
factor price ratio. The critical case is such that the labor-saving tech- 
nical progress in the F industry makes the unit F isoquant shift so as 
to be tangent to the line C'D' at the point 4, which is obtained by draw- 
ing a line through the point e parallel to the M-line so the output of F 
does not change (note that OA'/OÀh = OE/Oe). When the new unit F- 
isoquant is tangent to line C’D’ above the point k, the output of F must 
decrease at a constant factor price ratio. If outputs of both commodities 
are to increase at a constant factor price ratio, technical progress must 
occur such that the unit F isoquant is tangent to C’D’ on the segment 

ht in the cone y. As a special case of this, if the unit F isoquant is 
* The extent of technical progress in an industry is defined by a percentage fall in the rela- 


tive price of the commodity at & constant factor price ratio, assuming no technical change 
in the other Industry. 
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HE to line C'D' at the point q, which is derived by drawing a line 
through the point e parallel to the vector of factor endowments OB, 
outputs of the two commodities increase proportionally at a constant 
factor price ratio. Thus Hicksian neutral technical progress in one in- 
dustry does not imply the neutral expansion of factor endowments. 
Other interesting cases may. be an inward shift of the unit F isoquant 
along the horizontal or the vertical lines through the point e. The “‘fac- 
tor-saving" effects are the same as the initial case of the Rybczynski 
effect in those cases: namely, one of the factor endowments increases 
without any change of the other. 

If there are identical taste patterns in the two countries, the Leon- 
tief paradox is possible when the price of the capital intensive com- 
. modity is cheaper in the labor abundant country than in the capi- 
tal abundant country at a common factor price ratio. In this sense the 
relatively labor abundant country has a production bias in favor of the 
capital intensive commodity in the case of the Leontief paradox. On 
the other hand, if we relax the assumption of identical production 
functions in the two counstries, the Heckscher-Ohlin theory is possible 
when the price of the capital intensive commodity is cheaper in the 
capital abundant country than in the labor abundant country at a com- 
mon factor price ratio. In this sense the relatively capital abundant 
country has a production bias in favor of the capital intensive 
commodity as in the traditional Heckscher-Ohlin theory. However, 
whenever the technology differs in the two countries, the law of factor 
price equalization never. holds,- because real factor prices must be 
different in the two countries after trade. . 

We have analyzed the effect on outputs and commodity price ratios 
of technical progress in one industry at a constant factor price ratio. 
Suppose technical progress takes place also in the M industry. The 
new unit M isoquant may (i) still lie outside line C’D’, (ii) be tangent 
to line C’D’, or (iii) cut line C'D'. In case (i) the relative price of 
F must decrease at a constant factor price ratio. In case (ii) it does 
not change, and in case (iii) it must rise at a constant factor price 
ratio. Clearly it is only in case (iii) that the Heckscher-Ohlin theory of 
trade patterns holds at a common factor price ratio in the two coun- 
tries. Furthermore for each case there are Hicksian neutral, capital- 
saving, and labor-saving technical progress in the M industry too. 
There are several combinations of technical progress in the two indus- 
tries. | 

*In the above examples, the price of the capital intensive commodity, F, is cheaper in the 
labor abundant country, B, than in the capital abundant country, 4, at a common factor 


price ratio. On the other other hand, if country B were endowed with & higher proportion 
of capital to labor than country A, the Heckscher-Ohlin theory would still hold. 
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Let us consider case (ii). It is only in case (ii) that both goods can 
continue to be produced at a constant factor price ratio without any 
change in the commodity price ratio. That is, the “cost-reducing” 
effects have cancelled each other out in the two industries so that the 
relative commodity price does not change. This case may be called the 
“neutral industry effect."* Similarly cases (i) and (iii) may be called 
respectively F- and M-industry biased technical progress. The “dif- 
ferential industry effect” depends only upon the extent of relative 
technical progress in the two industries. When it is neutral, the rela- 
tion between commodity and factor price ratios is a same as it would 
be in the case of no technical progress. 

But changes in outputs depend not only upon the extent t but also 
upon the nature of technical progress. Assume a given extent of Hick- 
sian neutral technical progress in the F industry. (1) One critical case 
is such that the new unit M isoquant shifts to the point j derived by 
drawing a line gj parallel to the F-line* Outputs of M must de- 
crease when the unit M isoquant shifts to any point below the point 
j at a constant factor price ratio in spite of technical progress. The 
«factor-saving" effect is represented by a change in factor endow- 
ments into the cone a. If outputs of both commodities are to increase 
at a constant factor price ratio, technical progress must occur such 
that the new unit M isoquant shifts to a point above j. (2) When the 
new unit M isoquant is tangent to line C’D’ at the point s along 
the M-line, the technical progress is Hicksian neutral. In this case, 
outputs of both commodities increase proportionally at a constant 
factor price ratio without any change of commodity prices. The “fac- 
tor-saving" effect can be represented by a shift of factor endow- 
ments from B to B" which is located along the ray OB. The 
transformation curve expands its scale with the same degree in the two 
industries, as in Figure 2. Notice that Hicksian neutral technological 
progress in every industry does not necessarily increase the outputs of 
all the commodities by the same proportion at a constant commodity 
price ratio unless the two industries have the same degree of technical 
progress. That is, the economic expansion is neutral only when the new 
unit M isoquant is scaled down to the point s on the line CD. 
On the other hand, when it shifts down to some point above (below) 
the point $ on the line C'D', the *scale-line" which is the loci of the 
economic expansion at & constant commodity pue ratio is M-biased 
(F-biased). 

* The “neutral industry effect” seems to be essentially the same as Leontief's “comparative 
technological parity" [13, p. 344], at least marginally. 

"The name has been given first by Jones [12, p. 569]. See also Amano [1, p. 393]. 

*'The point j corresponds to the point k in the F industry. 
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Notice that, when the “differential industry effect” is neutral, the 
effect on outputs of technical progress is the same as in the case of 
changes in factor endowments, which has been discussed in section I. 
When Hicksian neutral technical progress occurs in the F industry and 
the differential industry effect is neutral, the economic expansion (or 
the scale of the economy) is neutral, M-biased, or F-biased depending 
on respectively Hicksian neutral, labor-saving, and capital-saving tech-- 
nical progress in the M industry. However, whenever Hicksian neutral 
technical progress occurs to the same degree in the two industries, the 
modified factor price equalization theory holds in the sense that the 
relative (but not real) factor prices must be the same in the two coun- 
tries after trade (provided that specialization is incomplete). This is 
because the relation of product price ratios and ratios of factor reward 
is completely the same in these cases as it would be in the case of iden- 
tical production functions in the two countries. 

So far, we assumed that the degree of technical progress was the 
game in the two industries [case (ii)]. We can analyze similarly 
cases. of biased industrial technological progress in the two industries 
[case (i) and (ii)], which in turn will be combined respectively with 
Hicksian neutral and biased technical progress in each industry. We 
still assume Hicksian neutral technical progress in the F industry. 

1. When the differential industry effect is M-biased, the scale of the 
economy will expand in favor of M (that is, M-biased economic expan- 
sion) even in the case of Hicksian neutral technical progress in the M 
industry too. This is true also in the case of Hicksian labor-saving 
technical progress in the M industry. But when technical progress is 
capital saving in the M industry, the economic expansion might be F- 
biased. 

2. When the differential industry effect i is F-biased, the economic ex- 
pansion is F-biased even in the case of Hicksian neutral technical prog- 
ress in the two industries. This is true also in the case of Hicksian 
capital-saving technical progress in the M industry. When technical 
progress is Hicksian labor-saving in the M industry, the economic ex- 
pansion might be F-biased. Whenever the differential industry effect is - 
not neutral, the “cost-reducing effect" appears explicitly so that factor 
price equalization never holds even in the modified form. 


. HH. The Heckscher-Ohlin Theorem and the Leontief Paradox 


To close the production model, I assume that community indif- 
‘ference curves are the same in the two countries in order to clarify 
our argument. ' On the other hand, Gorman [5] has proved that 
there is a unique set of community indifference curves s if, and only if, 


T T will relax the assumption later, 
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the Engel curves for different individuals at the same prices are paral- 
lel straight lines. Along the Engel curves the direction normal to the 
corresponding personal indifference locus will be parallel to the fixed 
direction.® Clearly tastes of different individuals may be different, but 
an extra unit of purchasing power should be spent in the same way no 
matter to whom it is given under the necessary and sufficient condition 
quoted above. 

The shape of the (eadtormation curve is determined by the technol- 
ogy as well as the factor endowment ratio. When technological condi- 
tions are given in the two industries, the shape of the transformation 
curve depends on the factor endowment ratio. On the other hand, when 
the factor endowment ratio is given, the shape of the transformation 
curve is determined by the nature of technical change Hicksian neu- 
tral, capital-saving, and labor-saving technical progress under the con- 
dition of the given differential industry effect of technical progress. 
The differential industry effect which is determined by the relative ex- 
tent of technical progress in the two industries will change the shape of 
the transformation curve so that it pulls out the transformation curve 
in a certain direction. For instance, when Hicksian neutral technical 
progress occurs only in the M industry (F industry), the transforma- 
tion curve expands to the horizontal (vertical) direction in Figure 2. Tf 
Hicksian neutral technical progress occurs to the same degree in the 
two industries, the transformation curve is scaled out to the same de- 
gree in all directions, 

Furthermore, notice that if the shape of the transformation curve is 
given, the closed economy commodity price ratios depend on the scale 
of the economy as well as on demand conditions whenever community 
taste patterns are not homothetic. In Figure 4, the straight line, OaT, 
which is an Engel curve, is derived from homothetic community 
indifference curves. In this case, the income elasticity of demand is 
unity. If the Engel curve is RaT*, the income elasticity of demand for 
manufactured goods is less than unity; the demand expansion is biased 
against manufactured goods, If it is aQT"', the income elasticity of de- 
mand for manufactured goods is greater than unity. Suppose the 
shapes of the two countries! transformation curves are the same, but 
country B's scale of the economy is greater than country A’s by neu- 
tral industrial technical progress with Hicksian neutral technological 
changes in the two industries. The community indifference curves are 
assumed to be the same in the two industries, so it is easy to demon- 
strate that (1) if the income elasticity of demand for manufactured - 
goods is less than unity, country B's relative price of manufactured 


* One must be certain that commodities are consumed in positive amounts, otherwise Gor- 
man's criterion would be wrong. See Samuelson [18, p. 5, footnote 2]. 
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goods is less than country A's, (2) if the income elasticity of demand 
for manufactured goods is greater than unity, country A’s relative 
price of manufactured goods is less than country B's, and (3) if the 
identical community taste patterns are homothetic, both countries are 
at equilibrium without any trade. 

Let us return to the Heckscher-Ohlin case, where the factor endow- 
ment ratios differ between the two countries. In Figure 4, the point a 
is assumed to be country A’s initial closed economy equilibrium point. 
The curve B'B' is the initial transformation curve of country B. The 
slopes of lines 14 and £» are the two countries’ closed economy commod- 
ity price ratios, with the output ratio of the slope of the ray À' assuming 
the same production at the point a in the two countries. The rays A 
and p' are respectively country A’s and country B's economic expan- 
sion paths with the commodity price ratio of the slope of line fa when 
Hicksian neutral technical progress occurs to the same degree in the 
two: industries. From Figure 4 some simple but important propositions 
become clear. 

First, if the Engel curve rises at a slope less than the ray p’, such as 
a QT", it must intersect country B’s production expansion path p’ at 
some point Q. Country B's new transformation curve may (i) cut the 
ray o' below the point Q, (ii) cut it at the point Q, or (iii) cut it above 
the point Q, depending upon the scale of country B's economy caused 
by technical progress. In case (i), the closed economy product price 
ratio, Pr/Px, is lower in country A than in country B so that the Heck- 
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scher-Ohlin theory must hold. In case (ii) they are equivalent so that 
there is no trade between the two countries even though the factor en- 
dowment ratios and the technology differ between them. In case (iii), 
the capital abundant country, A, will export the labor intensive com- 
modity, M, in exchange for the import of the labor intensive commod- 
ity, F. Clearly, the Leontief paradox occurs under these assumptions if, 
and only if, the scale of country B’s economy caused by technical prog- 
gress is large enough compared with country A’s, so that the corre- 
sponding transformation curve cuts the ray o' above the point Q. When 
the Engel curve rises at a slope greater than the 9’ but less than the 
ray 4’ so that there is no intersection of the Engel curve and country 
B's production expansion path, then the Heckscher-Ohlin theory must 
always hold. 

Secondly, if the Engel curve rises at a slope greater than the ray X 
such as RaT”, it must intersect country B's production expansion ray, 
g'at some point R. Country B's transformation curve may (i) cut the 
ray p° below the point R, (ii) cut it at the point R, or (iii) cut it above 
the point R. In case (i), the closed economy price ratio, Pr/Pw, is 
higher in country A than in country B, so that the Leontief paradox 
must hold. That is, under these assumptions the Leontief paradox holds 
if and only if the scale of country B's economy is small enough com- 
pared with country A's, so that the corresponding transformation curve 
cuts the ray p’ below the point R. In case (ii) there is no trade between 
the two countries. Clearly, the Heckscher-Ohlin theory must hold in 
case (iii). 

Thirdly, if the demand expansion curve is ‘a straight line, such as 
OaT (that is, the demand pattern is homothetic), it never intersects 
the ray p’, so that the Heckscher-Ohlin theory must hold.? 

The closed economy factor price ratios in the two countries are ob- 
tained from the Stolper-Samuelson theorem [19] when the same degree 
of Hicksian technical progress occurs in the two industries in one coun- 
try.? In all cases in which the Heckscher-Ohlin theory of the trade 
pattern holds, the relationships between commodity and factor price 
ratios in the two countries are represented by: 


(Pr Pr 2L T r 

(5 «[—] implies (—]} <[— 
Pu/a Pyu/5 Wi A W/ p. 
? The third case was pointed out by Jones [10, p. 4, footnote 1]. 7 
? Notice that I modify here the meaning of the Stolper-Samuelson theorem. The em 
Stolper-Samuelson theorem asserts that, by the imposition of an import duty, the real re- 
ward of whichever factor is employed intensively in the import-competing industry rises, 
and the real reward of the other factor contracts. But I use the theorem in terms of the 

relative reward to each factor. 
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On the other hand, in all the cases in which the Leontief paradox 
holds, these relations will be given by: 


(<< Pr aude r r 
5,7 G mote (2), 2 C2, 
Pula Px/ B WA wW B 


The reverse relation is also true in both cases. Each country exports 
always a commodity which is produced by using intensively a cheaper 
factor compared with the other country. In other words, if factor 
abundance is defined by the pre-trade ratios of factor prices between 





FIGURE 5 
the two countries as Heckscher did, the Heckscher-Ohlin theory always 
holds. 

Now I abandon the assumption of the same extent of Hicksian neu- 
tral technical progress in both industries in country B, assuming still 
no technical change in country A. The crucial modification of this 
model is that country B's production expansion path, p’, becomes a 
curve instead of a straight line. In Figure 5 the curve OGR: (or the 
curve c^) shows country B's production expansion path which rises at 
an increasing rate. The shape of country B's production expansion 
curve may be determined as follows: for instance, when the same de- 
gree of Hicksian neutral and capital-saving technical progress occurs 
respectively in the F- and the M-industry, the transformation curve 
will expand such that the output ratio, Or/Ow, rises at a constant com- 
modity price ratio. If technical progress is continuous and Hicksian 
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FIGURE 6 


capital-saving technical progress in the M industry is such that the 
unit M.isoquant curve shifts to a point above the point j of Figure 3, 
the production expansion curve p' is rising at an increasing rate and 
does not bend back. If the unit M isoquant curve shifts to a point be- 
low j of Figure 3, it bends back like line o". On the other hand, the 
dotted lines RiaT’ and aQT" show respectively inelastic and elastic 
income demand expansion curves for manufactured goods. Of course, 
the line OaT shows the homothetic demand taste pattern. 

When country B's production expansion curve rises at an increasing 
rate, it may cut country A’s production expansion line, the ray ^, 
which would be caused by neutral increment of the two factors, say, 
at the point G. In this case even if the community indifference curves 
are homothetic (and the demand expansion curve is represented by the 
ray OaT), the trade pattern changes after country B's transformation 
curve cuts the ray at the point G, and the Leontief paradox occurs. But 
when the income elasticity of demand for manufactured goods is less 
than unity, such as shown by the line RaT”, it may cut the production 
expansion curve more than once, say, at Ki and Re. In this case the 
meaning of the point G differs from before. The pattern of trade does 
not change on both sides of the point G, and the Heckscher-Ohlin 
theory of the trade pattern holds if, and only if, country B's transfor- 
mation curve cuts the curve p’ at some point inside of the range Ri 
and Rs. On the other hand, the Leontief paradox occurs if, and only if, 
country B's transformation curve cuts curve p’ at some point below Ri, 
or above Rs. In this example, the pattern of trade between the two 
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FIGURE 7 


countries changes three times, and when country B’s transformation 
curve cuts the curve p'at R: or Rs, there is no trade. This is true even 
if the production expansion curve bends back, such as curve p”. If the 
income elasticity of demand for manufactured goods is greater than 
unity, such as shown by the line aQT"', it must intersect the production 
expansion curve p’ (or p”), say, at the point Q. The point Q is an equili- 
brium point with no- trade between the two countries. The Heckscher- 
Ohlin theory holds if, and only if, country B's transformation curve 
cuts the curve p’ (or p”) at some point below Q, while the Leontief 
paradox holds if, and only if, country B's transformation curve cuts 
the curve p’ (or p”) at some point above Q. 

Of course, these are not all the possible cases. Many other configura- 
tions are a priori possible. For example, Figure 6 shows a case in which 
the demand elasticity for manufactured goods is greater than unity, 
which is shown by curve aT”, and country Bs production expansion 
curve is represented by p’ or o". There is no intersection between the 
demand and supply expansion curves so that the trade pattern does not 
change in the whole area. The Heckscher-Ohlin theory always holds in 
this situation in spite of different production functions in the two coun- 
tries. On the other hand, in Figure 7 country B's production expansion 
curve, p’, fluctuates so that it intersects with the demand expansion 
line, GT", several times, that is, at Q1, Qe, and Qs. In this case, the 
trade pattern changes alternately at those points between the two coun- 
tries. The Heckscher-Ohlin theory holds at the ranges OQ; andQ:Q;, 
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while the Leontief paradox occurs between Q, and oe and also above 
the point Qs. 

We have demonstrated that the Leontief paradox may occur if we 
assume identical taste patterns in the two countries. We have obtained 
also sufficient conditions for the Heckscher-Ohlin theory of the nature 
of trade pattern when we abandon the assumption of the same produc- 
tion functions in the two countries. Finally, we can easily relax the . 
assumption of identical taste patterns in the two countries. When coun- 
try B's taste pattern differs from country A’s, country B's Engel curve 
which represents the same commodity price ratio as country A’s closed 
economy commodity price ratio does not pass through the point a 
which is assumed to be located on the ray 1’ (in Figures 4 to 7). How- 
ever, notice that the intersection points between country B's produc- 
tion expansion curve and its Engel curve mentioned above are crucial 
in our discussion. Whether the Engel curve of country B passes through 
country. A's closed economy equilibrium point a or not is not necessarily 
important to consider changes in the trade pattern between the two 
countries if no technological change occurs in country 4. Therefore, 
all the conclusions do not essentially change if the two countries have 
different taste patterns. 
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COMMUNICATIONS 
A New Approach to International Liquidity* 


Almost a quarter century ago, Professor Abba Lerner advocated a revolu- 
tionary new doctrine he named functional finance. The gist of it was that pub- 
lic spending and taxation should be governed exclusively by the goals of full 
employment and price stability, without regard to whether the budget was 
balanced. At the time, this doctrine looked like Lerner at his wildest—today it 
is fiscal orthodoxy not only in the classroom but in many treasuries and minis- 
tries of finance as well. 

The idea can be extended into the international sphere. There is a lively 
discussion going on today of whether or not the supply of international liquid- 
ity is adequate; and if not, what would constitute an adequate level. There is 
much disagreement and little hope of its ever being resolved. All parties to the 
argument, however, seem to agree on one thing: if the supply of liquidity were 
to be brought to what is considered an adequate level, all would wish to keep 
it stable at that level, or, at the most, increase it at an annual rate of three per 
cent—which is the limit to which respectable economists are willing to stretch 
the meaning of the word stable, as a concession to the realities of our ex- 
panding universe. The reason why the warring factions can agree on this one 
point is that they all believe in the desirability of balancing, in the long run, 
the balance of payments. Disagreement on how large a supply of liquidity is 
adequate is disagreement on how long the long run should be. All economists 
seem to agree that in the long run, however defined, each country should 
maintain balance-of-payments equilibrium. 

Let me point out first of all that this is a moral doctrine. Our moral con- 
science tells us that it is not right for anyone or any country to get something 
for nothing—although that, precisely, is what an indefinite balance of pay- 
ments deficit implies. If the deficit is on the current account of the balance of 
payments, there is the further connotation that the country lives beyond its 
means and spends more than it earns, with all the moral disapprobation that 
this calls forth. It is all right to run a deficit temporarily, in an emergency, 
and as long as one’s reserves allow; but people consider it morally imperative 
that these reserves be finite and either of the kind that have been earned be- 
forehand or of the kind that must be repaid afterwards. This is the puritan 
ethic of international trade. What is wrong with it? 

What is wrong with it, I think, is that it is ethics rather than economics. 
Not only is it perfectly good economics occasionally to get something for 
nothing; it is or should be one of the economist’s main preoccupations. It is, 
indeed, the subject matter of welfare economics, To move from a non-optimal 
to a Pareto-optimum situation is the art of getting something for nothing. A 


* I am indebted to Professors Alvin H. Hansen and Abba P. Lerner for reading the manu- 
script and making many valuable suggestions. 
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more pertinent example of this art is public works to relieve unemployment, 
since these create something, a bridge, or a post office, or tidily raked leaves, 
whose social cost is nothing or less than nothing, zero or negative. 

If we must have a moral doctrine to govern our economic affairs, a much 
better one would be that no country be required to give up anything without 
receiving something, an adequate quid pro quo in exchange. This is a much 
less restrictive rule, more acceptable also to the economist; and we shall explore 
its implications in the following. 

The economist has no business to accept unquestioningly and to regard as 
self-evident dogma the desirability of long-run equilibrium in the balance of 
payments. There are times and situations when payments balance is, indeed, 
desirable; but its desirability must be established by economic argument and 
not treated as a premise. The functional approach to international finance is to 
forget about payments equilibrium in the long as well as in the short run and 
to ask instead whether it might not be possible to let each country have the 
kind of balance of payments that best serves its domestic goals whatever these 
may be: price stability, fast growth, full employment, or some combination or 
compromise of these. 

The reason, I suspect, why no one so far has bothered to ask this question 
is that the answer obviously is no. It is obviously not possible to let every 
country have the balance of payments it needs or wants. The developing coun- 
tries for example would probably show an insatiable appetite for payments 
deficits; and even according to the conservative estimate of a banker, Mr. 
Woods, president of the International Bank for Reconstruction and Develop- 
ment, they could absorb another $4.5 billion of unrequited imports per 
annum. But if it is impossible to satisfy every country, might there not be a 
compromise? There are deficit countries, such as the United States today, that 
make insufficient use even of their own resources and certainly do not need, 
and do not want, unrequited resources from abroad. And there are surplus 
countries that are happy with their surpluses, or at least not unhappy enough 
to try to eliminate them. Could not a system of international payments be de- 
vised to accommodate at least these countries? And if, in the process, some of 
the developing countries! desire for unrequited imports can also be satisfied, so 
much the better. 

À plan to achieve this will be presented in the following. It will call for the 
creation by a reformed International Monetary Fund of international paper 
money, to be made available to developed countries with unemployed 
resources against their national currencies to be held as security by the IMF, 
and against real resources to be given as grants to developing countries. But 
before discussing the detail of this plan, we shall first state its principles and 
show how they follow from the requirements of functional finance and the new 
moral doctrine enunciated on the preceding page. It is also worth noting here 
that the need for some such plan was first stated by a very practical and pol- 
icy-oriented expert in the field. 

Richard Cooper has argued, in contrast to most international-trade theo- 
rists, against the devaluation of the dollar (cf. [1]). He was afraid that this 
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might restore balance-of-payments equilibrium, which, he said, is not what we 
want—certainly not what we need and ought to want. His argument was that, 
over the past 15 years, the Western European countries (not to mention 
Japan) had a very fast rate of growth, unprecedented in Europe; and that 
this had much to do with their balance-of-payments surpluses, since .it was 
based on export-oriented expansion, which in these countries is more feasible 
than the expansion of domestic markets, which inevitably increases competi- 
tion at home. Their payments surpluses in turn were made possible by the per- 
sistent payments deficit of the United States, which she did not seem to mind 
as long as the outside world did not object, and which did not cramp her style 
of growth either during most of this time. Dollar devaluation might bring to 
an end this perfectly satisfactory state of affairs by worsening (eliminating 
the surplus in) the European and Japanese balances of payments. He hoped 
that we would be able to do better than that—devise some means whereby the 
Europeans and Japanese could continue their surpluses, we our deficits, and 
all of us our fast rates of growth. 

Let us now try to devise such a system. Deficit countries should certainly 
not be put under pressure to improve their balances of payments by means of 
restrictive policies that would lower either the level or the efficiency of em- 
ployment of their resource capacity, and so inflict a net loss on the world as a 
whole. Instead, additional international reserves should be created to accom- 
modate these countries, but made available to them only in exchange for 
goods and services. To exact payment in products for the newly created re- 
serves is to guarantee that they will be claimed, created and used only when, 
and only to the extent that unemployment or inefficiency exists in the recipient 
countries or would be created if such reserves were not available. For the so- 
cial cost of the products paid for the new reserves is zero or less than zero at 
times of underemployment (or when the alternative to producing them is to 
create underemployment) ; whereas it is quite high and likely to be considered 
prohibitive at times when their production would create or aggravate in- 
flationary pressures. At such times therefore the deficit countries would fear 
the inflationary pressures of the payment exacted for the new reserves; and, 
rather than obtain these, they would choose to eliminate the deficit through 
restrictive fiscal and monetary policies, more appropriate also to the domestic 
needs of the economy. 

The products surrendered in exchange for the newly created reserves would 
be available to fill part of the development needs of the developing countries; 
and their composition would have to be suitable for this purpose—a restric- 
tion that will be discussed further. 

The creation of additional liquidity, and its injection into the system 
through deficit countries short of reserves, would enable surplus countries to 
continue their surpluses if they wished to. At the same time, they could also 
eliminate their surpluses—and simultaneously slow or prevent the creation of 
additional liquidity—if they found either their surpluses or their reserves ex- 
cessive. A surplus country can always eliminate its surplus if it wants to (and 
much more easily than a deficit country can eliminate its deficit), by exchange 
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revaluation, by temporarily liberalizing imports, by special taxes on foreign 
tourists or foreign capital, to mention just the more agreeable weapons in the 
surplus country’s armory. By eliminating their surpluses, the surplus countries 
eliminate also the deficit countries’ deficits and thereby prevent their needing, 
and causing the creation of additional reserves. 

Under this plan therefore new reserves could be created only when there are 
countries with surpluses and deficit countries with unemployed resources, (See, 
however, p. 1217 below for an exception.) Since the new reserves would be 
made available primarily to deficit countries and only against products, these 
countries’ domestic and external troubles would be relieved at the same time. 
The products, obtained against and representing the real counterpart of the 
newly created reserves, become the unrequited imports of the developing 
countries, which can always use the right kind of imports from industrial 
countries with benefit to their economies. 

The one seemingly arbitrary element in this scheme is the transfer of prod- 
ucts from deficit to developing countries; and the equality of their value to 
that of the new reserves created (they could just as well be half or twice as 
great in value). 

This latter, however, also has its justification. To provide a country with 
new reserves and thereby allow it to run a deficit without drawing down either 
previously earned reserves or subsequently repayable credits amounts to giv- 
ing that country something for nothing. This can be done without a corre- 
sponding loss to other countries only when its acquisition of these new re- 
serves goes hand in hand with the production of output that would not be pro- 
duced otherwise. The best way to assure this is to require the country that 
wants additional reserves to surrender in exchange products at least equal in 
value; and it is a matter of equity to make these available to those most in 
need. | 

'The deficit country, however, which obtains the new reserves, is enabled to 
raise its output (or avoid restricting it) by an amount much larger than its 
new reserves. For its new reserves enable it to make foreign payments in equal 
amount; and these would equal only the additional imports resulting from the 
much larger increase in aggregate income and output. 

The difference between the additional output and that part of it which is 
surrendered in exchange for the reserves obtained resembles a Marshallian 
surplus and is a net gain to the deficit country. Hence the question whether 
this gain should be allowed to accrue to the deficit country or whether instead 
it should be transferred, wholly or partly, to the developing countries? In 
other words, should not $1 million of newly created reserves be sold at a price 
higher than $1 million worth of products? To answer this question it is best 
to ask first what would happen if the country in need of reserves would not be 
able to obtain them. It would then have to curtail its foreign payments by a 
like amount, which it could do by restricting aggregate output by a larger 
amount; larger in the ratio of the reciprocal of its marginal propensity to im- 
port. If this were the only way to curtail foreign payments, additional reserves 
that made the curtailment unnecessary would be worth more in terms of out- 
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put than their nominal value. Nevertheless, the recipient country should not 
be made to pay more than their nominal value for the new reserves, because 
there are also other and usually cheaper ways of curtailing foreign payments: 
trade restriction and administrative controls. 

When, for lack of reserves, a country curtails its imports through duties, 
quotas, or administrative controls, the consequent loss is the value of the im- 
ports foregone, plus the nuisance value and inefficiency such measures entail. | 
These latter costs, though real, are intangible and difficult to measure; and 
they may well be offset by the beneficial side effects of import restriction: the 
stimulus to and protection of domestic production. As a first approximation 
therefore, the loss created by import restriction may be said to be no more or 
not much more than the value of the imports foregone. Here, then, is the 
justification for selling newly created reserves to the country in need neither 
for more nor for less than the nomina! value of the reserves. 

Another argument for exacting payment in products for newly created re- 
serves is that it maintains the deficit countries’ balance-of-payments discipline 
for the occasions when this is necessary. It may seem paradoxical to argue for 
balance-of-payments discipline and adjustment and for reserve creation at the 
same time. After all, the latter's purpose is to avoid the need for adjustment. 
Payments adjustment, however, must not and cannot always be avoided; and 
an ideal system of international payments will both minimize the need for ad- 
justment and encourage and facilitate it. when adjustment is required. 

This combination of trying both to avoid adjustment when unnecessary and 
to encourage it when called for is the Scylla and Charybdis on which past re- 
forms have foundered. It seems very hard to provide reserves or extend credit 
to a deficit country without weakening its will to make payments adjustment 
in the future. Conditional credits seemed at one stage the solution to the di- 
lemma; but they too proved a broken reed. Yet, this will must be preserved in 
a world where payments adjustment is often necessary, always painful, and 
where the pain can only be mitigated by dividing the burden of adjustment 
between deficit and surplus countries. 

It is true that the deficit countries have for many years carried the main 
burden of adjustment, which makes one wonder if concern to preserve their 
wil to adjust is not misplaced or exaggerated. But the reason why they did 
most of the adjusting in the past was the world's deflationary bias, with more 
unemployment in the world than inflationary pressure. If new reserves are cre- 
ated as here proposed, they will not only relieve many deficits but eliminate 
much of the deflationary bias as well. In fact, my proposal may be regarded as 
an extension of Keynesian policy into the international sphere. While Keynes 
wanted to increase the supply of national moneys in order to lower interest 
rates and so stimulate investment and employment, I am proposing to increase 
the supply of international reserves in order to eliminate restrictive national 
policies when these lead, or threaten to lead to unemployment. 

If there were no deflationary bias in the world, the surplus countries would 
be under much more pressure to eliminate their surpluses; and for them to 
bear the main burden of adjustment in an inflationary world would be just as 
bad as its opposite. This is why the deficit countries must be made to earn 
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their reserves and pay for them in products. The social cost of these, and 
hence of the reserves, depends on the state of the economy; economists as well 
as the general public are likely to consider this cost prohibitive in inflationary 
times but worth paying and even beneficial in all others. 

Accordingly, the scheme as here outlined would enable deficit countries to 
obtain newly created reserves when there is unemployment but force them to 
make payments adjustment when inflation threatens. It would also put indi- 
rect pressure on countries with payments surpluses and inflationary pressures 
to take the initiative in eliminating both. 

This raises two questions. First, should not also surplus countries with un- 
employed resources be allowed to obtain additional reserves on the terms here 
outlined and so enabled to raise employment levels? Second, is it right to 
make newly created reserves available to countries with deficits and unem- 
ployment at times when these are due to an overvalued ee that has 
priced the country out of world markets? 

The answer to the first question is yes. If a surplus country DES this way 
of raising employment or considers its reserves so small that it wants to add to 
them faster than its surplus allows, there can be no objection to its buying 
more reserves against products if it can do so without harming other countries 
and even while benefiting some. This case may be quite important, because 
developed countries will find it easier to maintain employment by extending 
foreign aid than by stimulating domestic investment whenever they lack the 
amount and type of labor needed to man the new equipment that additional 
domestic investment would create (cf. [2]). 

The second question is tricky. One might argue that additional reserves 
should be made available only to countries in temporary payments difficulties; 
whereas a permanent payments disequilibrium, and especially one due to 
misalignment of price levels, should be remedied by exchange-rate readjust- 
ment. The principle of functional finance, however, may well give a different 
answer. 

Án overvalued currency often leads to both underemployment and pay- 
ments difficulties; but the country may nevertheless be reluctant to devalue its 
currency, for fear not only of losing face but also of worsening its terms of 
trade. Here is a real cost of exchange-rate readjustment, which must be 
weighed against the cost of producing the goods that would buy the new re- 
serves needed if exchange rates were kept unchanged. This, we argued earlier, 
involves no social cost at a time of underemployment—at least not in the 
short run. In the long run, other ways of raising the level of employment must 
also be considered; and, weighed against such alternatives, the opportunity 
cost of buying reserves with development aid is quite likely to be positive. 
Whether this cost will be greater or smaller than the cost of worsened terms of 
trade cannot be determined a priori; there might well be situations in which 
the country would prefer to keep its currency overvalued indefinitely and 
finance the resulting payments deficit out of newly created reserves paid for 
by products. There remains the question how the outside world would view 
such preference and behavior on the part of the deficit country. 

Other developed countries would probably accept and even prefer it. For 
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they usually regard a fellow developed country not so much as a market in 
which to buy as one in which to sell and as a competitor in third markets. 
They are quite likely therefore to live happily with its currency overvalued. 
As to the developing countries, as a group they would gain either way, per- 
haps more from development aid than from a slight improvement in their 
terms of trade. 

Having presented the bare bones of the plan and its economic justification, 
there remains to be added its monetary mechanism, the money veil so to 
speak. There are many different ways, of course, in which such a plan can be 
implemented; the following is just one example among many, chosen primari- 
ly for simplicity of exposition. 

Credit instruments (owned reserves) are preferable to credit, which is why 
the newly created reserves should be instruments of indebtedness, internation- 
al paper money, issued by the IMF against the security of member countries’ 
currencies. These Fund Obligations could be created only on the initiative of 
the countries desirous of obtaining them, though preferably subject to approv- 
al by the Fund. If a deficit country, such as the United States, wished to ob- 
tain, say, $1 billion additional reserves, her government would have to have 
the corresponding appropriation in its budget, so as to be able to hand over to 
the Fund $1 billion in U.S. currency. This would also have to carry a gold 
guaranty. Against the security of the U. S. currency, the Fund would issue $1 
billion worth of Fund Obligations, which would ultimately become part of the 
U.S. external reserve, acceptable and usable as equivalent to gold by all mem- 
ber countries of the Fund, (To assure this, central banks would have to be re- 
quired to hold Fund Obligations in prescribed minimum proportions to other 
reserves.) At first, however, the Fund Obligations would be restricted in use 
and handed over, not to the United States, but to the International Develop- 
ment Association. The IDA would use them to finance investment projects of 
developing countries approved by the IBRD's regular screening machinery as 
technically feasible and economically sound; but giving priority to projects 
least likely to generate hard-currency earnings and therefore least suitable for 
financing by loans. 

For the $1 billion would be used by IDA as grants-in-aid, not as loans. 
They would not be repayable but could be spent only in the originating coun- 
try (ie. the country against whose currency they were issued). In other 
words, they would be “tied gifts," although without restriction as to the 
commodities on which they could be spent within the country specified. 

Once the developing countries spent the $1 billion Fund Obligations in the 
originating country (the United States), they would become unrestricted re- 
serves, as good as gold, spendable and acceptable in all member countries. The 
delay with which the originating country would, under this arrangement, ob- 
tain the addition to her external reserves could be eliminated by the Fund's 
extending to her a line of credit repayable out of the new Fund Obligations as 
these are spent in, and so reach, the originating country. 

'This, in a nutshell, is the monetary side of functional international finance. 
The link it establishes between the creation of international reserves and the 
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granting of development aid, though often criticized, is a very natural one, 
with plenty of precedents on the national level. Money in the modern world, 
whether central-bank money or commercial-bank deposits, has always been 
earned by the people holding it, and paid for in terms of resources that were 
then made available to business and government to help national economic de- 
velopment. In an expanding world, the demand for international reserves is 
also expanding; and it makes good sense to fill this demand only against real 
resources that can contribute to development, At the same time, the newly cre- 
ated Fund Obligations would be backed in this plan by the gold-guaranteed 
currencies of the developed countries—an essential condition for establishing 
confidence in an international paper money. 

This advantage, however, comes at a price, For one thing, only developed 
countries would be able to buy newly created reserves from the Fund; for an- 
other, they could only buy these reserves through the cumbersome machinery 
of budgetary appropriation subject to parliamentary or congressional approv- 
al. Both restrictions have their justification, The only excuse for creating new 
reserves is the economic possibility of creating something out of nothing; and 
this is only possible when unemployed and re-employable resources are present. 
There is no point, however, in creating additional products that nobody wants, 
and no justification for creating new reserves against payment in such prod- 
ucts. This is why I propose to let the Fund create new reserves only against 
the currencies of countries that can pay for these reserves in products that 
developing countries want and need. 

As to reliance on the budgetary process when a deficit country wants to 
augment its reserves, this is a way to remind the public that there is no easy 
way out of payments difficulties. Imports and foreign investments alike must 
be paid for by exports; although there are times when these are easily spared 
and do not reduce domestic availabilities. Both these truths need to be stressed; 
and the budgetary process is the most likely to accomplish that. This is why 
it seems the best machinery for an orderly expansion of the world supply of 
international reserves and the best safeguard against inflation. 

This brings us to another apparent shortcoming of the plan: the tied nature 
of the aid, which is the counterpart of reserve creation. A tied gift, however, is 
very different from a tied loan and free from the latter’s shortcomings. The 
objection to a tied loan is that it can be expensive. Interest and repayment that 
seem reasonable in money terms may prove exorbitant and usurious when the 
debtor is forced to buy at the creditor’s high prices. By contrast, a gift, even 
a tied gift is unrequited generosity; and there is truth in the saying that one 
must not look a gift-horse in the mouth. 

The purpose of tying grants-in-aid is to confine their expansionary influence 
to the deficit country that has decided that its economy can afford the addi- 
tional exports and absorb the expansionary effects they entail. The tying of 
aid therefore is a safeguard against the inflationary influence of reserve creation. 

It is true that money is fungible and tying seldom 100 per cent effective. In 
this case, however, there are two guaranties of reasonable effectiveness. One is 
that such grants-in-aid would finance specific development projects and could 
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be spent only on goods and services needed for these. The other is the develop- 
ing countries’ desperate need for development aid, which assures that such 
grants-in-aid would become additional expenditure and not the xd 
financing of goods imported i in any case. 

It may be noted in closing that reserve creation as here outlined is acid 
and suitable for the secular expansion of international reserves in keeping with 
the needs of an expanding world economy. It would be too slow and cumber- 
some to deal with payments problems created by crises of confidence, which 
are best countered by bilateral (or multilateral) credit or swap arrangements. 

TIBOR Scrrovsky* 


* The author is professor of economics at the University of California, Berkeley. 
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Moral Suasion as an Instrument of Economic Policy 


Christopher Robin goes 
Hoppity, hoppity 
Hoppity, hoppity, hop 
Whenever I tell him politely to stop it, he 
Says he can’t possibly stop 
—A. A. MILNE 


In the fourth century, Emperor Julian the Apostate exhorted the merchants 
of Antioch to hold down wheat prices—with a spectacular lack of success [2, p. 
801]. Long lurking in the box of little-used policy tools, moral suasion ap- 
pears to be undergoing a modern-day resurrection. In recent years one can ob- 
serve both a marked increase in governmental (and particularly, presidential) 
suasion as a policy instrument as well as (at least) a superficial increase in its 
effectiveness. Recent examples of moral suasion are legion: the Kennedy-U.S. 
Steel and Johnson-aluminum, -copper and -steel industry confrontations; im- 
plementation of wage-price guideposts; top level mediation in labor-manage- 
ment disputes; “voluntary” curbs on foreign investment and travel; “jaw- 
bone" exhortations to business to pass the "savings" arising from excise tax 
cuts on to consumers; and many, many more. 

There is little evidence that moral suasion is being used wholly as a substi- 
tute for other instruments of economic policy. The increasing number and 
complexity of government policy objectives has led to increased use of all pol- 
icy instruments, monetary, fiscal, etc. As Tinbergen has demonstrated, the in- 
struments of policy must be at least as numerous as the number of policy ob- 
jectives [5, pp. 1-4], and one way of viewing moral suasion is that govern- 
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ment has grasped it as an additional instrument to meet its increasingly nu- 
merous economic objectives. But there are many objections that can be raised 
concerning the use of moral suasion as a major policy instrument. Moral sua- 
sion is inequitable in that it rewards noncompliance; it constitutes extra-legal 
coercion by government without judicial review; it is in violation of the “rule 
of law”; where promises, implicit or explicit, are involved, it entails the dan- 
ger of an overly familiar relationship between regulator and regulatee; its ad 
hoc character adds an additional and unnecessary element of uncertainty to 
business decisions; and it may frequently be used in lieu of (i.e., as an excuse 
for not implementing) more effective legislation. 

Indicting as this list may be, it does not prove that moral suasion is inferior 
to other types of policy instruments. All policies have opportunity costs both 
in terms of their administrative and enforcement costs as well as their alloca- 
tive effects on the economy. Whether moral suasion is inferior to other instru- 
ments or whether a partially effective moral suasion policy is even superior to 
a policy of doing nothing at all depends upon the relative costs and effective- 
ness of alternative policies and the value system within which the relative 
costs and benefits are weighed. 

The purpose of this paper is not to examine the ethical or political or even 
all the economic implications of this increasingly popular policy instrument. 
Rather, the objective is to point out the necessary conditions for moral sua- 
sion to be an effective policy instrument. It will be argued that (1) the neces- 
sary conditions for a moral suasion policy to be successful in achieving any 
desired goal constitute a special, not a general, case in the economy; and (2) 
the presence of these necessary conditions may well be promoted by existing 
trends in the economy so that over time we may expect to see a continued in- 
crease in both the incidence and effectiveness of policies implemented through 
moral suasion. 

Since the concern of this paper is with moral suasion only in the economic 
sphere, moral suasion will be defined here as the attempt to coerce private eco- 
nomic activity via governmental exhortation in directions not already defined 
or dictated by existing statute law. It is, in a sense, the extreme case of “rule 
of men" as opposed to "rule of law." 

The meaning of the appelative moral in the term moral suasion is not at all 
clear. (Whoever heard of an economic policy of immoral suasion?) Possibly 
the purpose of the appelative is to distinguish pure moral suasion, an appeal 
for altruistic behavior, from other types of persuasion which are backed by 
threats of punishment and/or promises of reward. However, as a practical 
matter, pure moral.suasion rarely has been used as serious economic policy.! 
Also, it is not at all clear how altruism enters utility functions, if in fact it 
ever does. Fortunately, the question of the degree to which altruistic consid- 
erations influence economic behavior is not crucial, for the basic difference be- 
tween moral suasion and direct suasion via the "rule of law" is not the threat 


* An exception might be appeals to patriotism in times of national emergency. The “Buy 
War Bonds” campaign of World War II, for example, was rather successful. To be sure, there 
were other incentives provided via rationing policies and in the interest paid on the bonds. 
But the interest rate was not raised. 
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of punishment or promise of reward. Rather, it is that punishment does not 
automatically and uniformly fall upon the (apprehended) noncomplier .to 
moral suasion as it does upon the violator of statute law. For where moral 
suasion is buttressed by implicit or explicit threats, even if the policy fails, the 
threats might not be carried out, and if only a minority does not comply the 
moral suasion policy is likely to be deemed a success, and no follow-up action 
is required or taken. (The immorality of moral suasion is quite clear here. It 
rewards the noncomplier and punishes the socially cooperative and conscien- 
tious.) Although, in some unworldy sense, moral suasion might carry with it 
no threat of punishment or promise of reward, in a real sense, if the policy 
constitutes anything more than innocuous pontification to the economy as a 
whole, it carries at a minimum the implied threat of future legislation. In ad- 
dition, the threat of fully utilizing existing regulatory powers; the danger of 
incurring government displeasure and inspiring legal prosecution on complete- 
ly unrelated grounds; the possibility of being pointed out for public ridicule 
and abandonment or the Promise of reciprocating favors may also play a role 
in instances of moral suasion, both successful and unsuccessful. 

Assuming intelligent government; moral suasion is exerted in the economic 
sphere only in instances and directions which promote the national economic. 
welfare (as viewed from the government’s objective function). Assuming ra- 
tional, profit-oriented economic units, existing private economic activity is al- 
ready maximizing each unit’s own economic welfare. The sphere for moral 
suasion, or any other economic policy, is where individual profit-seeking activ- 
ity does not maximize the national welfare, i i.e., where the particular and the 
social interests diverge. Thus, moral suasion must encourage private economic 
units to undertake actions which are unprofitable and which they would not 
undertake otherwise. 

It is worth noting that the strongest protagonists on the one hand and the 
strongest opponents of moral suasion policies on the other, both in the ab- 
stract and on particular i issues, use the lack of one or the other of the above 
assumptions as the main foundation of their position. Proponents of moral 
suasion argue that it is to the long-run benefit of private units to comply with 
the government persuasion ("What's good for the United States is good for 
General Motors . . .") implying that private units are presently acting irra- 
tionally and not maximizing (long-run) profits, On the other hand, opponents 
of moral suasion argue that government's position is misguided; that in fact 
compliance with government wishes would not increase national welfare (“.. 


" „and vice versa"). It is not in the national interest, they argue, to hold down 


aluminum or steel prices to “subsistence levels" or to take firemen off trains, 
etc; Neither side addresses itself to the only real.dilemma: the situation where 
both government and private units are acting rationally in the light of their 
own objective functions. In. what follows, intelligence and rationality are as- 
sumed on the part of all parties! Eschewing from this discussion the cases 


*'To discuss moral suasion in any other context is in reality to discuss education, itself. 
Although not of direct concern here, the educational aspect should not be ignored. Educa- 
tion may be good even if it masquerades under the title of moral suasion, and educational 
benefits are frequently used to justify—or rationalize—moral suasion policies. This is the 


COMMUNICATIONS 1223 


where government policy is in fact not promoting the national economic wel- 
fare or where private activity is in fact not maximizing each individual unit’s 
welfare in no way defines away the problems involved in implementing eco- 
nomic policy through moral suasion. On the contrary, it only disjoins those 
dilemmas which can be potentially resolved through intelligent and rational 
discourse from the dilemmas in which private and public objective functions, 
rationally and intelligently arrived at, are still in conflict. 

Within this frame of reference, it can be somewhat tautologically asserted 
that moral suasion can be an effective economic policy whenever the expected 
cost of noncompliance is made to exceed the cost of compliance. However, 
there are conditions which must exist in order to so design a moral suasion 
policy, and these conditions severely limit the size of the set of potentially 
effective moral suasion policies. There are two necessary conditions for the 
success of a moral suasion policy. The first is a long-run condition only; the 
second is both short- and long-run. 

1, The public must support the government’s position. Strong involvement 
with the public interest increases both the scope for altruism as well as the 
probability that threats will be carried out, A glare of publicity can increase 
the power of persuasion ex ante (by increasing the expected cost of noncom- 
pliance) and the degree of censure on non-compliers ex post. However, this is 
only a necessary condition for an effective moral suasion policy in the long 
run, for fear of public displeasure is only one of the possible threats or prom- 
ises with which government might back a moral suasion policy. In the short 
run it may be possible to establish sufficient expectations of other costs for 
noncompliers. But in the long run, given that economic policies are made in a 
democratic framework, the public must support these policies politically. This 
is particularly true when moral suasion is used recurrently against the same 
group. 

2. The populations to be persuaded must be small. Moral suasion appears 
to be completely ineffective when exerted upon a large population. Fewness 
makes noncompliers readily identifiable and places responsibility for the suc- 
cess of the policy specifically and directly upon a small number of individual 
units so that credit for success, or blame for failure, can be levied. The anal- 
ogy with central banking practices in the United States and England is an ob- 
vious one. Moral suasion is a cornerstone of English, but not U.S. monetary 
policy, presumably because in England there are only five major banks which 
need to be persuaded. A noncooperator can be immediately identified and held 
up for censure. On the other hand, the Federal Reserve uses a superstructure 
of legalistic controls to pursue the same ends. There are too many commercial 
banks to identify culprits. 





case with the wage-price guideposts, for example. The function of mediators in labor- 
management disputes is usually explained on educational grounds as well. Similarly the re- 
verse case, in which government is in some sense misguided, is not an irrelevant one. The 
government is not tutelar nor infallible and its objective function is not necessarily equivalent 
to the national welfare. Yt is not necessarily equivalent to anything even remotely approaching 
it. Rather it is more equivalent to some such concept as the majority opinion or the com- 
promise of the majority power. 
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Furthermore, with only five banks, not only are the effects of the actions of 
any one bank readily visible, but any one bank itself may determine the suc- 
cess or failure of the policy. When there are many thousands of units, thou- 
sands may refuse to cooperate and the policy may still be deemed a success, 
and no retaliation is levied on noncooperators. In sum, as the size of the popu- 
lation to be persuaded decreases, the probability that punishments will actual- 
ly be levied on noncompliers increases. 

The necessity for a small population to be persuaded is particularly appar- 
ent in cases of divergent firm and industry interests, for here the opportunity 
cost of compliance for any one unit increases as the number of units which 
comply increases. In essence, the greater the number of compliers, the greater 
the cost of compliance. This is the composition problem familiar in agriculture 
where it may be to the interest of all farmers to cut production in order to raise 
price, but not to the interest of any one farmer to do so. If the short-run aver- 
age cost curve is flat, then a small number of noncompliers can produce the 
market share relinquished by a large number of compliers. Contrariwise, if the 
average cost curve is U-shaped, then cutting output can raise costs to com- 
pliers. In either case, compliers quite likely Jose absolutely and always lose rela- 
tively to noncompliers. For moral suasion to be effective here it must impose a 
high probability of punishment on noncompliers and for this, as I have 
argued, fewness is necessary. 

Fewness also implies a closer and more direct correspondence between indi- 
vidual action and public interest. If the cost of compliance is small and the 
fewness condition is met, moral suasion backed by altruism alone might be 
effective. 

The failures of modern day programs for business to voluntarily restrict in- 
vestment and banks to curtail credit abroad; for vacationers to restrict their 
tourism abroad; or for business to pass on to consumers all “savings” from 
excise tax cuts can be credited directly to the fact that the population which 
the government was attempting to persuade was too large.’ (This was Emperor 
Julian’s problem also.) On the other hand, government’s relative success in 
imposing the wage-price guideposts in specific oligopolistic industries and in 
high-level mediation of labor-management disputes can be credited to the fact 
that the fewness condition was met. . 

The fewness condition imposes a severe limitation on the applicability of 
moral suasion as an instrument of policy, and it cannot be artificially satisfied 


* One possible exception to the fewness rule, although again associated with a time of 
national emergency, was the implementation of the Defense Production Act during the 
Korean War [3, pp. 196-97] [3], [6], [7]. One aspect of this act, administered by the 
Federal Reserve, was for voluntary restraint by lending institutions in extending credit for 
nonwar and nonessential purposes. It is generally considered to have been a successful policy 
reaching a pinnacle of success when investment banks refused to handle state bonds issued to 
finance a veterans’ bonus. The reasons for the relative success of this policy are probably: 
(1) patriotism in time of war may be a temporary exception to the fewness rule; (2) there 
was an attempt to achieve fewness by administering this program via regional Credit Re- 
straint Committees consisting of representatives of local lending institutions; and (3) given 
the existing demand for credit at this time, the cost of compliance may have been so small 
that & negligible cost imposed on noncompliance could make the policy effective. 
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by arbitrarily delineating a small population to be persuaded. Generally, the 
population to be persuaded must be as large as the population which policy- 
makers desire to affect. One cannot, for example, successfully exert persuasion 
on some of the firms in a given industry to cut prices, The exception of course 
is where persuasion is exerted on only the price leader of an oligopolistic in- 
dustry; and such industries meet the fewness condition by definition. 
Fewness also implies the existence of sufficient market power to affect the 
public interest. Given that some level of restraint is required on economic ac- 
tivity, insofar as competition declines as concentration increases, substitute 
restraints must come from either increased governmental controls or from 
moral suasion. This offers a possible reason why we have observed and may 
continue to observe increasing use of moral suasion as an economic policy. 
Greater concentration in the economy increases both the effectiveness of moral 
suasion as well as the need for restraining policies.* In addition to concentra- 
tion generally, the continuing growth of firms into national vis-à-vis regional 
markets in response to transportation and other technological improvements 
encourages the use and promotes the effectiveness of moral suasion. Concen- 
tration in the national market meets the fewness condition far better than 
does an equal degree of concentration in regional markets. In the latter, iden- 
tification with the national interest is not close; a moral suasion policy is more 
difficult to administer; the probability that implied punishments will actually 
be levied is much less; and insofar as intermarket competition exists on at 
least the regional boundaries, the need for restraining policy is less as well. 
The geographic organization and regional bargaining practices of many labor 
unions, for example, might explain why labor is (as many argue) less suscep- 
tible to moral suasion than is business whose markets are more likely to be na- 
tional in scope. Increasing concentration and rise of firms into national mar- 
kets along with the increasing involvement of government in the economy, a 
possibly more representative government in a more complex economy, and a 
strong desire to maintain “free institutions” even where they may conflict 
with other policy objectives, undoubtedly explains the rise in popularity of 
policies implemented through moral suasion. 
J. T. Romans* 


*1t is well known that the evidence in support of the view that concentration is increas- 
ing in the economy is not overwhelming, The state of the art of measuring industrial con- 
centration is such that the results depend upon the particular measure and time interval 
adopted. In terms of the long run and in terms of expansion and concentration in the 
national market, however, the evidence supports the view that concentration is increasing 
[1] [4]. 


* The author is assistant professor of economics at the State University of New York at 
Buffalo. He is indebted to his colleagues at this institution and also to Daniel Garnick and 
Robert Spitze for critical comments. 
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The Supply of Storage Revisited 


€... prices quoted at one time in a futures market, for two dates of 
delivery, stand in a relation which in general does not reflect expectations 
regarding events that may occur between the two delivery dates." So 
stated Holbrook Working [12, p. 1255] in his fundamental article on the 
price of storage. 

Working illustrated his point in terms of the U.S. wheat market. It is 
typical during a crop year following a relatively sparse harvest that the May 
(pre-harvest) wheat futures contract will trade at & premium over the Sep- 
tember (post-harvest) future. To Working, the magnitude of this premium 
was in general not a function of either the expected size or the expected 
timing of the forthcoming harvest: ^ .. . the price of May wheat (in April, 
let us say) is above the price of wheat for September delivery because the 
last crop was small (perhaps the carryover from still earlier crops was small 
also, contributing to the effect). So far as suppliers are concerned, it is only 
supplies already in existence which have any significant bearing on a current 
inter-temporal price relation of this sort” [12, pp. 1255-56]. This observa- 
tion was based at least in part on some of Working's earlier empirical find- 
ings [10] [11]. 

Working’s hypothesis is particularly useful because it places in proper 
perspective the dominating role which stocks play in determining inter- 
temporal price relationships (i.e. relationships between expected prices for 
the delivery of a commodity at different points in time). On the other hand, 
insofar as it reflects the consideration of a special case, the hypothesis is 
incomplete and in part misleading. An investigation of this point not only 
clarifes the theory of intertemporal price relationships, but what is of 
greater interest, it also yields a theory explaining the dynamic behavior of 
commodity spot prices. 


I. The Supply of Storage 


The fundamental relationship which gave rise to Working’s hypothesis is 
the "supply of storage" curve, illustrated in Figure 1. For very low current 
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inventory levels, the spot price of a commodity is at a substantial premium 
to the forward price as a reflection of the high marginal “convenience yield” 
which the aggregated processors and merchants gain from holding the small 
aggregate inventory. The convenience for manufacturers comes in the form 
of avoiding plant closings, and maintaining at least a modicum of cost cover- 
age against finished product price quotations. For merchants, stocks are 
necessary for a continuing flow of trading. As the aggregate inventory in- 
creases, the marginal convenience yield declines to zero, and the expected 
forward price exceeds the spot price by carrying costs (warehousing fees, 
insurance, shrinkage, etc.). Finally, given very large aggregate inventory 
levels commodity holders can be induced to carry additional stocks only 
by the expectation of a return, or risk premium, for so doing." 








Ty 


P—- SPOT PRICE 

pb EXPECTED PRICE AT TWE t FOR 
DELIVERY h TIME UNITS IN THE 

I—-AQQREGATE INVENTORY 

C—- CARRYING COSTS PEA UNIT TIME 


FIGURE 1. SUPPLY OF STORAGE CURVE 


The supply of storage curve portrays the expected price change over 
some finite interval as a function solely of the current aggregate inventory 
level, 


(1) Zale 


where, 
J= Supply of storage function for an interval of k time units.? 
The interesting point is that equation (1) is questionable on both the- 
oretical and empirical grounds. 
First, the hypothesis involves something of a logical inconsistency. Con- 


1 See Working [12] and Brennan [2] for more detailed discussions of the supply of storage 
curve. The supply of storage function presented and discussed here relates to a market devoid 
of futures trading. The introduction of futures trading into a commodity market tends to flat- 
ten the supply of storage curve somewhat by virtue of the fact that such trading allows addi- 
tional persons (i.e., futures speculators) to own stocks during times of surplus, and to supply 
stocks during times of shortage. But the general shape of the curve shown in Figure 1 remains 
unchanged. For discussions of the role played by futures trading in supply of storage theory, 
see Cootner [4] [5], Stein [8], and the author’s dissertation [9]. 


2 We are assuming here that expected consumption over the horizon interval, 4, is constant, 
since the convenience yield of the inventory is clearly a function of the amount of coverage it 
provides for expected needs. Relaxing this assumption would complicate but leave essentially 
unchanged the arguments which follow. 
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sider equation (1) written for a general time interval in the pattern of price 
expectations,’ starting at horizon time, k, and having a length, dh: 


X À--dÀ *À 
(2) zn fa) 


where, 


P*^— Expected spot price h months in the future; 
k= Horizon time of initial expectation; 
dh — Interval between expectations; 
I**— Inventory level expected À months in the future. 


Now if we let dh approach zero, so that the inventory level can be assumed 
to remain constant over the very short interval, dh, we have, 





(3) 


where, 

f=Incremental supply of storage function. 

Then the supply of storage function linking the spot price with the price 
expected at some non-zero horizon time can be derived as follows: 


(4) ene ae f. paan 


But since the expected spot price at a zero horizon (P;**) is simply the spot 
price, we have the general supply of storage function for a specific horizon,‘ 


p. =? 
(5) ae f a 


That is, the spread between the spot price and the price expected al some 
future time is a function of expected inventory behavior over the intervening 
interval. 

Figure 2 provides an empirical example of the effect of changes in inven- 
tory expectations on intertemporal price relationships. The context is the 
cocoa market, and futures prices are used instead of expected spot prices. 
During the 1959-60 autumn and winter period, market estimates of the size 


3 The rationale for writing equation (1) in this form is that if equation (1) explains the inter- 
temporal price difference between the present and some future time, then with a suitable re- 
placement of variables, it should also explain the intertemporal price difference between two 
future points in time. This is akin to Muth’s “rational expectations" hypothesis: “‘. . . expec- 
tations, since they are informal predictions of future events, are essentially the same ns the pre- 
dictions of the relevant economic theory" [6, p. 316]. 

! 'To my knowledge this formulation is original to Samuelson [7, pp. 217-18], though he did 
not put it in quite this way. 
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FIGURE 2. Cocoa FUTURES Prices, NovEMBER-DECEMBER, 1959 


of the African main crops being harvested increased significantly. The 
result was a decline in the entire futures price structure during the interval 
from mid-November to mid-December. The crops did not become fully 
available to the market in time to prevent a relative shortage during Decem- 
ber; hence, the existence of inverse carrying charges between the December 
and March futures, at both of the illustrated dates. But the increase in crop 
expectations was large enough to cause the market to shift from expecting 
a continued relative shortage after December to expecting something of a 
surplus. This shift in expectations is indicated by the shift in spreads be- 
tween the successive futures beginning with March, from inverse carrying 
charges in November to positive carrying charges in December, 

Equation (1) is a special case of equation (5) in that it relates to those 
Instances which arise, especially in the case of an agricultural commodity 
with a highly lumped harvest, where the expected future inventory pattern 
during a large portion of each season can be approximately stated in terms 
of the current inventory level (e.g., after the harvest the inventory tends 
continuously to decline until the next harvest). That is, one can write, 


k 
(6) Ie = gl h) 
which when substituted in equation (5), yields 
Pi — Py 


1 À 
(7) ME acr J figs A) \dh 
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which is consistent with equation (1) and Working’s conclusion if, 
1 A 
(8) — A) =— | fles Ya 
0 


where, 


f, — Supply of storage function for an interval of 5 time units; 
f=Incremental supply of storage function. 


II. The Spot Price Function 


The supply of storage theory embodied in equations (3) and (5) explains 
the behavior of intertemporal differences in price expectations in terms of 
expected inventory behavior. But as was indicated earlier, the supply of 
storage concept is also useful in explaining dynamic spot price behavior, 
given certain further assumptions. 

Consider the following system of equations describing & general com- 
modity industry: 





(9) C, = C — b(P; — P’) 
(10) | H, = Ht -- ei 
(11) L-14 f Codi 

0 

*h 
aP 
(12) 2 = a(l} — I9) 
where, 
b> 0; a> 0; Ct = H’; 
and, 
C= Consumption 


P = Spot price 
H = Production (harvest) 
I= Inventory 
P*4= Price expected at horizon interval, A (i.e., at time==i-+&) 
I**-— Inventory level expected at horizon interval, A 
P*— Equilibrium price 
C* — Equilibrium consumption 
H*— Equilibrium production 
I*- Equilibrium inventory 


The harvest rate is postulated as varying randomly about a constant 
(equilibrium) rate. The equilibrium values of price and consumption are so 
named because, when price is at its equilibrium value, consumption is at its 
equilibrium value and is equal to equilibrium production. When the ex- 
pected inventory level is at its equilibrium value in the supply of storage 
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function—equation (12), which is a linear version of equation (3)—the 
expected price remains constant. 

Now we can solve the above model for the expected future behavior of 
price and inventory, if we assume that expected consumption is related to 
expected price by equation (9), that expected production is constant at H’, 
and that expected inventory behavior can be derived according to equa- 
tion (11): 


(13) Cr =C — B(P; — P’) 

(14) Hy, =H =C 
À 

(15) T ach f (i, 2350, dh 
t 


Taking the second derivative of (15) with respect to k, we have, 


(16) i = —— H, ——C; 


(17) —- Ii — abl, = — abl’ 


which, given the inventory at the beginning of the expectation period (i.e., 
I, the current inventory), and the restriction that both a and b must be 
positive, has the stable solution,’ 


(18) jv = I + (Ty — I)e 


so that, as the horizon becomes large, the expected inventory approaches 
the equilibrium level. Substituting (18) into (12), and integrating with 
respect to A, yields,’ 


Fk *0 ^ 
(19) P, = Pi + | edi — I)e dh 
0 


* These assumptions are a direct application of Muth’s rational expectations hypothesis, in 
that the expected future values of the variables in the system are interrelated in the same man- 
ner as are the actual values, The random element in production is not predictable, and is 
assumed constant at its (zero) expected value. 


6 This is only one of an infinite set of possible solutions to equation (17), given the initial 
inventory level and no other boundary conditions. This particular solution is based on the 
behavioral assumption that for very large values of k, the inventory will be assumed to be 
approximately at its equilibrium level. This is the only solution to equation (17) which does 
not eventually lead to an exponential explosion in the values of the system’s variables, which 
explosion would involve the implausible combination of price and inventory values simul- 
taneously either both above or both below their respective equilibrium levels on a continuous 
basis 


T Note that equations (18) and (19) constitute a special case of equations (6) and (7). 
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or, 
a mE 
(20) Pi pid. 7 nee: 


Now the expectation that the inventory will approach its equilibrium 
level implies that the price is expected to approach some constant level (see 
equation [12]), and this must be the equilibrium price level since a con- 
stant inventory implies a consumption rate equal to the production rate.® 
Therefore, allowing the horizon time, k, to become large in equation (20), 
we have, 


a 
(21) Asc a 
- OF, 
a 
(22) ase Ec (I, — I’) 


Within the confines of our special case, this result is of great importance. 
It says that if: (a) in arriving at their expectations people assume that 
expected behavior is generated by the same equation system that they feel 
generates actual behavior (ie., Muth's rational expectations hypothesis 
holds), and (b) people behave as if their expectations were certain to come 
true (i.e., their expectations constitute certainty equivalents), then the cur- 
rent price js a function of the current inventory level alone.? 

Now consider a generalized version of equations (9) through (12), such 
that both consumption and production are functions of lagged price (as is 
likely to be the case in general), and the supply of storage curve is curvi- 
linear. A general solution of the resulting equation system is no longer 
attainable (the differential equation corresponding to (17) becomes high 
order and non-linear). Nevertheless, given certain behavioral assumptions 
about the generation of expectations in actual commodity markets, we can 
rescue some of the potential generality of equation (22). 

First, it is common in commodity markets for there to exist published 


8 Samuelson [6, pp. 211-19] shows that this stability characteristic of a model having the 
general form of equations (18) through (21) holds as long as the demand curve has a negative 


slope, 
dC,/dP, < 0 for all P, 


and the supply of storage curve has a positive slope, 


ah 
a dP t A 
sal oe | -0 forall 


and the behavioral assumption footnoted above is made. 

* Using similar assumptions, Beckmann [1, p. 10] reaches a similar conclusion. While the 
model presented above is continuous and linear, Beckmann’s model is discrete and non-linear 
(he in effect uses a kinked supply of storage function), but the results are analogous. 
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foreeasts of production and consumption (and therefore inventory) be- 
havior over some finite horizon period, usually one year or less. These ex- 
pectations can be substituted into equation (5) to yield a relationship 
between the spot price and the price expected at the end of the finite hori- 
zon interval, hı, 


(23) Der = Í "ardh 


where, 
P=Spot price; _ 
P* = Spot price expected at horizon time, h; 
I**= Inventory expected at horizon time, 5. 


Now if the expected behavior of the inventory over the horizon interval can 
be approximately stated in terms of its beginning value (J) and its ending 
value (/*^) in such a way that equation (23) is integrable, then we have the 
approximation, 


(24) Pi = Py — Ph(I, I*h) 
where, 
Al : 
(25) Pc y= Í fs dh 
Ü 


Second, if we can further assume that after the end of the horizon inter- 
val, Ai, both the price and inventory are expected to approach gradually 
their expected equilibrium values,? then again using equation (5) we can 
write, 

(26) PIER] fü 


Ay 


And if the expected behavior of the inventory over the period after hı can 
be approximately stated in terms of its expected values at Ai({**") and ta 
infinity (7*, its expected equilibrium value) in such a way that (26) is 
integrable then we have, 


hy XA; 


(27) Pi) = Py — F*(l IQ 


10 Jf the characteristic dynamic behavior of the actual commodity system is not purely 
damped, this assumption may violate Muth’s rational expectations hypothesis. For example 
the lag structure of the system may be such as to generate long-run fairly damped (i.e., irreg- 
wlar) oscillations around an equilibrium state in response to exogenous random disturbances. 
But if the system structure is complex enough to generate oscillations, Muth’s hypothesis that 
market expectations are based on an awareness of that structure (at least to the same degree 
that economic theorists are aware of the structure) may be unreasonable. As long as the oscilla- 
tions are fairly damped around relatively constant equilibrium values, it may be more reason- 
able to assume that market participants at any point in time expect the system variablea to 
approach equilibrium in a purely damped (non-oscillatory) fashion. 
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. where, 


(28) 


Fe(II) = IE *dh 


Combining (24) and (27) yields, 


(29) 


mAy 


Pi= P, — F^(I, pn )— Fed: , 


Again within the limits set by the underlying assumptions, equation (29) 
is potentially of fundamental importance. It indicates that the spot price 
can be approximately stated as a function of the current inventory, the 
market’s inventory forecast for some finite horizon, and the expected long- 
run equilibrium levels of price and inventory. 


F. HELMUT WEYMAR* 


* The author is an economist with National Biscuit Company. This paper presents part of 
the results of thesis research carried on at MIT, and is in large measure the outcome of several 
provocative discussions with Professors Paul H. Cootner and Paul A. Samuelson. 
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Hidden Unemployment 1953-62—A Quantitative 
Analysis by Age and Sex: Comment 


In a recent article in this journal [1] Thomas Demburg and Kenneth Strand 
presented a labor market model which was used to estimate hypothetical labor 
force participation ratios and unemployment rates by age and sex for the 
years 1954 and 1962 under assumed conditions of 4 per cent total unemploy- 
ment in both years. Their estimates of the distribution of unemployment at 4 
per cent total unemployment showed a heavier concentration among young 
and old males and all female groups (marginal workers) in 1962 than in 1954, 
supporting one conclusion that “The economy has not yet been able to adjust 
to the sizable shifts in the structure of the labor force that have taken place 
over the decade." This is an important finding. I submit, however, that it does 
not necessarily follow from the model which the authors presented. 

Before elaborating, it will be useful to review first certain aspects of the au- 
thors’ basic equations. Their estimates of unemployment in the model derive 
from two separate sets of equations on employment and labor force participa- 
tion by age and sex. The underlying data used in estimating the equations 
were divided into 14 age-sex groups using monthly observations for the period 
1953-62 inclusive. The labor force and employment equations took the follow- 
ing forms, respectively: 


s (Li/P), = a t a.(E/P); + a, (X/P) nua t ag (1/P)1 + a Ci/P), TO 


d) (Ei/P), = b +b,(E/P)e + b (I/P), + b,(Pi/P), +r, where 
Li/P is the ratio of labor force in age-sex group $ to total working-age 
population; 
E/P is the aggregate employment-population ratio; 
X/P is the ratio of new unemployment compensation exhaustions to total 
population; 
1/P is the reciprocal of total population; 
Pi/P is the ratio of population in group i to total population; 
. Ei/P is the ratio of employment in group i to total population; and r is a 
residual-error term. 


In a third equation the authors explained the exhaustions ratio in the cur- 
rent period as a function of lagged employment and lagged exhaustions ratios. 

'The above coefficient a, captures the response of group labor force to total 
employment, while b, captures the response of group employment to total em- 
ployment. The reciprocal of population accounts for trend in the dependent 
variables in both the labor force and employment equations, while the vari- 
able Pj/P measures the effect of relative population shifts. The exhaustions 
ratio attempts to take account of the pressure on additional workers to enter 
the labor force before unemployed primary workers use up their unemploy- 
ment benefits. 

Consistent with earlier findings [2] [3] [4] [5] [6], the authors found 
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that the labor force ratios of marginal workers were strongly and positively 
related to aggregate employment, while the labor force ratios of prime-age 
males were relatively autonomous. The employment of all age-sex groups was 
shown to benefit in varying degrees from rising aggregate employment. Com- 
bining the results of the labor force and employment equations yielded the net 
unemployment outcome, which in the authors simulation clearly showed the 
growing disadvantage of marginal workers vis-à-vis primary workers. 

Of main concern here are the age-sex employment equations, particularly 
the magnitude of the coefficient b, which captures the response of group em- 
ployment to total employment. The Dernburg-Strand correlations were run on 
the period 1953-62, but the average total employment-population ratio in the 
regression period was below its 1955-57 levels when the overall (officially re- 
ported) unemployment rate was about 4 per cent. The value of b, in the em- 
ployment equations is in fact consistent with a total unemployment rate in the 
decade averaging 5.2 per cent. It is apparent, therefore, that b, is measuring 
the response of group employment to total employment in a loose labor mar- 
ket characterized by high overall unemployment. Nevertheless, the authors 
drew upon this coefficient to simulate employment by age and sex in a tight 
labor market characterized by an assumed 4 per cent total unemployment 
rate. By so doing, they are implicitly assuming that the response of group em- 
ployment to total employment does not vary in different stages of the cycle. 
Since the correctness or incorrectness of this assumption is critical in estimat- 
ing the distribution of both employment and unemployment, it should not go 
unchallenged. Contrary to Dernburg and Strand's implicit assumption, one 
might well expect the relation of group employment to total employment to 
vary by stage of cycle. 

To give one illustration: suppose that, as the economy moves from a 5 per 
cent to a 4 per cent or lower total unemployment rate, the available supply of 
experienced primary workers begins to grow short. At some point, to satisfy 
their labor needs, employers step up their inservice training programs and ac- 
celerate the upgrading of available marginal workers. At the same time, as 
more jobs become available, workers may become more willing to take advan- 
tage of education and training opportunities. If such adjustments are triggered 
or accelerated by a tight market situation, then one would expect employment 
to flow more rapidly toward marginal workers as they are substituted for 
scarce primary workers. Hence, the coefficient 5, in eq. (2) would be greater 
for marginal workers in a tight market than in a loose market, and smaller for 
primary workers in a tight market than in a loose market. (The less apparent 
possibility that the response of labor force to total employment might vary in 
different stages of the cycle, which would also influence unemployment, will be 
dealt with below.) Other things equal, a larger share of total employment 
going to marginal workers in periods of low overall unemployment would re- 
duce their unemployment relative to primary workers. In this event, the esti- 
mated "full employment?" distribution of unemployment in 1954 and 1962 
could be quite different from the Dernburg-Strand results, 

The hypothesis that group employment ratios vary in relation to total em- 
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ployment ratios in different stages of the cycle can be tested by dividing up 
the postwar employment experience into cycle stages, with each stage repre- 
senting a different degree of labor market tightness. For this purpose the fol- 
lowing simple variation of the Dernburg-Strand employment equation was 
tried, using seasonally adjusted quarterly data for the period 1947(Q4)- 
1965(Q1): 


(3) (E+A/P); = a - b(E--A/P); + b(E--AfP)n.... 
+ b (E- A/P)y + beT, 


where A is armed forces, T is a trend term, the numerals I-IV referring to suc- 
cessive stages of employment expansion, with stage V including recessions. 
Thus, (E-- A/P), = (E+A/P) in those selected periods of the cycle desig- 
nated as stage I and (E+A/P); = O in all other periods; (E+A/P)n = 
(E+A/P) in stage II and (E-- A/P);; = 0 in all other periods; etc. A given 
stage can include observations from more than one employment cycle, in which 
case the character of demand in the separate cyles is averaged out to some 
extent. In order to gain sufficient observations for each of the independent 
employment variables, the analysis was extended back to 1947 and forward 
to 1965. Since this longer period contains the Korean War, armed forces were 
added to employment in an attempt to correct for the distortions evident in 
the employment data in the early 1950's, which amounts to the assumption 
that most persons in the armed forces would have been otherwise employed. 
The inclusion of armed forces does not seriously affect the net regression co- 
efficients in nonwar periods where fluctuations in employment dominate. 

Partly because of the ready availability of certain data, eq. (3) differs in 
several respects from Dernburg and Strand's employment equation (aside 
from the stage-of-cycle divisions). But these differences are restricted to popu- 
lation or trend expressions which change but gradually over time, and which 
are generally not correlated with the business cycle. Specifically, eq. (3) ig- 
nores the Dernburg-Strand population variable Pi/P; uses T rather than 1/ 
P for trend; and expresses group population in the denominator of the depen- 
dent variable in place of Dernburg and Strand's total population. There is no 
reason to expect that these specification differences, which involve secular 
influences only, would affect the relative difference between the stage-of-cycle 
coefficients b, . . . bs. Accordingly, of sole concern here is simply 
the question of whether or not there is any significant difference between the 
stage-of-cycle coefficients in each age-sex group. True, the addition of secular 
variables or their respecification in the stage equation would no doubt 
influence the level of the net regression coefficients, so no conclusions will be 
drawn based on such levels in the stage equations. 

A description of the five cycle stages used in eq. (3) follows. The selection 
of stages was guided by observing the behavior of both the aggregate employ- 
ment-population ratio and the total unemployment rate as indicators of labor 
market tightness. In the four expansion stages the aggregate employment ratio 
mostly rises, while in recession it mostly declines. Over the postwar period it 
ranged between 54.1 and 57.8 per cent. 
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Stage I. This first stage of expansion includes 15 quarters from three sepa- 
rate cycles: 1950(Q1)-1950(Q2); 1958(Q3)-1959(Q1); and 1961(Q3)- 
(1963)(Q4). The aggregate employment ratio in these quarters increased 
from slightly over 54 per cent to about 55 per cent, averaging 54.4 per 
cent. (Observations from the initial stages of the 1947-48 and 1954-55 expan- 
sions are excluded here because the aggregate employment ratio in those peri- 
ods was predominantly above the 55 per cent upper range of acceptance for this 
stage.) The total unemployment rate in this stage declined from a high of 7.3 
per cent to a low of 5.5 per cent, averaging 6.0 per cent. 

Stage II. This stage consists of 15 observations from four postwar expan- 
sions: 1950(Q3)-1950(Q4); 1954(Q4)-1955(Q2); 1959(02)-1960(Q2); 
and 1964(Q1)-1965(Q1). The range of the aggregate employment ratio is 
roughly between 55 and 56 per cent (for which the 1954-1955 expansion peri- 
od now qualifies). The aggregate employment ratio averaged 55.2 per cent in 
this phase, indicating a cluster of values around the low end of the range. The 
unemployment rate declined within a range of 5.4 to 4.2 per cent, averaging 
5.0 per cent. 

Stage III. Included here are the 14 quarters 1947(Q4)-1948(Q4) and 
.1955(Q3)-1957 (Q3). That the 1948 period is included in this relatively late 
stage reflects both the strength of aggregate demand and the choice of a 
starting date for the analysis. In this phase the aggregate employment ratio 
fluctuated in the 56 to 57 per cent range, averaging 56.5 per cent, At the 
same time the unemployment rate varied in a narrow range between 4.3 per 
cent and 3.8 per cent, averaging 4.1 per cent. This stage represents a relative- 
ly tight labor market in which the 1955-1957 experience dominates. 

Stage IV. This continuous 11 quarter period from 1951(Q1)-1953(Q3) 
represents the tightest postwar labor market, and includes the abnormalities 
of the Korean period. In this phase the aggregate employment ratio increased 
from 57 to nearly 58 per cent, averaging 57.2 per cent. Conversely, the unem- 
ployment rate fell from 3.5 per cent to nearly 2.5 per cent, and averaged 3.0 
per cent. 

Stage V. This final stage includes 15 quarters taken from four postwar 
recessions: 1949(Q1)-1949(Q4) ; 1953(Q4)-1954(Q3); 1957(Q4)-1958(Q2) ; 
and 1960(Q3)-1961 (Q2). The aggregate employment ratio declined sharply to 
a recession low of about 54 per cent, and averaged 55 per cent over the 15 
quarters, while the unemployment rate rose from a low of 3.7 per sent to a high 
of nearly 7.5 per cent, averaging 6.0 per cent. 

The results of this model are shown in the table. The regression coefficients 
of only one age-sex equation, females age 20-24, are not statistically 
significant. The fact that the cyclical regression coefficients for this group are 
negative (compared to Dernburg and Strand's positive result) reflects the in- 
complete specification of the stage model. Had the stage equations been 
specified in the manner of Dernburg and Strand, including the variable Pi/P, 
the cyclical regression coefficients for females age 20-24 would probably have 
been positive. But, as stated earlier, the main interest here is the extent of 
difference between the stage-of-cycle coefficients, not their levels. Further com- 
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TABLE 1—Toe REGRESSION RESULTS 
b b, by b. R? 
1.502 1,494 1.492 i~0.156 | .97 
(0.204) | (0.202) | (0.209) | (0.007) 
3.525 3.577 3.574 0.057 | .89 
(0.262) | (0.259) | (0.268) | (0.008) 
0.876 0.891 0.858 0.028 | .82 
(0.148) | (0.146) | (0.152) | (0.005) 
0.449 0.451 0.429 i—0.003 | .79 
(0.120) | (0.118) | (0.122) | (0.003) 
0.627 0.631 0.610 0.001 | .78 
(0.133) | (0.131) | (0.135) | (0.004) 
0.430 0.416 0.406 |—0.022 | .76 
(0.193) | (0.191) | (0.198) | (0.006) 
0.790 0.781 0.795 |—0.278 | .99 
(0.176) | (0.174) | (0.180) | (0.006) 
0.494 0.492 0.480 |—0.061 | .89 
(0.174) | (0.172) | (0.179) | (0.006) 
—0.354 |—0.343 |—0.391 0.016 39 
(0.226) | (0.223) | (0.231) | (0.007) 
0.443 0.456 0.446 0.054 69 
(0.152) | (0.150) | (0.155) | (0.005) 
1.075 1.070 1.086 0.120 96 
(0.106) | (0.105) | (0.109) | (0.003) 
1.031 1.020 1.038 0.273 97 
(0.216) | (0.213) | (0.221) | (0.007) 
0.551 0.531 0.540 0.257 | .98 
(0.170) | (0.168) | (0.174) | (0.005) 
0.375 0.360 0.377 0.024 | .41 
(0.139) | (0.138) | (0.143) | (0.004) 





parisons of these equations to the Dernburg-Strand findings would not be par- 
ticularly enlightening because of differences in both model specification and 
the length of the regression period. 

Turning to the extent of similarity or difference between the the net regres- 
sion coefficients b, . .. b, in each group in the table, it is apparent by even 
casual observation that the coefficients are not significantly different from one 
another in all stages of the cycle. I would add that this is also true if trend is 
eliminated from the stage equation, and if the model is based on first differ- 
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ences. Nor are there significant differences when the independent variables 
are regrouped into fewer broader stages in order to increase the number of 
observations in each stage. 

Thus, it appears that substitution among pines groups, insofar as it 
is reflected 1 in the relation of group employment to total employment cyclical- 
ly, does not accelerate in a tight market, but is a steady gradual process 
throughout all stages of the cycle. Since the relationship tested does not 
vary throughout the cycle, it can properly be expressed in equation form by 
combining all observations of the aggregate employment ratio in a single inde- 
pendent variable as Dernburg and Strand did. The hypothesis of a short-run 
nonhomogeneous adjustment mechanism between age-sex specific and total 
employment ratios is tentatively rejected. 

But an equilibrating mechanism in the employment market can also be of a 
secular nature, as might be further indicated by the presence of trend in the 
above cyclical regression coefficients b, ... bs. For example, a significantly 
positive trend in the cyclical coefficients of young, old, and adult female work- 
ers in periods of rising demand could lessen the degree of divergence in the es- 
timated distribution of unemployment, and negate the Dernburg-Strand 
finding of a worsening structure of unemployment rates based mainly on a cy- 
clical analysis. But a test showed that such is not the case. For young and old 
workers the (linear) trend in the cyclical regression coefficients was either 
negative or not statistically significant. Not surprisingly, there was a positive 
trend in the regression coefficients for most adult women who are an increas- 
ing fraction of total employment. But women also had a positive and offset- 
ting trend value in their cyclical regression coefficients on the labor force side 
(ie., when L is substituted for E in the dependent variable of the above stage 
model), which ceteris paribus leaves their relative unemployment position un- 
improved. The residual values from tbe employment equations for these 
groups appeared essentially noncyclical and unrelated to other economic vari- 
ables such as wages or hours, but these variables were not explicitly included 
in the model. 

If the labor supply sensitivity of marginal workers to rising demand should 
lessen as full employment is approached or attained, then their labor force 
would grow less rapidly relative to employment, which would exert downward 
pressure on their unemployment rates. But this seems unlikely. It would be 
more reasonable to suppose that the labor supply sensitivity of these groups 
would remain the same, or possibly increase in successive stages of expansion 

as job opportunities improve. Analysis of scatter diagrams of labor force-pop- 
. ulation ratios against employment-population ratios indicates an unchanging 
cyclical relationship, as do the results of substituting labor force for employ- 
ment in the dependent variable of the above stage equation. Trends in the cy- 
clical regression coefficients for young and old workers in the labor force-em- 
ployment relation were not statistically significant. 

In summary, the foregoing results tend to confirm the Dersburg.Strand 
as well as my own earlier finding [3] that adjustments on the employment 
(demand) side of the labor market have not kept up with shifts on the labor 
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force (supply) side, indicating a worsening distribution of unemployment 
rates under hypothetical conditions of relative full employment. 
ALFRED TELLA* 


* The author is an economist at the Board of Governors of the Federal Reserve System. 
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Forecasting and Analysis with an Econometric 
Model: Comment 


In the March 1962 issue of this Review, Professor Suits! discussed the Uni- 
versity of Michigan’s econometric model and its use as a predictive tool. This 
note presents the results of tests which were designed to evaluate the model’s 
forecasting performance. Before presenting these results, it is important to 
consider the methods which may be utilized to evaluate the forecasting perfor- 
mance of econometric models, for there is no consensus on the one best proce- 
dure. 


Pi 


I. Evaluation Procedures and Concepts 


The first distinction is between ex post and ex ante forecasts. In ex ante 
forecasts the £rue values of both the exogenous or lagged endogenous variables 
are not known at the time that the forecast is made and must be estimated. In 
a forecast prepared in the fourth quarter of a year for the following year, for 


' We may also be interested in testing the predictive performance of only a portion of a 
model. In this case, we would be interested in evaluating the predictive performance of a 
single equation, say, that explaining the behavior of automobile sales. The appropriate pro- 
cedure in this case is to utilize the structural equation explaining automobile consumption. 
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example, some of the data are not yet available and even the quarterly or 
other available figures may be preliminary and subject to substantial revision. 
Observed forecasting errors in this case may be due either to an incorrect 
specification of the model or to errors in the estimates of the E 
variables. 

Ex post forecasts use the actual values of the predetermined variables to 
calculate the predicted values of the endogenous variables. Any errors which 
result are therefore attributable only to the model itself. These ex post esti- 
mates may be obtained either for the sample period or for elapsed time peri- 
ods beyond the sample when the values of the predetermined variables are 
known. To test the predictive performance of a model in this manner it might 
be preferable to use data beyond the period of fit, for if the ex post exirapola- 
tions yielded good predictions, more confidence could be placed in the model’s 
ability to predict. 

While it has been argued that the “true test” of a model is its ability to 
forecast ex anie, it is necessary to utilize the ex post approach to properly 
evaluate a model. It can then be determined whether the forecast errors result- 
ed from the model or from incorrect data projections. In addition, it is possi- 
ble to determine whether the ex ante forecast was “correct” due to offsetting 
errors within the projections and/or the model. In other words, we can distin- 
guish between the ability of the analyst in estimating the predetermined vari- 
ables and that of the model in simulating the economy. 

Another problem arises in the evaluation of a model: Given the actual and 
either the ex ante or ex post forecasts, how can the accuracy be determined? A 
number of alternative criteria may be used to determine the accuracy of a 
forecast. These criteria include (1) the percentage of turning points in busi- 
ness activity which are forecast correctly, (2) the degree to which the model’s 
rates of change corresponded to the direction and extent of the observed 
changes, and (3) the performance of the model relative to some naive method 
of forecasting. 

It is inappropriate merely to count the number of true turning points fore- 
cast for two reasons. First, a:model which is expected to predict quantitatively 
should be judged on that basis and attention should not merely be confined to 
the few turns which occurred. In addition, there is the question of whether a 
model which predicts “a miniscule advance" when a miniscule decline occurs 
can be judged as being completely wrong. In other words, a 0, 1 scoring sys- 
tem for accuracy is inappropriate because the extent of the error matters. A 
method which utilizes information about the absolute discrepancy between the 
forecast. and the observed change should be employed, for this also permits 
comparison of a particular model's forecast with the accuracy of other fore- 
casting procedures and naive methods. 

One such measure is Theil's [2] inequality coefficlent:? 


* Theil indicates that his coefficient, unlike the standard deviation of the forecasting errors, 
has the advantage that it also covers the case in which the forecasts are consistently over- or 
underestimated. He also shows that the U coefficient can be decomposed into three com- 
ponents to determine the sources-of error. 
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where P, and 4, are the predicted and actual values respectively. This 
coefficient is confined to the interval between 0 and 1 with a value of 0 indi- 
cating perfect prediction and a value of 1 showing perfect inequality. 


The U coefficient may also be calculated for forecasts which are generated 
by the two naive models; 


(1) 


(2) X= Xei and 
(3) (X, — Xa) T (X,—1— X,4). 


If forecasts are made in terms of first differences, the predictions generated by 
the first naive model are always identical to zero 


(4) (Le, AX, = 0 or P,-0) 


Consequently, the U coefficient for this naive model will always assume its 
largest possible value, 1. The predictive performance of any forecasting model 
which also predicts changes will a fortiori always be equal to or better than 
that of the first naive model. However, predicted changes which are obtained 
from the second naive model do not automatically generate a U coefficient 
which approaches either of its limits. Since it is expected that the accuracy of 
an econometric model will exceed that of naive methods, a model’s U 
coefficient may be compared with a relevant standard, the U coefficient of the 
second nalve model While no rigorous test has been developed to judge 
whether the difference between two U coefficients is statistically significant, 
the U coefficient of the model should be lower than that of the naive method. 


IL. Evaluation of the Suits Model 


There are several ways in which the Suits model will be evaluated. First, 
the forecast changes in GNP for a number of years are compared with the ob- 
served changes by means of the U test. The actual values of the predetermined 
variables for 1962 are then utilized with the inverse matrix which Suits pub- 
lished to determine the accuracy of the 1962 ex post forecast. Any errors are 
then attributable to the model and not to misestimates of the predetermined 
variables. Finally, the inverse matrix and predetermined variables contained 
in the 1962 model are used to generate ex post predictions for 1964 by assign- 
ing the actual 1964 values to the predetermined variables. This procedure 
tests whether the structure of the 1962 model was applicable to the 1964 econ- 
omy. 

Suits has prepared a table of the observed and predicted changes of GNP 
generated by his model for the years 1953-1964. These data may be used for 
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the U test and are presented in Table 1. The forecasts of Table 1 are the pre- 
dicted changes which were presented for a given year in November of the pre- 
vious year based on data for earlier months. They are ex ante forecasts and 
not the ex post internal forecasts which would be generated by the present 
model if the actual values for that year were assigned to the predetermined 
variables. Second, the predicted changes of Table 1 often differ quite marked- 
ly from the forecasts and/or the differences between the forecasts and actual 
changes which Suits presented in his AER article [1, p. 123]. The discrepancy 
is the result of including the error in the previous year’s estimated level in the 
prediction for the subsequent year. This error is included in the article but not 
in Table 1 where only the predicted changes are presented. The proper ap- 


TABLE iÍ—CHANGES IN Gross NATIONAL PRODUCT, FORECAST AND ACTUAL 
(Billions of 1954 dollars) 
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Source: Research Seminar in Quantitative Economics, “Econometric Model of the U.S. 
Economy,” (Version used to forecast the economic outlook for 1965), mimeo, Table 3, p. 16, 


proach, as Suits himself suggests, is to compare only the actual and forecast 
changes. This is what Table 1 does. 

A comparison of the observed and predicted changes for 1953-1964 indi- 
cates that the model had only two serious failures. The upswings of 1955 and 
1959 were badly underestimated. In addition there also seems to be a modest 
underestimate of the 1958 decline and 1960 movement. Otherwise, the model 
appears to have performed remarkably well. This result was confirmed when 
the U test was applied to the forecasts and actual changes. The inequality 
coefficient for the model was .30 whereas the naive model’s coefficient was .57. 
Thus, using this test the Suits model must be considered superior to naive 
methods.* 

The next test was to insert the actual 1962 values of the predetermined 


? In 1965, there was again an underestimate of the increase in GNP. The predicted increase 
was $15.8 billion, the actual was $24.6 billion. These data became available after the U 
coefficients had been calculated for 1953-1964. If this observation had been included the 
difference between the two U coefficlents would have narrowed since the naive prediction 
for 1965 was $24.1 billion. 
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variables into the 1962 model* and to generate the ex post predictions. The ex 
post predictions are substantially higher than the ex ante forecasts of the 
model and are also larger than the actual changes which occurred. The model 
itself is only designed to generate forecasts of the change in privately pro- 
duced GNP, exclusive of imputed services. Consequently the comparisons of 
the ex post forecasts must always be made with similarly defined actual 
changes in the relevant variables. For instance, the actual increase in GNP 
which occurred in 1962 was $28.5 billion (in 1954 dollars). This must be 
compared with the ex ante forecast of $27.5 billion and the ex post prediction 
of $35 billion. It is thus apparent that the ex ante forecast was much more ac- 
curate than the ex post prediction. The entire amount of this $6.5 billion dis- 
crepancy between the ex post prediction and the actual change is attributable 
to the model’s internal errors in forecasting privately produced GNP, exclu- 
sive of services. The errors are not attributable to the exogenous variables 
such as housing, plant and equipment, exports, government expenditures, or 
services, for they were assigned their actual values. This information is pre- 
sented in an aggregated form in Table 2 and in a disaggregated form in Table 3. 

Several exogenous variables were underestimated in the ex ante forecasts, 
thus producing the near perfect correspondence between that forecast and the 
actual change, For instance, the ex ante estimates for exports, plant and 
equipment, and housing were $0.0, $1.3, and $0.1 billion respectively. The ac- 
tual values were $1.7, $3.0, and $1.9 billion respectively. (These data are 
shown in Table 3). On the other hand, government purchases of goods and 
services were overestimated by more than $2 billion. Another important ex 
ante underestimate was the increase in OASDI transfer payments. These were 
estimated at no change; an increase of $1.8 billion occurred. This contributed 
an increase of about $2 billion to gross private GNP. The evidence thus indi- 
cates that when the actual values of the predetermined variables are inserted 
into the model that an overestimate of the increase in GNP is predicted. 

This overestimate can also be observed in Table 3 where the ex ante and ex 
post estimates of changes in the disaggregated components of GNP are com- 
pared with the actually observed changes. The size of the discrepancy is the 
same as in Table 1, as it must be, for the same model and inverse matrix were 
used. However, the interesting phenomenon to be noted involves the predicted 
change in consumption which is larger than the predicted change in disposable 
income.” The ex post predicted change in consumption was $20.5 billion and 

‘that for income was $17.7 billion. This indicates that the other determinants 
of consumption expenditures; such as liquid assets, might have been given too 
much weight in the model. 

It is also important to remember that data are constantly being revised and 
it is difficult to know which are the “actual” values of the predetermined vari- 
ables that should be inserted in the model. In our case, we have used as the 
1962 values the data for 1962 which were available in 1964. Since these re- 


“We refer to the Michigan model by year because the model is constantly being revised. 
The 1962 model was the one which was published in this Review in March 1962. 


* Both consumption and income changes are net of imputations. 
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TABLE 2—ESTIMATES OF CHANGES IN Gross NATIONAL PRODUCT FOR 1962: Sorts’ 
Ex ANTE Forecast, Ex Post FORECAST, AND ÁCTUAL CHANGE 


(Billions of 1954 dollars) 





Change in privately produced GNP (ex- 
clusive of imputed services) 

Change in income originating in govern- 
ment 

Change in imputed service 








Total change in GNP 


* This figure was obtained from Suits’ article by subtracting Suits’ estimate of government 
purchases from the private sector from total government purchases of goods and services. 
The sum of changes in government purchases from the private sector plus the change in 
government wages is greater than the change in government purchases of goods and services. 
It is due to changes in government imports and sales to the private sector. 


b This figure differs from Suits’ figure of 27.5 [1] due to rounding errors. 


° It was impossible to obtain data of government purchases of services from the private 
sector. Consequently, all of the increase in government purchases of services was attributed 
to the government sector. This somewhat reduces the ex post forecasts of the Suits model 
and makes the comparison more favorable to the model. The figure which is presented (1.8), 
is the change in government wage payments to its employees. The figure for government 
purchases from the private sector which was used in the reduced form equation was obtained 
by subtracting this figure from total government purchases of goods and services. This esti- 
mate of government purchases from the private sector is somewhat lower than what it must 
have been in actuality (see footnote"). The ex post estimate of privately generated GNP 
would have been increased by 1.304—multiplied by this discrepancy, while the actual data 
would only have been changed by the amount of this discrepancy. 


vised data might not be applicable to the 1962 model, it should be noted that 
this approach has introduced a possible source of error into the evaluation. 
While this bias is likely to be inconsequential, it must still be noted. 

Two additional tests of the model were made. First, the 1962 ex post resid- 
uals of the structural equations of the 1962 model were examined to determine 
whether the biases were also observed in these equations. Finally, the 1962 
model was utilized to make ex post predictions for 1964. Both tests indicated 
that the 1962 version of the model tended to overestimate changes in GNP. 

The analysis (Table 4) of the residuals of the structural equations indi- 
cated that all of the consumption expenditure equations were uniformly over- 
estimated or biased. The inventory and import functions, however, yielded ex- 
cellent predictions. This evidence once again indicates that structural change 
has occurred and that the inclusion of the liquid asset variable may cause the 
overestimates. It is also interesting to note that the 1963 version of the model 
did not include liquid assets within the consumption expenditure equations, 
but this variable is reintroduced in several consumption equations in the 1964 
version of the model and in the automobile equation of the 1966 version. 
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TABLE à—EsrIMATES OF CHANGE IN Gross NATIONAL PRODUCT AND COMPONENTS 
IN Suits’ Ex ANTE AND Ex Posr FORECASTS, AND ACTUAL CHANGES IN 
Gross NATIONAL PRODUCT AND COMPONENTS 


(Billions of 1954 dollars) 
Suits 1962 Forecast 
Actual 
Ex Ante Ex Post 
Gross National Product 28.54 
Consumption 
Automobile $1 
Other Durables Led 
Nondurables 4,8 
Services* 5.6 
Gross Private Investment 
Plant and equipment 3.0* 
Residential construction 1.9¢ 
Inventory Investment 3.5 
Exports 1.79 
Imports 2.0 
Government Expenditures on 
Goods and Service? 5,59 
Disposable Income 14.8 





* Includes imputed services. 

b Does not include imputed expenditures. 

° Estimated exogenously. 

4 Detail does not add to GNP due to rounding. 


TABLE 4—Ex Post 1062 PREDICTIONS OP THE STRUCTURAL EQUATION or THE 1962 Suits 
MODEL AND ÁcTUAL 1962 VALUES or SPECIFIC EXPENDITURE CATEGORIES 


(Billions of 1954 dollars) 
Prediction Actual Residual 
Automobiles 4.3 3.1 1.2 
Other durables 2.4 1.3 1.1 
Nondurables 5.9 4,8 1.1 
Services (no imputations) 4.1 3 0.4 
Durable inventory S4 3.3 —0.1 
Nondurable inventory 0.1 0.2 —0.1 
Imports 1.9 2.0 —0.1 
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When the 1962 version of the Michigan model was utilized to generate ex 
post predictions for 1964, the same overestimates were obtained. This predic- 
tion was calculated by assigning the actual 1964 values to the predetermined 
and exogenous variables which are contained in the 1962 model. The model 
predicted a $33.7 billion (1954 dollars) increase for 1964. This must be com- 
pared with an actual change of $23.4 billion. Thus, all the evidence seems to 
indicate that the 1962 version of the Michigan model had a tendency to gener- 
ate ex post predictions which overestimated changes in GNP. 


III. Conclusions 


On the basis of our evaluation of the model we may conclude: (1) A com- 
parison on the basis of U coefficients indicated that the model performed sub- 
stantially better than the naive methods; (2) The ex ante forecast for 1962 is 
substantially better than the ex post, which ovérestimates changes in GNP; 
(3) The residuals of the structural consumption equations are all positive in- 
dicating that structural bias may have existed in this version of the model; the 
ex post overestimate of 1964’s change as predicted by the 1962 model rein- 
forces this conclusion; (4) Finally, it should be noted that the observations 
apply only to the 1962 version of the model. Later versions of the model have 
not been evaluated. 

H. O. STEKLER* 


* The author is a visiting professor at the Board of Governors of the Federal Reserve 
System. The research was performed at the University of California, Berkeley, and was sup- 
ported by research money provided by Mitchel, Hutchins & Co. He gratefully acknowl- 
edges this financial support and the comments which Robert S. Einzig made upon an earlier 
version of this paper. 
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Errata 


In the September 1966 issue, Nissan Liviatan’s article on “Multiperiod 
Future Consumption as an Aggregate” contained some printing errors, which 
are corrected below: 


P. 830, line 11, for: (1+9r1)Co, read: (1+11°)Co. 
P. 831, line 1, for: 1/(1+r°), read: 1/(14- r4). 
P. 833, first equation, delete: zx H(C,..., C4). 
P. 835, equation (5), for: T(C4,..., C4; Ko), read: T(Co, C,,...,C«; Ko). 
P. 835, para. 2, line 12, for: ¥ (Fo— Co) (K1— C1) 
read: fj'(Ky— Co) f (K41— C). 
P. 839, para. 3, line 12, for: value of H, read: value of D. 
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Economic Advice and Presidential Leadership: The Council of Economic 
Advisers. By Enwarp S. FLAsu, Jz. New York: Columbia University 
Press, 1965. Pp. x, 382. $8.95. 

. One wonders whether, on preliminary form, there was ever a more unprom- 

ising piece of legislation than the Employment Act of 1946, The title itself 

was a hedge; reference to full employment was too controversial. Any mention 
of methods by which employment would be sustained was avoided. To have 
hinted at deficit financing would have been fatal. Three economic advisers 
were provided which, it could be foreseen, was a certain formula for end- 
less disagreement. They had no visible executive authority. A Congressional 

Committee was authorized but with no legislative powers, a point emphasized 

in its original name. As a substitute for solid function, an impressive system of 

reports was provided for. I remember discussing the legislation in 1946 with 

Milton Gilbert who was one of its architects. We agreed that it was principal- 

ly a gesture though probably a useful one. He thought it more useful than I 

did. 

Yet in retrospect the Employment Act appears as the most important single 
piece of economic legislation of the postwar years. The Council of Economic 
Advisers which it created has, a few early months apart, functioned harmo- 
niously as a powerful general staff on economic policy. It has far outstripped 
the Secretary of Commerce and the Federal Reserve Board in influence. Prob- 
ably it is now more powerful than the Treasury. The Joint Economic Commit- 
tee, as it has been retitled, if a less spectacular success, is the most respected 
forum for economic discussion in the Congress. How did it come about? 

I should suppose there are quite a few reasons. The President needed eco- 
nomic advice. The CEA gave him men of his own selection committed to the 
success of his administration. Short terms for both members and staff (stabi- 
lized by such admirable civil servants as David Lusher) prevented hardening 
of the arteries, Chairmen were allowed, in general, to choose their own col- 
leagues. Economists joining the Council and staff uniformly abandoned their 
occupational tendency to be fancy and worked in a tradition of careful, empir- 
ically-based judgment. A strong sense of professionalism on the part of Arthur 
Burns protected the work of the Council and staff from the destructive prefer- 
ences of such Paleozoic statesmen as Sinclair Weeks and George Humphrey 
during the Republican years. And two men of remarkable energy and purpose 
—Leon Keyserling and Walter Heller—made the Council exceedingly hard to 
ignore under the Democrats. 

This brings me at long last to Professor Flash who has written a compre- 
hensive history of the CEA which is billed also as an analysis of the sources of 
its power. It is reasonably good. The author has gone over the record with 
care, There is a wealth of chronological detail on the important decisions and 
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also on some of the unimportant ones. He has a competent view of the eco- 
nomic issues. 

Yet it isn’t perfect. For one thing, a solemn, even lugubrious effort to get at 
the organizational and administrative verities keeps dulling his points. One of 
his points is that, in dealing with the President, the Council derives power 
from its knowledge of economics. It takes a long time to say this, Various of 
the other sources of the Council’s success mentioned above can be found. But 
again they have to be excavated from under the words. There is also far too 
much detail on the coming and going of staff or the not terribly historic 
observations of the members. Nor does everything get in. I should have thought 
that one of the fairly important issues in the tax reduction debate of 1962 was 
whether it wouldn’t durably impair allocation as between the public and 
private sectors and be irreversible. If so, more spending would be better. In 
any case, these contentions came up, some will recall rather tediously, at the 
sessions I attended. 

Finally, the author sometimes allows words not so much to obscure meaning 
as to eliminate it. Here is part of his conclusion: 


If the experiences of the Council of Economic Advisers are indicative, 
the knowledge-power relationship implicit in the advisory function is 
both important and enlightening, and this study of the Council’s opera- 
tions should contribute to a broader understanding of that relationship. 
It should in all probability suggest an analytical approach that isolates 
and identifies the operating dynamics and intricacies of the relationship 
between knowledge and power, adviser and leader. 


If this means what it seems to mean, I venture to think that it doesn’t mean 
anything at all. Flash is a man of obvious intelligence, It is too bad that the 
more bogus traditions of scholarship did not allow him to write a straight- 
forward and succinct history with no pretense. 

J. K. GALBRAITH 

Harvard University 


Economics: Principles of Income, Price and Growth. By R. Murray Havens, 
Joan S. Henperson, Darz L, Cramer. New York and London: The 
Macmillan Company, 1966. Pp. xvi, 623. 

This is a competent principles text for college level courses. It has 
deficiencies, like all texts. The nonpecuniary justification for another close 
substitute, like this one, must therefore run in terms of nuances that ap- 
. peal to the tastes of particular instructors or to students. One can certainly 
discount at the outset, however, the authors’ assertions that the assumptions 
employed are “realistic.” Almost everybody claims this metaphysical virtue. 

According to the blurb on the cover, the product is differentiated chiefly by 
“particular attention to the concept of growth . . . examined as an integral 
part of the whole subject rather than as a separate entity." I agree that the 
book scores on this account, a feature that will become increasingly popular in 
introductory texts, it seems to me. In addition to a modest, helpful interweav- 
ing of growth aspects at a number of relevant points, there is an adequate spe- 
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cial section on the growth topic as such, On the other hand, the book lacks 
even a modicum on the growth problems of less-developed economies. This is 
a serious omission to me; but omissions of particular areas of the subject are, 
admittedly, a matter of taste. 

Why not contrast this omission with the book’s more than 100 pages (one- 
sixth of the total) of capable discussion on international “trade”? Isn’t this 
too heavy a weight on that special topic? Doesn’t such weight reflect the in- 
terests of the authors rather than the “balanced needs” of students? Is it 
justified, as the authors claim, by “the growing importance of the internation- 
al sector” (like merchandise exports relative to GNP in 1929 equal .05, and in 
1965 equal .04?)? 

Two other features of the work seem to me important for an appraisal: (1) 
national income determination is tied in with monetary theory, and (2) the 
presentation of price theory (properly called “value theory”) is built largely 
around imperfect competition rather than pure competition so far as the pro- 
duction side of the market is concerned. Both of these are to be hailed. The 
separation that has so long prevailed in textbooks between income determina- 
tion theory and monetary theory has caused endless technical confusion in the 
minds of students; and the detailed elaboration of the purely competitive the- 
ory of the firm and the industry, presented as positive theory and left on the 
level of first approximation, has left generations of students baffled and re- 
pelled by the subject. Let’s have more of the different approach in this text- 
book. 

Economics a la Messrs. Havens, Henderson, and Cramer moves from macro 
to micro, from price theory to distribution theory, and from value and dis- 
tribution to its two, and only two, applied areas: international economics and 
growth. I doubt that rearrangement by an instructor would work out. You 
have to take it this way or leave it, a framework probably approved by most. 

This text is a serious candidate, and the specific adverse criticisms among 
these that follow are not intended to alter that judgment. The macro discus- 
sion proceeds, despite an explicit treatment in one of the several “high level” 
appendixes, without benefit of the distinction between scheduled and realized 
magnitudes. As a result, to take one example, the concept of aggregate supply 
is initially (e.g., pp. 53, 55) thoroughly clobbered: the poor reader is told that 
it is the 45° line, and that it is simply “real income.” Later, things are patched 
up, and another type of aggregate supply function, having a different purpose, 
is introduced, but I believe the damage will by then have been done. The 
effective lack of a schedule concept appears to me to be the most serious tech- 
nical weakness of the book. In an “aside,” the authors venture the judgment 
that the use of scheduled magnitudes, as distinguished from ex post, involves 
“misplaced ingenuity”! On the micro level, the schedule seems to have at least 
& nominal existence (e.g., pp. 38, 42). 

On the positive side, in the theory of production and revenue, the physical 
input-output relationships, on the assumption of short-run diminishing re- 
turns, are first presented, then the same cost functions are used in connection 
with the construction of the standard revenue relationships. This is excellent 
pedagogy. How can a student understand the shape of the standard cost func- 
tions if he or she doesn't yet know the input-output functions from which 
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those cost functions are drawn? Probably only Samuelson can unravel this 
pedogogical mystery. Unfortunately, explicit reference to a production func- 
tion is made only much later (pp. 381 ff.), and not tied in with the earlier 
input-output, diminishing returns table. 

Now for a grab-bag of running comments: the investment concept bypasses 
human training, despite the ground swell of current argument in favor of its in- 
clusion; the assertion of a tendency toward equilibrium is unfortunately at 
times considered to make equilibrium empirically the “most likely value”; the 
obsolete term “business man" is used to refer to the top decision-making indi- 
viduals in a contemporary firm; the owners of corporations make income pay- 
ments to factors (via representative democracy?); pure profits are “connect- 
ed" with uncertainty, but just how is still a mystery (and it ought to be 
told); the treatment of government deficits as savings offset is made bland 
by a lack of reference to historical controversy; differentiated oligopoly suffers 
at the expense of pure oligopoly; the definition of oligopoly spans 14 pages 
(fewness on page 300, recognition of mutual interdependence on page 314); 
"industry equilibrium under oligopoly" is, perhaps not unreasonably, a head- 
ing without a treatment; clock time and analytical time are not clearly distin- 
guished; changes in scale and in technology are not analytically disengaged; 
the long-run planning curve of the firm turns up in time to save competition, 
and for the same old story-book reason (diseconomies of large management) ; 
the creation of deposits is explained by using the excellent T account method; 
and there is, happily, & moderate amount of factual and institutional material 
despite the authors' allegation that such material is minimized. There is, as 
usual, no analysis of urban problems, or of regional growth phenomena, and 
no population or location theory. 

` This book is rather nationalistic, even though it has a big section on inter- 
national economics. I think the special areas section ought to treat not only 
the problems of development of less developed countries, but also comparative 
systems. It could be taken in part from the international trade section. We all 
have separate courses in that important subject. The rest of the required space 
could be obtained by making the book larger. 

Like all texts, this has its deficiencies; but it is in general a competent can- 
didate. 

HAROLD G, VATTER 

Portland State College 


Economic Enquiry in Australia. By Craururp D. W. Goopwin. Duke Uni- 
versity Commonwealth-Studies Center Publication No. 24. Durham: 
Duke University Press, 1966. Pp. xv, 659. $12.50. 

Professor Goodwin has made a comprehensive study of Australian economic 
enquiry, both popular and scientifc, from the early colonial period to the 
onset of the Great Depression in 1929. In presenting his findings he has 
adopted a similar formula to that employed in his companion volume on Ca- 
nadian economic thought, published under the same auspices in 1961. The ma- 
terial is divided into two sections, the first of which deals with the application 
of imported economic ideas to the policy problems of a developing country, 


BOOK REVIEWS 1253 


while the second charts the emergence of professional economic studies in Aus- 
tralia. The only other work with which this book can usefully be compared is 
Professor La Nauze’s Political Economy in Australia (1949), which is a more 
concise work concentrating on three figures, Jevons, Hearn, and Syme, whose 
reputations extend beyond Australia. Goodwin’s main object has been “to 
identify the presence of ideas and methods of enquiry rather than to assess the 
relative importance of individual contributors.” Some incidental evaluations 
are made of the quality of reasoning and insight displayed in discussion, but 
for the most part he is less concerned with the history of economic analysis 
than with the history of economic opinion and theory in its relationship to 
policy and environment. Since he believes that the economic attitudes which 
the settlers brought with them or acquired through experience were important 
in determining the pattern of Australian development, he describes his work 
as “an essay both in economic history and in the history of economic doc- 
trines." 

For much of the nineteenth century, quite understandably, Australian eco- 
nomic literature was the by-product of policy debate, with the works of better- 
known writers in the mother country and America being used mainly as texts 
to be drawn on to justify or condemn particular courses of action. In a series 
of chapters which cover such topics as tariffs, land disposal, money and bank- 
ing, economic fluctuations, and railway economics, Goodwin documents the 
wide variety of positions adopted, and the uses made of borrowed theory in 
Australian controversy. Although the agenda differed somewhat, the Australi- 
an policy debates mirror those taking place elsewhere at this time; none of 
the propositions of neo-classical marginalism, however, seems to have spoken 
to their condition. It is perhaps surprising to note the extent to which the 
laissez-faire tradition exerted a continuing, and frequently inhibiting, influence 
in the new setting. 

While much of the literature considered here is ephemeral, in some fields 
Australia was well served by her economic commentators. This was the case, 
for example, with railway economics where, despite the limitations of contem- 
porary thinking and technique, the informed public was presented with sub- 
stantial accounts of the alternative costs and benefits of different types of rail- 
way development. The “amateur” in the railway and public utility field, it 
would seem, performs better than his counterpart in monetary discussion. 
Though Australia had its share of heretics, the chapter on economic fluctua- 
tions shows the tenacity of the doctrine of the impossibility of overproduction. 
The Australian writers were handicapped by their isolation, by the inadequa- 
cies of the existing corpus of knowledge, and by the comparative novelty of 
their condition. But is the situation so different today when modern communi- 
cations place the latest techniques at the disposal of developing countries? 

Acute problems of arrangement and emphasis are encountered in handling a 
mass of evidence drawn from popular and semipopular writings over such a 
large time span, especially where there are no dominant figures or schools of 
thought to give backbone to the account. Goodwin’s method has been to treat 
each policy topic separately and chronologically. This involves a certain 
amount of repetition, with the reader having to revert to the beginning of the 
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period with each new topic. There is also some danger of the reader losing 
sight of the larger issues posed at the beginning of the study. By the same 
token, however, the arrangement may be convenient to those who wish to refer 
to particular questions. 

In the second part of the book the rise of an objective science of enquiry is 
traced. After a lengthy chapter on the collection of economic statistics, Good- 
win digresses from his stated aim of not considering individual contributors by 
drawing attention to the work of two unorthodox writers in the field of macro- 
economics. The chapters devoted to the struggle to gain recognition for eco- 
nomics in the universities provide interesting comparative material for those 
with a taste for the history of academic communities, Given opposition from 
sections of the general public who associated economics with one cause or an- 
other which was unacceptable, it is perhaps not surprising that the early cur- 
ricula should have been so unenterprising; the more adventurous courses were 
given outside the universities. La Nauze's conclusion that the history of eco- 
nomics in Australian universities during their first sixty years is an "arid 
story" is amply confirmed. 

This was a bold undertaking which adds to our understanding of the trans- 
ference of economic and social ideas. It is the kind of contribution to intellec- 
tual history that only an economist could have made. It may also shed light 
on Australian economic history, though it must be said that Goodwin is more 
successful in showing how economic circumstances shaped Australian thinking 
than in demonstrating the more difficult process by which ideas influence ac- 
tion. 

DoNALD WINCH 

University of Sussex 


Economics. By RICHARD G. LIPSEY AND PETER O. Sterner. New York: Har- 
per & Row, 1966. Pp. xxxii, 760. 


Does a new textbook have to be significantly different from existing ones to 
justify its publication? Apparently many economists believe so. Reviewers of 
textbooks in this journal often begin by describing the features of the new 
book that justify its publication; it's up-to-date, it uses more or fewer graphs, 
micro is taught before macro, it contains material gleaned from recent jour- 
nals, etc. Not only reviewers, but authors and publishers are similarly eager to 
demonstrate that their new book has something different. 

But it is probably more important to know if a new product is substantially 
similar to existing ones than to know how it differs. Does it do what existing 
ones do? Is it just about as good or bad? Let me begin then by stating that I 
believe Lipsey and Steiner is not very different from the leading textbooks 
now in use in the United States to teach elementary economics. It covers the 
usual topics that most of us consider the elements of economics: micro, macro, 
international trade, growth, and development. The level of difficulty is about 
the same. The material is usually well organized, the writing is always lucid. 
Some people will like the competition better than it, but it should find a sub- 
stantial group of admirers. And it would be just about as difficult to predict 
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who will fall into one group and who into the other as it would be to predict 
who will smoke Kents and who Marlboros. 

Lipsey and Steiner, like any good book, has strengths and weaknesses. I can 
only give generally the things that I liked about it best. The value and dis- 
tribution sections are second to none. The authors resist better than most 
implying that economists know more than they really do. No student should 
put this book down with the feeling that economics is a pat subject. They 
should have the sense that something has been learned, but that almost noth- 
ing is certain. And, if the attitudes of Lipsey and Steiner are contagious, stu- 
dents should be optimistic about the discoveries yet to come from careful 
scientific enquiry and some of them will be eager to make a contribution. 

The authors are more explicitly concerned with methodology than is usually 
the case. They insist again and again that economics must be concerned with 
positive rather than normative statements. And this is all to the good. What 
they fail to do is indicate that this is not easy to do. Economists cannot ex- 
plore all the implications of any action. They must restrict their attention to 
important economic effects. And the economist himself must decide what is 
important and what is economic. In making this decision, values creep in 
where only analysis is supposed to dwell. Difficulties also exist when the econ- 
omist tries to restrict his attention to whether a particular policy will achieve 
its objectives, for who is to decide what the objective of a policy is? If an 
economist believes that Congressmen vote for minimum-wage laws because 
they believe that it will lead to their gaining more votes than they will lose, is 
it his task to sample public opinion to see if the legislators are correct? And 
even the way a conclusion is stated may determine the reaction to it. For ex- 
ample, the authors argue that the monopolization of an industry may reduce 
output and raise price. But they could just as well state, assuming full em- 
ployment of resources, that the monopolization of an industry will lower 
prices and raise output in the rest of the economy. The reactions to the two 
ways of stating the conclusion would differ. The economist cannot state every 
conclusion every possible way; what he thinks ought to be is likely to deter- 
mine how he states his results. 

The book contains some mistakes and sometimes it misleads. The authors 
argue that, in the absence of rising factor prices, average and marginal costs 
for a firm are constant in the long run. Since if a firm doubles all inputs it can 
at least double output, costs will only increase if factor prices increase. This 
argument misses an essential point. What is at issue is what happens to costs 
for a firm in the long run. If everything is doubled, where there was one firm 
before there would now be two. The very notion of a firm implies that some- 
thing is fixed. If a firm doubles its productive capacity, it will not, if it is to re- 
tain its identity, operate with two chairmen of the board of directors. A farm- 
er can vary his output by adding more inputs; he can double his land, seed, 
fertilizer, etc., and in some societies he can add a wife and have more children. 
But it would be unrealistic to assume that he can also add a husband. 

The reader is told that the purchase of a $1,000 machine that will last for 
ten years and that will produce an annual income of $120 after wage, raw ma- 
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terial, and depreciation costs, yields a 12 per cent return. As they put it, $120 
is 12 per cent of $1,000. 

The authors conclude that a lump-sum tax, a per unit tax, or a tax on ac- 
counting profits is entirely passed onto the consumer in the long run in perfect 
competition. Although they have a superb discussion of economic rent in later 
chapters, they overlook the burden that will fall on specialized factors. 

In Chapters 37 and 41 they argue that changes in relative prices are the 
crucial factors in achieving equilibrium in the balance of payments. Devalua- 
tion cures a balance-of-payments deficit by altering relative prices, not by re- 
ducing demand in the devaluing country and raising it elsewhere; what hap- 
pens to aggregate demand in relation to aggregate supply is not mentioned. 
Only later, after their presentation of national-income analysis, do they intro- 
duce the possibility of correcting a deficit by reducing demand. 

Lipsey and Steiner insist that economists cannot validly argue that a twenty 
per cent reduction in tariffs will raise national income, but they can argue that 
we are better off today with trade than we would be without it. If they mean 
by this that, because of obvious cost differences in different countries, econo- 
mists can argue that world output could be made larger with some trade than 
with no trade, I suspect that no one would disagree. But they seem to mean 
that we are clearly better off at present with the existing volume and composi- 
tion of trade than we would be without any trade. But this conclusion is no 
more established than the one about the gain from a 20 per cent tariff reduc- 
tion. 

The short-run supply curve for an industry is said to be the horizontal sum 
of the supply curves of all the firms in the industry. They do not mention that 
this depends on the unlikely assumption that factor prices are constant to the 
industry in the short run. They argue that the marginal revenue product of a 
factor must decline if the demand curve is negatively sloped and if there are 
diminishing returns, since marginal revenue will decline if the demand curve 
is negatively sloped. But if elasticity increases as demand decreases, marginal 
revenue can increase when price falls. 

The distinction between the ex post and ex ante equality of saving and in- 
vestment is ignored. The necessary equality of saving and investment is not 
mentioned anywhere. They assume in the beginning of their analysis that in- 
ventories are constant. Presumably this assumption is made to avoid this dis- 
cussion, although the reader is not told why. And in one section of the chapter 
in which inventories are assumed constant, they are clearly allowed to vary. 

Chapter 51 on Government and the Circular Flow of Income is the poorest 
chapter in the book. The possibility of government financing of deficits by 
printing money receives virtually no attention. The distinction, from the point 
of view of the national debt, of financing a deficit by sale of bonds to the Fed- 
eral Reserve Banks as opposed to sales to the public is ignored. The material 
in this chapter and the further association of prices with the money supply— 
Part X is titled "Money, Banking, and Prices"—will, I am sure, leave the 
impression that an increase in the money supply is necessarily inflationary. Tf, 
after reading this book, students were asked to comment on the view that 
depressions should be cured by government spending, but deficits should be 
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financed by the sale of bonds rather than the creation of money, since the lat- 
ter would only be inflationary, the results would be almost universal agree- 
ment. The treatment of the burden of the debt in this chapter will raise the 
hackles of many. Although the authors devote most of their attention to the 
case in which the sale of bonds leads to a reduction in consumption, they ex- 
plicitly—ignore the views of Bowen, Davis, and Kopf (this Review, Septem- 
ber 1960). And why consumption should be altered by the sale of bonds is not 
even hinted at. The chapter on Household Consumption gives no reason to ex- 
pect any relationship. They also argue in this chapter that there is a limit to 
the debt, but their demonstration is wrong. They assume that the govern- 
ment’s deficit is equal to 5 per cent of national income every year and that in- 
come grows at 2.5 per cent a year. They conclude that eventually interest pay- 
ments on the debt will exceed the national income, although Domar showed 
years ago that interest payments as a fraction of the national income would 
approach twice the rate of interest. 

The authors devote considerable attention to the Quantity Theory. In their 
view this theory asserts that any excess supply of money leads directly to an 
increase in the demand for commodities; none of the excess supply will appear 
in the securities markets, I do not know where in the "classical" literature 
they would find the justification for this proposition. In equilibrium, desired 
money balances may be proportional to expenditures, but this does not imply 
that excess money holdings must lead to a direct increase in the demand for 
commodities. In many versions of Keynes's General Theory, prices are pro- 
portional to the money supply, if full employment is assumed. Ricardo exam- 
ined the case in which banks increased the money supply by creating new cur- 
rency. He concluded that prices would be proportionally higher, but the 
money did not, in the first instance, lead to an increase in the demand for 
goods; the money first appeared in the securities markets. 

The errors in Lipsey and Steiner do not seriously detract from the book. 
Who can write 735 pages of economic principles without making a mistake? If 
economics cannot be learned better from Lipsey and Steiner, it can be learned 
as well. 

ARNOLD COLLERY 

Amherst College 


Price and Allocation Theory; Income and Employment 
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Capital and Growth. By Jorn Hicxs. New York and Oxford: Oxford Uni- 
versity Press, 1965. Pp. xii, 339. $5.00. 

This book is unmistakably Hicks. It has, naturally enough, the vices of its 
virtues. Every idea is thought through from first principles, almost as if it had 
never been thought before; and there are very few references to the literature, 
even when the literature has taken the problem further than it is carried here. 
Complicated problems are explained in words of one syllable; and two-sylla- 
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ble problems are slighted a little. Still, the virtues far outweigh the vices. Any- 
one who wants to introduce himself or his students to the large volume of re- 
cent work on the structure of equilibrium growth will turn to Hicks. This is . 
exposition made into a fine art. And it is more than that; there are some inter- 
esting new ideas as well, One could hardly expect otherwise. 

The best part of the book, I think, is Part II on Growth Equilibrium. It 
covers the Robinson-Sraffa-Samuelson theory of steady-state growth with dis- 
crete production processes, and covers it with great clarity and understanding. 
The main tool is the Samuelson factor-price frontier, or wage equation, as 
Hicks calls it. Among the good things, I mention only a clear statement of the 
duality between the price and quantity equations—though Hicks does not ex- 
ploit it fully as Michael Bruno has now done—and a novel treatment of in- 
come distribution in steady states, There is a chapter on what Hicks calls Tra- 
verse, the process of moving from one steady state to another. This chapter 
doesn't get very far; but it is an intrinsically difficult problem and no one has 
got much further. Even so, it contains a neat piece of analysis showing that 
when the “Uzawa condition" is not satisfied, so that the capital-goods indus- 
try is more capital-intensive than the consumer-goods industry, there is no 
full-employment path leading from one steady state to another with a different 
savings rate, and a correspondingly different growth rate. 

In this context, when he comes to introduce saving behavior, Hicks limits 
himself to the two assumptions that have dominated the discussion so far: 
savings are proportional either to total output or to profits. It would be more 
natural to connect savings explicitly with the stock of wealth, in the manner 
of Modigliani and much of the recent econometric literature. Fixing the 
wealth-income ratio, say, could hardly affect the characterization of steady 
states very much, but that sort of saving function could make a considerable 
difference in the analysis of non-steady state behavior. Indeed, my colleague 
Karl Shell thinks that this may account for the unstable behavior that has 
been observed by Hahn in certain multisector economic models with mechani- 
cal saving behavior. In such models, the assumption that expectations are 
fulfilled generates paths that diverge from the steady state, except for very 
special initial conditions. Shell conjectures that if producers maximize present 
value and savers maximize utility, full competitive equilibrium leads to the 
steady state. 

It seems clear to me that at this stage of the game the difficult job of 
studying non-steady state behavior should have the highest priority. Hicks 
turns away from it with a paragraph that I want to quote at length. “The 
kind of analysis which has emerged from our discussion of the Traverse could 
no doubt be carried further; but I shall not make any serious effort to carry it 
further in this book. It would evidently be necessary, if we were to elaborate 
it, to introduce some particular assumptions about investment policy: to as- 
sume that businesses, in carrying out their difficult task of adapting an inap- 
propriate capital stock into something more appropriate, will go about that 
task in some particular way. But it is hard to see what particular assumption 
of this kind there can be that is especially deserving of study. Even in macro- 
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analysis . , . there are no compelling principles that can be relied upon to per- 
form this function; there, however, it was possible to find some simple rules 
(capital stock adjustment and so on), the consequences of which it was at 
least of some interest to work out. Similar exercises could presumably be per- 
formed, even with a disaggregated model; but it would be blatantly obvious 
that they would be no more than exercises.Perhaps this is unduly pessimistic; 
all I ought to say is that I myself do not see any interesting way of taking this 
analysis further." 

Every economic theorist has had that feeling; yet sometimes I think it 
mistakes the beginning of economics for the end. When we run out of com- 
pelling principles, we may have to steel ourselves to settle for merely accurate 
ones. 

Part III is called Optimum Growth. It contains an exposition of the von 
Neumann model of expansion, a discussion of the Turnpike Theorem, and 
some remarks on the Ramsey problem, the problem of defining and character- 
izing an optimal path of capital accumulation. The treatment of the Turnpike 
Theorem really does succeed in getting at the heart of a complicated result in 
a clear and elementary way. And the discussion of the von Neumann model is 
only a bit less successful. These chapters, and the ones preceding, make acces- 
sible a whole range of difficult and important modern theory. 

The chapter on optimal saving programs is not so good. It does not take 
sufficient account of the most recent advances in this field, perhaps because 
many of them are still unpublished. Nor are the less fancy methods Hicks 
would like to apply really adequate to the task. He criticizes Ramsey and his 
contemporary followers for the assumption they all make, that consumption 
bundles at different points of time are independent goods in the usual sense. 
But it seems a little beside the point to insist that the assumption is not true, 
because none of those who use it actually believes it. They would gladly sub- 
titute a better assumption if the mathematical techniques were available. The 
important question is whether the theory gives wrong results on that account. 
It is of course true that an intertemporally additive utility function fails to 
penalize irregular consumption paths, and fails to penalize falling, as distinct 
from low, consumption. But since the optimal paths generated under the in- 
dependence assumption always show smoothly increasing consumption over 
time, it is hard to believe that introducing those penalties would make a lot of 
difference. 

Part IV, “After Growth Theory,” contains two quite independent chapters. 
The first has to do with the place of money, securities, financial intermediaries 
and a hierarchy of interest rates in a growing economy. There are some per- 
ceptive remarks, but the argument suffers from the absence of Tobin and Gur- 
ley-Shaw. 'The last chapter is one I ought to hold near and dear. It is about 
the conditions that need to hold in a many-good economy for one to be able to 
define a “production function" in “labor” and “capital” whose partial deriva- 
tives will do the right things. But I am too much of a rank methodological op- 
portunist to care. I have never thought of the macroeconomic production func- 
tion as a rigorously justifiable concept. In my mind it is either an illuminating 
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parable, or else a mere device for handling data, to be used so long as it gives 
good empirical results, and to be abandoned as soon as it doesn’t, or as soon 
as something better comes along. 
. Rosert M. SoLow 
Massachusetts Institute of Technology 


Theory of Production. By Racnar Frisca. Chicago: Rand McNally; Dor- 
drecht: D. Reidel, 1965. Pp. xiv, 370. $11.00. 

It is good to have Professor Frisch’s influential lectures on the theory of 
production at last available in English. They provide an authoritative restate- 
ment of the fundamentals of the classical theory, for a world of many 
commodities. Elementary mathematics is the natural language, and is much 
used. The style is crisp, direct, and unashamedly technical, The volume is a 
treatise rather than a textbook, with few embellishments to entertain the read- 
er, who must be charmed rather by the rhythm of careful and exact reasoning. 
Occasional eccentricities of terminology and a rather sketchy treatment of the 
intertemporal and dynamic parts of the theory do little to detract from the 
evident distinction of the work. 

One may, however, regret that it has become available so late. In his pref- 
ace, Professor Frisch anticipates the charge of being unfashionable. “These 
good old types of analyses we shall however never be able to dispense with,” 
he says, referring to the marginal analysis. “We will in the end always need to 
fall back on them.” The programming methods of the new economic theory 
find no place. The appearance of Frisch’s book might encourage us to consider 
whether the older language of production functions and marginal products 
provides easier methods or more truths than the newer ways. 

The lectures are based on three distinctions. First, the distinction between 
technical and economic considerations; second, the distinction between the 
quantity-adjuster (or perfect competitor) and the pure monopolist (other 
cases are left aside in these lectures) ; third, the distinction between a smooth 
(everywhere differentiable) production function, and one that is not (called 
here the distinction between continuity and limitational factors). T'he one- 
product producer is studied first, The various technical possibilities of produc- 
tion are explained in detail, with emphasis particularly on the case where pro- 
duction is eventually a decreasing function of any particular factor, and on 
the technical possibilities that will, when economics is brought upon the scene, 
lead to constant costs or a U-shaped cost curve. 

In the economic sections, the marginal relations describing cost-minimizing 
and profit-maximizing behavior are derived, both for the perfect competitor 
and for the monopolist. These are discussed in considerable detail. The case of 
a nondifferentiable production function is treated separately, but in fact the 
treatment is restricted to the case where all smooth parts of the production 
frontier but one are parallel to coordinate planes. Other cases are dismissed, 
surprisingly, as exceptional (p. 250). 

The concluding chapters deal with depreciation and what the author calls 
reinvestment—the process of continual replacement to keep the size and com- 
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position of the capital stock constant. It is odd to find depreciation treated 
without any mention of interest rates. Since the rate of depreciation of a capi- 
tal good is the rate at which its value is falling, it surely cannot be evaluated 
unless one knows interest rates now and in the future (or the market tells 
us the second-hand prices without our having to do any calculations). I am 
afraid that the student might be misled by Frisch's treatment, especially when 
he adds together the rates of capital service available from a given capital pop- 
ulation in different years. It would be an unusual producer who regarded out- 
put in each of two years indifferently. 

Finally, we must ask: does Frisch vindicate his claim that the traditional 
way of doing production theory, with a great deal of complicated 
differentiation, is the fundamental way, or the best way? I am not persuaded. 
It might be claimed that the presumably important case of U-shaped costs 
cannot be dealt with by the linear theory of production. Vet, although no 
treatment seems to have been published, it is quite easy to see how it would 
go; and the convenient language of concavity and convexity, of production sets 
and supporting hyperplanes, would provide a more direct route to the useful 
conclusions. It is, I think, one of the advantages of the modern theory that it 
forces one to consider what results one wants and for what purpose. We do 
not want systems of equations for their own sake. We want to know how a 
firm could calculate its best policy from the kind of data it actually has avail- 
able; and we want to formulate results about the way in which output sup- 
plies and input demands depend upon the economic environment of the pro- 
ducer. There are really rather few results of the latter kind in the traditional 
production theory: the more special ones are conveniently derived by calculus, 
but the important general ones are usually more readily—and more generally 
—proved by the modern theory. As for computation of actual production pol- 
icies, the methods of programming have proved much more powerful. 

Yet the traditional theory of production is an impressive edifice, and Pro- 
fessor Frisch has given an impressive account of its fundamentals. 

James A. MIRRLEES 

Trinity College, Cambridge 


The Theory of Profit. By D. M. LAmBrRTON. Oxford: Basil Blackwell, 1965. 
Pp. vii, 211. 37s. 6d. 

This closely written book may be viewed as a study of the theory of the 
firm, rather than of the theory of profit, for the author is concerned with “the 
firm's major areas of decision, pricing and investment, in an attempt to estab- 
lish the relationship between the nature of the firm and profit" (p. 7). 

The point of view is disclosed in the preface: 

The organizational model of the firm which I have suggested raises 

serious issues for current controversy about the theory of the firm itself. 

I believe that future development should be away from the traditional 

static, welfare-oriented approach to business behaviour and toward a 

theory of disequilibrium behaviour of the business firm. 


There is much merit in this position, or in the view that “economists have 
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begun to show a rudimentary awareness of the importance of organization and 
information but hitherto there has been no attempt to probe the significance 
of these resources of the firm for the theory of profit” (p. 16). Many “‘ortho- 
dox” economists since Marshall would probably have accepted this proposi- 
tion. Still, Lamberton may be right in his emphasis. 

Along with competent surveys of the state of profit theory, Lamberton 
offers an interesting analogy between organizational change and technological 
change, as well as the effect of uncertainty on a theory of profit maximization. 
While these ideas, too, are not novel, Lamberton seeks to weave them into a 
more inclusive theory. 

More dubious are propositions to the effect that “a management team will 
be more proficient the longer it has been a going unit” (p. 35), or that, rather 
than speak of the firm or the entrepreneur, we adopt the view that “in particu- 
lar emphasis is [to be] placed upon organization and information" (p. 41). 
That this becomes distressingly vague is shown by his argument that: 

But in all this activity it is the organization that is important. The 

emphasis should be shifted from the elusive entrepreneur to the firm, and 

to the study of the firm's perceptive capacity, communication system, 

and response mechanism. For the time being it seems wise to seek only a 

theory of decision-making . . . (p. 35). 


I suspect that we shall still ind ourselves talking of firms—as Lamberton does 
—-and of entrepreneurs or entrepreneurial groups. To be sure, they may now 
become "managerial teams." Maybe the new name is better. But it is not a 
new idea, 

Profit maximization, satisfactory profits, and sales maximization are consid- 
ered as among the firm's objectives. While empirical studies are cited, the 
analysis of this part is inevitably inconclusive (Ch. 4). The chapter on “The 
Investment Decision," which considers marginal efficiency of capital and accel- 
erator notions, will be useful as a guide to the literature, tying together some 
of the macroeconomic studies to the theory of the firm. In an era of multiprod- 
uct firms Lamberton does well to remind us that "details of profit on a prod- 
uct, rather than a firm, basis need to be known" (p. 145). 

The final portion of the book is devoted to an interpretation of profit statis- 
tics as given us by the accountant; much of the problem comes in extracting 
imputed interest, rent, and excessive managerial salaries out of the totals—if 
we are ever clear on what “profit” really is. A chapter is devoted to the rela- 
tions of market position, pricing, and investment. Much more work is needed 
on this set of topics for they contain little short of the workings of the enter- 
prise economy. 

While it is possible to conclude that Lamberton's own views on the theory 
of profit are not communicated with the clarity he intends, this is a stimu- 
lating book on the central concept of the capitalistic economy. Many incisive 
ideas can be derived from it and pursued in greater detail, Having sensed the 
elusiveness of the subject, Lamberton should be well prepared for a more 
definitive statement of his views. 

It is a pity that recent studies of macroeconomic determinants of profit mag- 
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nitudes are omitted; these may be very important in revealing the operations 
of the enterprise economy; they deserve interpretation at the level of the firm. 
Empirical evidence on the near-constancy of factor shares also begs for evalu- 
ation in terms of the theory of the firm. 
SIDNEY WEINTRAUB 
University of Pennsylvania 


On Competition in Economic Theory. By P. W. S. ANDREWS. London: Mac- 
millan; New York: St. Martin's Press, 1965. Pp. ix, 141. $3.25. 


Mr. Andrews criticizes received static micro theory on numerous scores and 
feels that "economics will have to take a good hard look at its methodology 
and where it has been getting." He is in search of “a framework for further 
work on individual industries of a truly analytical kind, in which relevant fac- 
tors in the internal structure of the firm would be linked with the analysis of 
the external circumstances in the industry." He is highly concerned about the 
"apparent victory of the theory of the firm" at the expense of a theory of in- 
dustrial structure. He is critical, too, of the assumed falling demand curves of 
the firm with their “implicit theorizing,” the treatment of selling costs and ad- 
vertising which assume consumer irrationality, the analytical independence of 
cost and demand functions which marginal equilibrium theorists take for 
granted, and other aspects of micro-equilibrium analysis. 

The framework and elements of Andrews! own approach are intermingled 
with his review and criticisms of static micro theory. Interpreting freely, the 
following preconceptions and elements seem to be basic for Andrews: 

1. Consumers and buyers are assumed as "rational;" consequently, prod- 
ucts and product differentiation are assumed as “real,” and advertising and 
selling are assumed to be basically “informational,” not merely wastefully per- 
suasive. 

2. Oligopolies and oligopolistic interdependencies are generalized through- 
out the economy; the collusive solution of some economists in received theory 
is rejected, however. 

3. He has high confidence in “open competition” defined in terms of the 
entry of new competition both within given established industries and cross- 
entry from other established industries. 

4. The “ring fence" about oligopoly within which economists play their 
games is removed by actual and potential open competition. Thus, the special 
connotations of oligopoly in equilibrium theory disappear; short-run disequi- 
librium must be analyzed in terms of industrial structure. 

5. The demand curves facing the individual enterprise are not derived di- 
rectly from consumer demand but from the supply prices of actual or potential 
competing suppliers. 

6. A case-by-case approach is necessary in terms of the important particu- 
lar variables and structural relations even though it may obscure the niceties 
of full price-output equilibrium in favor of a looser conceptualization of short- 
run equilibrium or balance with environment. 

This reviewer is in agreement with most of Andrews! criticisms of static 
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micro theory, and with much of his own positive approach. Structural analysis 
in the setting of the environment of the enterprise is both reasonable and nec- 
essary. It would have been helpful, however, if Andrews had been more ex- 
plicit as to the character and requirements of his own industrial structure ap- 
proach. Does he have in mind the market structure approach of the so-called 
field of “Industrial Organization" in the United States? There is a notable 
lack of reference to this U.S. literature. There are references to some of the 
contributors, but only in terms of Andrews’ own writing—as Bain on entry. 
Chamberlin appears and reappears throughout the volume, but not as a pre- 
cursor of market structure theory but to the contrary. 

One of the most interesting and, perhaps, revealing aspects of Andrews’ 
stimulating suggestions and approach are his conclusions supporting resale 
price maintenance. He stands among a relatively small minority of economists 
in his position. Perhaps, the reasons for his favorable view may provide the 
key as to the specific nature of his own approach. His endorsement of resale 
price maintenance, insofar as I could determine, stems largely from his view 
that (1) small and medium sized manufacturers often can and should be 
maintained among actual and potential competitors, and (2) such survival 
and continuation requires the presence of specialized dealers offering valuable 
pre-sale services (as in the book trade) that would be lost or weakened in 
competition with large, diversified, limited service enterprises using price-lead- 
er tactics. Andrews uses the Net Book Agreement in England to illustrate how 
received static micro theory based on Chamberlinian large group (‘‘monopolis- 
tic competition") analysis has led the majority of economists into allegedly 
unsound recommendations with respect to public policy. 

Now, Andrews! approach in terms of the impact of open competition, espe- 
cially cross-entry in competition, and the difficulties, if not impossibility, of 
establishing cost functions for individual products in retail competition, could 
lead to just the reverse conclusion when couched in terms of competitive func- 
tioning under given market structures. Andrews’ own judgment and recom- 
mendations would appear to reflect a social judgment as to the public benefits 
derived from encouraging and maintaining a larger number of small and medi- 
um sized producers and of specialized retailers than might occur if resale price 
maintenance were prohibited. 

In essence, it would appear that the Jack of sharper positive formulation in 
Ándrews stems from a relative overemphasis upon the particular industrial 
facts and of judgments of public benefits in contrast with a framework in 
terms of competitive generalization. Along these lines it is extremely difficult 
for the most determined, objective scholar to avoid the pitfalls of rationalizing 
the business status quo. The formulation of a general theory would appear to 
require that the approach be oriented first from a framework of generalization 
about competitive functioning, modified then in each case by special factors, 
rather than the reverse. 

E. T. GaETHER 

University of California, Berkeley 
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Capital Longevity and Economic Growth—An Analytical Study. By S. K. 
BHATTACHARYYA. Calcutta: Bookland Private Ltd., 1965. Pp. vi, 146. 
Rs. 20. 


The book under review is, with minor changes, the author’s thesis for the 
Ph.D. degree at the University of London. The study sets itself the task of 
putting “the relationship between capital longevity and economic growth on a 
more integrated and realistic basis than has been the case so far." This is an 
interesting and important problem since theoretical studies of optimal life of 
capital equipment have usually been carried out at the micro level, while the 
corresponding problem has been given a rather superficial treatment in macro- 
economic growth models. 

As preparatory work the author surveys some of the microeconomics of cap- 
ital longevity (the term used for economic lifetime, in contrast to “durabili- 
ty," which is used for physical lifetime). He criticizes earlier approaches for 
neglecting variations in operating costs—or rather the relationship between 
variations in repair and maintenance expenses and the output capacity of 
equipment. The author's attempt to remedy this is suggestive, but a precise 
and convincing theory is not presented. Then follows an attempt to include 
the impact of technical progress. There is no doubt that the author comes out 
with the correct general conclusions, but the analysis is a little bit obscure be- 
cause of an unjustified use of "the law of indifference in the market." The 
missing link in the analysis is some explicit assumptions about foresight or ex- 
pectations. 

The macroeconomic analysis is opened by a survey of growth models which 
deal explicitly with technical progress and depreciation in some form or other, 
covering models by Solow, Domar, Haavelmo, Strumilin, and the present re- 
viewer. Many recent extensions of these models (by Massell, Kurz, Phelps, 
Kemp, Thanh, and others) ought to have been included, but were probably not 
available when the thesis was written. The survey is competent as far as it 
goes, emphasizing the aspects of the models that are most relevant for the au- 
thor's problem, but one might wish for more careful economic explanation of 
some points. For instance, in connection with a growth model by the present re- 
viewer in which gross investment is assumed to be a constant fraction of gross 
income, the author comments on the dependence of the growth path upon the 
rate of depreciation (or average lifetime of equipment) without discussing to 
what extent this dependence is due to the effects of the rate of depreciation on 
the net investment ratio. The more original section of this chapter is an at- 
tempt to interpret Strumilin’s analysis of “The Time Factor in Capital Invest- 
ment Projects." 

In his survey the author finds that the savings ratio and the rate of depreci- 
tion affect the asymptotic growth rate in some models, while they do not so in 
others. He shows how this is related to the form of the production function. 
Furthermore he discusses why there will in some models, but not in others, 
exist an optimization problem with respect to capital lifetime. This discussion 
is well taken. He goes on to extend some of the models by introducing a spe- 
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cial cost function for the manufacturing of capital equipment of different 
durabilities. This, of course, tends to create more of an optimization problem 
with respect to capital lifetime. 

Finally—in the most original chapter—the author introduces a hypothesis 
according to which there is a trade-off between initial investment costs and 
later repair and maintenance costs, The implications are discussed both at the 
micro and macro level, The macro model is an adaptation of the reviewer’s 
growth model (Economeirica 1959) in which there is a choice-of-technique- 
function with substitution between labor and capital at the stage of designing - 
equipment, while factor proportions are "frozen" after the equipment is in- 
stalled. It appears that the asymptotic growth rate is independent of the 
choice of the ratio between investment costs and repair and maintenance costs, 
and also of the "rate of retirement." However, in both these respects there is 
scope for optimization as regards the level of the asymptotic growth path. 
This optimization is convincingly carried out, and some interesting conclusions 
are obtained. I should, however, like Bhattacharyya to extend his analysis 
further, viz., to make an attempt to "translate" his formulae at the macro 
level back to the micro level so as to see if some natural and comprehensible 
rules of decisions with respect to retirement and repair and maintenance vs. 
initial investment costs at the micro level could be given so as to conform with 
his macro optimization. Furthermore, one might wish for an analysis which 
would not concentrate only on the asymptotic results. 

Most of the mathematics is presented in appendices. At least on one occa- 
sion (p. 99-100) the author complicates things unnecessarily, but on the 
whole the analyses appear competent and reliable. 

Lere JOHANSEN 

University of Oslo 
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China's Wartime Finance and Inflation, 1937-1945. By ArtHor N. YOUNG. 
Cambridge: Harvard University Press, 1965. Pp. xviii, 421. $10.00. 


Market Control and Planning in Communist China. By Dwicut H. PERKINS. 
Cambridge: Harvard University Press, 1966. Pp. viii, 291. $7.00. 


Communist China's Economic Growth and Foreign Trade. By ALEXANDER 
. ECKSTEIN. New York: McGraw-Hill Book Company, 1966. Pp. xvii, 
366. $8.50. | 


The Currency and Financial System of Mainland China, By Tapao MIYA- 
SHITA. Tokyo: The Institute of Asian Economic Affairs, 1966. Pp. viii, 
278. $7.50. 

From 1911, when the Manchu dynasty fell, to 1927, when Chiang Kai- 
shek's Nationalist government came to power, China had no strong central 
government to mend its political disunity. And even Chiang's regime, beset as 
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it was by the Japanese invasion, frequent battles with local warlords, and con- 
tinuing struggles against the Chinese communists, was far from a completely 
unifying force. Nevertheless, despite the turmoil, there was industrial growth 
in China from 1911 on, but it was located mostly in the treaty ports and in 
Manchuria (which was developed largely by the Japanese after their occupa- 
tion in 1931). Industrial growth was confined to small areas and hardly 
touched the masses of Chinese; it was a thin foreign ring around the edges of 
one of the world’s poorest and most miserable countries. For China proper there 
was little or no economic development in the 1930’s and 1940’s, but there was 
an abundance of inflation. 

Arthur N. Young, who was financial adviser to the Nationalist government 
from 1929 to 1947, has written an “insider’s” account of his and others’ futile 
attempts to halt China’s inflation, which commenced shortly after the start of 
all-out war with Japan in 1937 and lasted through the final curtain in 1949. 

The inflation got under way “slowly” in 1938 when prices rose by about 3 
per cent each month. The average monthly rate climbed to 5 per cent in the 
following year and then to 7 per cent in 1940. From mid-1941 to late 1944, 
prices rose by 10 per cent per month; and by 20 per cent from then to the 
war's end in 1945. Although Young carries the story only to this point, he 
does note that, from August 1945 to late summer 1948, prices rose 2500 times, 
equal to their climb during the previous eight years. And, in the final months 
before the total collapse and the flight of Chiang to Formosa, the price index 
also took off and disappeared into the great beyond. 

The immediate causes of the inflation, according to Young, were the vast 
increases in government expenditures and the grossly inadequate tax system. 
While government spending in current prices about doubled each year from 
1937 to 1941, then tripled annually to 1944, and finally jumped fivefold in 
1945, in real terms these expenditures actually declined by 30-40 per cent over 
the period. The tax system, however, simply could not respond adequately to 
large increases in nominal incomes and spendings. In current prices, budget 
receipts lagged farther and farther behind expenditures; and, in real terms, 
they fell by perhaps 75 per cent from 1937 to 1945. The weakness of the reve- 
nue system was due not only to the antiquated tax structure itself and to dis- 
organization caused by fighting, but it also reflected the conflict of class inter- 
ests and the corruption within the Kuomintang's own ranks. Although Young 
is sympathetic to the Chiang regime, many passages in his book are devoted to 
the abuses, bribery, thefts, and extravagances of some of its officials and lead- 
ers. 
Young points out that the ever-expanding budget deficits were almost en- 
tirely ünanced by the creation of money—mainly by.new issues of currency. 
Consequently, nominal money rose sharply after 1937, but it did not keep up 
with the steep ascent of prices: real money balances fell by more than 80 per 
cent during the period, reflecting a massive flight from money. 

In the face of these powerful inflationary forces, the efforts of Young and 
others to slow down the price rises were woefully ineffective. The government 
tried bond sales to the public and later gold sales, price controls, foreign 
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exchange stabilization, control of interest rates; it received lend-lease, gifts, 
guarantees, currency backing—all to almost no avail. Young's book, unfortu- 
nately, deals mostly with these futilities and very little with the basic 
difficulties. The first part of the book sets out the facts regarding budget ex- 
penditures and receipts. Part two contains a discussion of the extent to which 
budget deficits were covered by borrowing from the public, borrowing abroad, 
and foreign aid. The third and longest part takes up the government’s at- 
tempts to check the inflation by various monetary policies, exchange stabiliza- 
tion schemes, and price controls; and this part ends with an analysis of the 
causes and effects of the inflation. 

For much of his economic analysis, Young draws on two earlier studies of 
the inflation,’ one of which, in this regard, is superior to his own work, but 
both of which tell essentially the same story that he does—not surprisingly, 
because the Chinese inflation was “classic” in virtually every way. Young con- 
cludes that the inflation was primarily due to excessive creation of money, 
that overall scarcity of goods was not an important element in the price spiral 
(the contrary view was held widely at the time in Washington), that among 
the heaviest losers were army personnel and civil servants, and that inflation, 
as usual, led to corruption and inefficiencies. 

The book is particularly interesting in its accounts of the author’s battles 
with Washington over policy measures for China. In one of these accounts, he 
accuses the U.S. Treasury—Harry Dexter White in particular—of “foot- 
dragging” during the period when the United States was sending gold to the Na- 
tionalist government so that it could be sold to the public in exchange for ex- 
cess money balances. “The deliberate foot-dragging and obstruction of needed 
[gold] shipments, despite China’s urgent pleas, was primarily the work of 
White and other subordinates...” and “White’s efforts in 1944-1945, while 
blocking gold shipments to China, to promote a US $10 billion postwar loan to 
Russia, show a strong anti-Chinese and pro-Russian bias” (pp. 296-97, 298). 

The two books footnoted above continue the story after Young leaves it: to 
the resumption of inflation, the monetary reform of August 1948, another in 
July 1949, and the denouement. Young, in glancing at these later years, con- 
cludes that the inflation was a major cause of the Communist victory and that 
those (in Washington) who aggravated the inflation “must bear part of the 
responsibility for later tragic events" (p. 298). Aside from other dubious im- 
plications of this statement, the implied efficacy of gold sales in China as an 
anti-inflationary device seems grossly exaggerated. 

The hyperinflation was finally halted by the Communists by mid-1950, 
which cleared the road for economic reconstruction and development. As it 
turned out, Communist China had one of the fastest-growing economies in the 
world during the 1950's. Her annual rate of output growth was probably 
around 9 per cent, though this figure was influenced by the depressed levels of 
economic activity at the beginning of the decade and by the frenzied output 
drives of the Great Leap Forward at the end. A succession of disastrous har- 

*Kia-ngau Chang, The Inflationary Spiral: The Experience in China, 1939-1950, New 
York 1958; Shun-hsin Chou, The Chinese Inflation, 1937-1949, New York 1963. 
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vests starting in 1959, disincentives growing out of life in the communes, 
inefficiencies from the Great Leap, and the pull-out of almost all Soviet techni- 
cians in mid-1960, at first slowed output growth and finally tilted the economy 
downward. Output may or may not have fallen a bit in 1960, but it almost 
certainly declined, perhaps substantially, in the following year. Since 1962 or 
1963, there has been a resumption of growth but at a rate below that of the 
1950's. 

The spectacular gains of the 1950’s were based in large part on an ambi- 
tious investment program, especially in the industrial sector. Gross domestic 
investment averaged more than 25 per cent of gross output, and it was proba- 
bly at least 30 per cent if Investment in human capital is included. At least 
half of this figure was capital formation in heavy and light industry. For one 
of the world’s poorest countries, in terms of income per capita, this was a most 
remarkable achievement. 

The relatively large investment expenditures in the industrial and trans- 
portation sectors, which grew especially fast in the early years of the decade, 
created strong inflationary pressures for consumer goods and services, and 
particularly for food products. Since very little investment went into agricul- 
ture, the State attempted to increase agricultural output by social and polit- 
ical reorganizations that were intended to raise incentives and efficiency. Land 
reforms, mutual-aid teams, elementary and advanced agricultural cooperatives, 
and communes were the principal innovations along these lines. They were of 
some success, but in the end they were pushed too far and too fast. Since 
1961, the State has played down reorganizational features and has stepped up 
agricultural investment expenditures. 

These were the attempted solutions on the supply side. On the demand side, 
the heavy investment program required restraint of demand for consumption, 
or, what is the same thing, sufficient saving to match the investment. The Com- 
munists, having just witnessed the devastation in the wake of the hyper- 
inflation on which they rode to power, were determined not to gain the re- 
quired saving through an inflationary process. Instead, they greatly increased 
tax receipts and held down government consumption, thereby generating sav- 
ing in the government sector; they used direct controls and manipulated rel- 
ative prices to achieve large profits in state enterprises, most of which reverted 
to the budget and so swelled government saving; they encouraged individual 
saving by creating attractive financial assets with purchasing-power clauses, 
lottery features, etc., and by establishing thousands of new banking offices 
around the country; and, finally, for a time they were able to tap some foreign 
saving for their investment program. Although the supply of consumer goods 
did not expand vigorously after 1953, demand was restrained sufficiently to 
prevent any significant increase in prices. 

The study by Dwight Perkins, Market Control and Planning in Communist 
China, covers much of this story, but the material is so poorly organized that 
the reader is continually struggling to put the various pieces together. It is 
hard to tell what the basic trouble is, but it may be that the book is organized 
around sectors and markets—agriculture, industry, labor, consumer goods— 
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which leads to just as many partial views of the economy, preventing the 
reader from ever seeing the whole picture. 

Perkins apparently pursues two problems. The first is a stabilization-growth 
problem, as expressed in my paragraphs above: given the huge investment 
program, how could the required saving with fairly stable prices be obtained? 
The second concerns resource allocation: what role did “the market” play in 
allocating resources and goods? While the analysis of the second problem at 
times is served fairly well by the sector-by-sector approach, the discussion of 
the first, to which I now turn, decidedly is not. 

Perkins shows that the Communists successfully rejected inflation (and 
forced saving) as a method of financing their investment expenditures. The 
official retail price indexes record an annual increase of only one per cent from 
1951 to 1958, and there are no indications of a prolonged serious inflation 
after that. These indexes, though, probably have a downward bias, as Perkins 
explains, since they are based largely on controlled prices which were at times 
below equilibrium levels. Black-market prices apparently exceeded official 
prices in 1953, 1956, and 1960-62. However, as Perkins states: “None of 
these qualifications . . . negates the basic contention that price increases in 
Communist China have in fact been quite modest" (p. 158). The potential ex- 
cess demand was largely eliminated by other means. 

Perkins describes well the State's attempts to raise agricultural output. 
Land reform, while primarily a redistribution measure and a means of de- 
stroying the landlords, was meant to increase incentives toward land improve- 
ment. The regime also used advance-purchase contracts containing state-guar- 
anteed purchase prices, eliminating some of the risks to individual farmers. 
Later, in November 1953, the State began to use compulsory quotas for major 
crops, principally for the purpose of controlling the marketed portions of the 
crops. In 1955-56, peasants were organized in agricultural producers’ coopera- 
tives, in which income was distributed on the basis of the amounts of labor 
and land contributed; later, in the advanced cooperatives, only the labor con- 
tribution counted. In the summer of 1958, communes were established, which 
expanded the basic unit from around a few hundred families to several thou- 
sand. The communes were subsequently reorganized: the center of control was 
located in lower-level units and peasants were encouraged to devote some of 
their time to small private plots. Finally, the government has in recent years 
stepped up its investment spending in agriculture.? 

The author feels that land reforms, while raising peasant incentives, re- 
moved many rich peasants “who had more capital and better knowledge of ad- 
vanced techniques of farming than poor peasants”; that centralization in the 
form of cooperatives and communes was mostly a failure. He concludes that 
“there appears to be little that centralization accomplishes that cannot be 
done better through extension services, taxes, and market and price controls in 
the context of a free peasant economy?! (p. 97). 

The lack of success on the supply side made it that much more urgent for 


* À stimulating analysis of these events is found in Franz Schurmann, MERO and Or- 
ganization in Communist China, Berkeley 1966, ch. 7. 
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the government to restrain demand for consumer goods and services, The re- 
quired saving came in large part from tax receipts and profits of state enter- 
prises, very little from foreign saving. Perkins believes that individual saving 
did not contribute much, that the drives to elicit such saving were “makeshift 
measures,” that they had a “negative effect on incentives [which outweighed] 
their usefulness in controlling inflation or in accomplishing other objectives” 
(p. 176). In my judgment, some of this is correct and some is wrong, but in 
no instance does the author offer adequate support for his contention. 

For example, while government saving through the State budget grew re- 
markably from 1950 to 1960, owing to rapid growth of budget revenues rela- 
tive to government consumption and transfer payments, Perkins shows only 
the budget revenue figures. Further, they are not related to anything at all— 
to investment, GNP, etc. In fact, there are no GNP figures in the entire book, 
and yet good estimates exist; worse yet, despite the fact that the investment 
program is so vital a part of Perkins’ story, nowhere does he present aggregate 
investment data—and they, too, exist.” Consequently, it is not possible for the 
reader to judge how important budget receipts were in financing the total in- 
vestment program. 

In fact, budget revenues rose from around 10 per cent of gross product in 
1950 to over 30 per cent in 1958 and even higher in the following year; gov- 
ernment saving probably financed about half of aggregate investment in the 
early years and more than three-quarters later on. Perkins’ description of the 
tax system that largely produced this impressive record is fragmented, but it is 
clearly shown that the most rapidly growing revenue source was from the 
profits of state enterprises. Large revenues in the earlier years, according to 
the author, were also provided by taxes on the net income and gross receipts 
of business firms and by commodity taxes, All of these were replaced in 1958 
by the turnover tax. The agricultural tax, which was imposed on the gross 
yield of output and the base of which was “normal” rather than actual yield, 
declined steadily throughout the period relative to total revenues. In 1950 ag- 
ricultural tax revenues were about one-third of budget revenues but only 5 per 
cent in 1960. 

With regard to individual saving, Perkins’ views are unsupported. He em- 
phasizes the unimportance of this saving, and yet his figures show fairly siz- 
able increases in deposits and bond holdings, although, once again, they are 
not related to anything. Apparently because he feels (correctly) that coercion 
was used in the savings drives, he is quick to ascribe large disincentive effects 
(work?) to the resulting saving. He offers no evidence for this except to say 
that such saving would be akin to a tax—an observation that raises more 
questions than it answers. 

In fact, there must have been very large increases in the real demand for 
financial assets during the early years of development—not only for the sav- 


! See Alexander Eckstein, The National Income of Communist China, New York 1961; 
William Hollister, China's Gross National Product and Social Accounts, 1950-1957, Glencoe, 
Illinois 1958; T. C. Liu and K. C. Yeh, The Economy of the Chinese Mainland, Princeton 
1965; and C. M. Li, Economic Development of Communist. China, Berkeley 1959, 
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ings deposits and bonds discussed by Perkins but also for money balances and 
other financial assets. For one thing, the cessation of hyperinflation would in 
itself renew real demands for financial assets; and the rapid increase in na- 
tional income would add to them. Further, several key financial assets were 
provided with purchasing-power clauses or lottery features; mobile banks 
were sent to rural areas; new types of savings deposits were introduced; new 
financial institutions were established; saving through insurance contracts was 
vigorously pushed. Moreover, the land reforms, by decentralizing ownership 
and decision-making, probably raised both the demand for and the supply of 
loanable funds in the rural areas, as many poor and middle peasants, owning 
land for the first time, had to finance expenditures, and many acquired saving 
for the first time from sales of grain to the State. In addition, demand for 
money was probably raised by the increasing efficiency of the payments mech- 
anism: the early consolidations of currency issues, establishment of clearing 
houses, the reduction of remittance charges. Finally, there were forced saving 
schemes and patriotic savings drives. 

These factors, combining their forces in the early years of the period, must 
have raised real demands for financial assets far above the growth of income. 
But it is likely that later on, as the economy was socialized—private business- 
es eliminated, cooperatives and communes established—the real demand for 
financial assets lagged behind the growth of national income. This is suggested 
by some preliminary estimates I have made, which show non-State net domes- 
tic saving growing very rapidly from negative amounts in 1950-51 to about 4-5 
per cent of NDP in 1953-55, and after that declining. These estimates would 
mean that such saving financed a negative part of total net investment in the 
initial years, 15 to 20 per cent of it by 1953-55, and probably a declining 
portion thereafter. 

Perkins’ second theme, as I have said, is on the role of the market in 
resource allocation. He shows that market forces were much more significant 
in agriculture than in industrial production and construction; in the former, 
the authorities used varying purchase prices in the early years to influence 
outputs of certain crops, and, even with the advent of cooperatives, “a free 
market was still the major determinant of a wide range of subsidiary prod- 
ucts” (p. 199); in the latter, the major allocating device was the physical plan 
targets. Perkins finds that the market played a leading role in the distribution 
of consumers’ goods, but that there was a high degree of physical control over 
the labor market, He concludes that the market has played ‘‘an important role 
in directing the Chinese economy, but a role subordinate to that of centrally 
determined physical controls" (p. 200), an assessment that seems obvious and 
correct. 

. A thesis which is expressed several times in the book is that central plan- 

ning may be easier in an underdeveloped economy like China's than in a more 
developed economy, because of the smaller number of commodities produced, 
the simpler interdependencies in the production and allocation of these 
commodities, a relatively simple labor market, and China's ability to borrow 
technology from highly developed nations (which obviates the need to stimu- 
late technical advance through market forces). However, he also sees impor- 


BOOK REVIEWS 1273 


tant drawbacks to centralized controls in China, among them the lack of ade- 
quate data, insufficient numbers of trained people, the sheer size of the coun- 
try, and the large number and diversity of farms. While the pros and cons are 
mostly left hanging in the air, Perkins seems to feel that the net advantages 
lie with the market. Still, as he points out, these economic considerations were 
unimportant in China’s decision to impose central planning; much more 
significant, of course, were ideological and political factors. 

The material is poorly organized for a book, the discussion of banking is 
very bad, some of the tables present nothing but puzzles and mysteries, and 
the most important data are missing. It is to Perkins’ credit, however, that, 
despite these flaws, he has so many interesting things to say that his book is 
well worth reading. 

Alexander Eckstein’s study on Communist China’s Economtc Growth and 
Foreign Trade examines the extent to which China was able to further her in- 
vestment program (and so her economic development) through international 
trade, loans, and aid. While he does not examine the role of government and 
individual saving, he concludes that China’s growth would have been marked- 
ly reduced without foreign help. This conclusion, however, does not rest on the 
magnitude of China’s foreign trade (on trade benefiting both sides), for her 
imports were probably no more than 4-5 per cent of her gross domestic prod- 
uct, but rather on other considerations. 

It is generally felt that foreign trade may allow a country to Increase its do- 
mestic investment in two principal ways. First, if foreign saving is available, 
the resulting import surplus releases real resources, at a given consumption 
level, for investment purposes. Second, even if foreign saving is not tapped 
(ie., imports equal exports), a country’s domestic investment might still be 
enlarged if it has net imports of investment goods. Suppose a country imports 
investment goods and exports an equivalent amount of consumption goods. 
Then its domestic investment is higher to the extent that it could not have 
produced the investment goods at home with the real resources that went into 
the exported consumption goods. 

Eckstein’s conclusion, therefore, rests on an examination of these two mat- 
ters; and I shall consider each in turn. To what extent did China have access 
to foreign saving? As Eckstein shows, while the answer to this question is un- 
certain, it is probable that China had on balance little or no import surplus 
during the period 1952-63—and this would also be true for the longer period 
of 1950-65. The answer is uncertain because China’s imports and exports can 
be built up best from the trade data of the countries trading with her; and, 
thus, the data are in terms of foreign currencies. This means that the yuan 
amounts of imports and exports can be obtained only by converting the dollar, 
ruble, etc. figures into yuan at an appropriate exchange rate. Ideally, one 
would want to value China’s exports at the yuan prices that reflect the worth 
of real resources going into producing them; and to value her imports in yuan 
prices that reflect the worth of real resources that would have been used to 
produce them domestically. 

It is generally agreed that in China prices of investment goods were “high” 
while prices of consumption goods were “low.” China’s exports, then, consist- 
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ing mostly of consumption goods, would be overvalued in yuan if the official 
exchange rate were used to convert dollars to yuan. That is, if China exported 
one dollar of consumption goods at world prices, the official rate would yield 
a yuan value in excess of the actual value in China's economy. Similarly, 
imports would be undervalued because they consisted largely of investment 
goods (up to 1960), the prices of which were relatively high in China. Con- 
sequently, if a rate of 2 yuan = 1 dollar is used for exports, a rate of, say, 
3 yuan — 1 dollar should be used for imports. 

Inasmuch as no-one knows the "correct" rates, Eckstein begins by using the 
uniform (official) rate of 2,62 yuan — 1 dollar for both imports and exports.* 
His calculations reveal an export surplus of 4.1 billion yuan for 1952-63, 
which, if correct, means that on balance China was an exporter of capital. 
However, the export surplus is small, amounting to less than 14 of 1 per cent of 
cumulated GNP for these years. 

Eckstein shows that China had import surpluses up to 1955 and export sur- 
pluses thereafter. This was her trade pattern over time with other communist 
countries, in particular with the USSR; the opposite pattern, however, pre- 
vailed with noncommunist countries. Her early overall import surpluses were 
financed by credits (loans, not grants!) from the USSR, and her later export 
surpluses were used to repay the USSR loans and to extend aid to other coun- 
tries. Up to the present, China has probably extended more foreign aid than 
she has received (but not all of her aid has been drawn upon); moreover, her 
terms have been more generous than those extended to her—she has made 
outright grants (and probably received none), has given longer maturities, 
and some of her loans have been interest free. 

Thus, according to these data, China did not tap foreign saving over the pe- 
riod as & whole; instead, on balance, she may have exported capital to other 
developing nations. She has financed her investment program from her own 
saving, and has used a (small) part of this saving to aid other countries. 

However, some studies have suggested that exchange rates other than the 
official one should be used in computing China's exports and imports in yuan. 
As Eckstein explains, one study suggests a rate for the export of consumer 
goods of 1.79 yuan — 1 dollar; another points to a rate for the import of capital 
goods of 5.91 yuan = 1 dollar. While Eckstein has serious reservations about 
these rates, he uses them and obtains a substantial import surplus for China 
during 1952-63, which is equal to 5-6 per cent of her cumulated gross domes- 
tic product. In my judgment—-and, I believe, in Eckstein's, too—this is clear- 
ly too high. For one thing, imports were by no means all capital goods, espe- 
cially after 1960 when one-third of imports was foodstuffs; and not all exports 
were consumer goods. More important, such a high import surplus figure is 
grossly inconsistent with “companion” data on domestic investment, govern- 
ment saving, and what we know about private (non-State) saving. China may 


‘This has been the official rate since mid-1957, when it was indicated that the previous rate 
of 2.36 = 1 overvalued the yuan. 

* [t should be noted that, although Eckstein does not say so, his data include only com- 
modity trade and not services. However, a recent unpublished study by F. H. Mah, which in- 
cludes both, shows about the same pict're, 
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have had an import surplus during the period, but it is unlikely that it was 
very large. And so it is unlikely that China’s development was financed to any 
significant extent by foreign saving for the period as a whole. 

Turning now to the second question, to what extent did China further her 
economic development by importing capital goods? Again, one cannot be cer- 
tain about the answer, but it is fairly clear that China imported capital equip- 
ment, chemicals, and metals in heavy volume up to 1960, including complete 
plants from the USSR with technicians and advisers; but then mostly food 
products from 1961 on. She exported some investment goods—to North 
Korea, North Vietnam, and other countries—but mainly food products and 
textiles, especially the latter after 1960. Data in Eckstein’s study and else- 
where suggest that China’s net imports of investment goods amounted to 
10-15 billion yuan for the years 1952-63, or to about 3-5 per cent of her total 
domestic investment. 

Eckstein, going after the problem differently (because the above estimates 
come from some rather shaky figures), computes the extent to which net fixed- 
capital investment would have fallen if China had not imported machinery 
and equipment (a component of fixed-capital investment). This estimated de- 
cline, for the period 1952-56, is about 10 billion yuan—that is, from approxi- 
mately 43 billion yuan to 33 billion yuan. The higher (or actual) figure was 
associated with a 27 billion yuan increase in net national product; so the 
lower figure, it is assumed, would have yielded an increase in net output of 20 
billion yuan—which is 7 billion below the actual increment. For the period 
1953-57, this signifies a reduction in the annual growth rate from 6.3 per cent 
to something less than 5 per cent. 

It should be noted that these calculations apply to the 1953-57 period, when 
net imports of machinery and equipment were at their peak. Moreover, Eck- 
stein assumes that the ratio of equipment investment to total fixed-capital in- 
vestment is constant (40 per cent); hence, a decline in the numerator, owing 
to a decrease in imports, would reduce the denominator by a multiple of the 
decline in equipment investment. If one assumed, instead, that the other com- 
ponents of fixed-capital investment would not be affected by the reduction in 
equipment imports, the importance of the imports would of course be much 
less. Also, Eckstein assumes that, if equipment imports decline, capital goods 
could not be domestically produced with the real resources released from the 
counterpart exports. To the extent that such substitution could occur, the out- 
put growth rate would be less affected by a decline in imports. On the other 
hand, the actual yuan value of machinery and equipment imports may have 
been higher than the level suggested by the exchange rate of 2.62 = 1. If so, 
the elimination of those larger imports, everything else the same, would have 
a larger impact on the output growth rate. 

So the matter is pretty much up in the air. But there is little doubt that, at 
least up to 1957, China's growth rate was boosted by her import surpluses and 
by the large capital-equipment component of these imports. Thereafter, and 
especially after 1960, her growth rate probably suffered, as she ran export sur- 
pluses to repay debts and to extend aid to other countries, and as her own 
capital-goods exports probably surpassed her import of such goods. So it is 
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quite likely that the higher growth rates in the earlier years and the lower 
ones in the later years were significantly influenced by foreign trade and aid 
factors. 

Eckstein has more in his book than that. His beginning chapters on China’s 
economic development and the pre-conditions for it are highly informative and 
analytically pleasing. And, at the other end of the book, there is much worth- 
while detail regarding China’s trade with individual countries, both commu- 
nist and noncommunist. Eckstein’s study is an important one. 

Since Perkins has some material on government saving—the tax structure 
and the system of direct controls as a device for raising profits of state enter- 
prises—and since Eckstein takes up foreign saving and trade, it would have 
been nice if Tadao Miyashita had completed the job by analyzing the role of 
the financial system in eliciting individual saving. But, while his book on The 
Currency and Financial System of Mainland China provides some information 
on this question—though really little more than Perkins gives us—its 
strengths lie elsewhere: in descriptions of the Communist financial structure 
and of the problems it has faced in the past two decades. . 

Miyashita gives a rather complete picture of the financial system in China, 
including street addresses for some of the financial institutions and photo- 
graphs of the new currency issues and of the head office of the People's Bank 
of China—the central bank. When Arthur Young was financial adviser to the 
Kuomintang, there were four main government banks, a few dozen, highly 
influential foreign banks, some modern Chinese banks, and several hundred 
so-called native banks. One of the government banks was the Central Bank of 
China (organized in 1928), but it never did attain the status suggested by its 
name; there was no strong monetary control during this period. Chinese bank- 
ing was heavily concentrated in Shanghai, and only rudimentary credit and 
saving facilities existed in rural areas where most of the people lived. 

When the Communists came to power, the Central Bank of China was re- 
placed by the People's Bank, which issued all of the currency and conducted 
ordinary banking business, making most of the short-term loans and having 
large deposit liabilities to nonfinancial units. Of the other three government 
banks under the Kuomintang, the Bank of China became a joint state-private 
institution specializing in foreign exchange and overseas Chinese remittances; 
the Bank of Communications attained the same status, specializing in loans 
for capital construction until October 1954, when this function was taken over 
by the newly established People's Construction Bank; and the functions of 
the Farmers Bank of China were assumed by rural credit cooperatives, the 
People's Bank itself, and the Agricultural Bank of China (reorganized in No- 
vember 1963). Several other new financial institutions have been created, 
monetary controls highly centralized in the People's Bank, and credit and sav- 
ing facilities greatly extended. 

Miyashita presents an excellent, detailed account of the development of 
financial control. The distinctive feature of the system is the large number of 
special funds supplied to economic units, each of which can be used for only 
one purpose and no other. Budget funds differ from credit funds in that the 
former are grants to be used for investment and the latter are loans for oper- 
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ating expenses. The budget funds themselves are divided into subfunds ac- 
cording to use— water conservancy works funds, forestry funds, etc. Some 
funds paid out of the budget (“fixed sum liquid funds"), however, are for nor- 
mal operating expenses, while “excess fixed sum liquid funds" are credit funds 
for exceptional, temporary current expenses. Since July 1961, 20 per cent of 
the fixed sum liquid funds have come from the People’s Bank (by way of the 
budget) as short-term loans. There are also commodity funds and noncommod- 
ity funds and many other categories. In addition, the authorities have estab- 
lished currency control in which most payments are made by check through 
the People's Bank and currency holdings are tightly limited, any excess hav- 
ing to be deposited almost immediately. 

The author devotes two chapters to the currency policies of the Communists 
in the areas they controlled before 1949; he discusses the problems connected 
with the State's unification of the dozens of currencies outstanding when the 
Communists came to power, the stopping of hyperinflation, the socialist trans- 
formation of private banking in Shanghai, and the development of the rural 
credit cooperatives. 

All in all, the book is full of information but devoid of critical evaluation; 
except for a few miscellaneous numbers, the author is not interested in statis- 
tical material. He £s interested, though, in treating his subject accurately— 
even going so far in this direction (as do Perkins and Eckstein) as to call the 
present capital by its correct name, Peking, instead of Peiping. 

These books leave little doubt that the economy of the People's Republic of 
China (correct name, at last!) has been made over from top to bottom and 
back again. There have been bold experiments (some failures), good and bad 
luck, and a lot of turmoil, but beneath it all a substantial improvement in the 
quantity and quality of the country's human and nonhuman resources. While 
these studies understandably concentrate on the machines and buildings, 
China's dramatically successful efforts to raise the health, education, and wel- 
fare standards of her people would also seem to be worthy of attention. It ap- 
parently is true that our profession's *China experts," for some reason, have 
shied away from this topic. 

Joun G. GuRLEY 

Stanford University and Center for Advanced Study 

in the Behavioral Sctences 


Development and Economic Policy in the UAR (Egypt). By Bent HANSEN 
and G. A. Marzoux. Amsterdam: North-Holland Publishing Company, 
1965. Pp. xv, 332. $9.80; 70s. 

The purpose of this important book is to provide a strictly economic analy- 
sis of the profound socio-economic changes experienced by Egypt since the 
end of World War II. It is not intended to be “an encyclopedia on the Egyp- 
tian economy," and many interesting and “important special questions are 
superficially dealt with," indeed, some are “not even mentioned.” The book is 
a series of analytical surveys “by economists for economists" of the “main 
economic trends, problems and policies" in postwar Egypt. Economic philoso- 
phies of the “Hegel-Marx-Rostow” type are eschewed and the stress is placed 
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on economic analysis based on “just ordinary modern economic theory” (p. 
xiii). 
If “ordinary theory" means simply “non-mathematical,” we agree with 
Hansen and Marzouk that there is, for instance, very little connection be- 
tween Hansen’s contribution to this book on development and policy and his 
highly analytical Lectures in Economic Theory (Cairo, 1964), given at the 
Egyptian Institute of National Planning presumably during the time this book 
was being written. Indeed, on some key subjects (e.g., pricing and efficiency, 
and inflation, the budget deficit, and the exchange rate) the distance between 
theory and its application is disconcerting to an economist, be he teacher or 
advisor. Yet, having read this book, one can agree with the authors’ statement 
that despite its shortcomings ordinary modern economic theory does bring us 
a “long way towards a full understanding of the economic problems of de- 
veloping countries" (p. xiv). 

Essentially, Hansen and Marzouk have written a series of survey essays on 
various aspects and sectors of the Egyptian economy. After an initial bird's- 
eye view of the economy during the past fifty years, cast primarily in terms of 
national income and product aggregates,! each survey essay (one to two chap- 
ters in length), focuses on a major segment of the economy. They start, ap- 
propriately enough in the case of Egypt, with the population problem. 'T'hey 
admit that Egypt is densely populated, its population highly concentrated 
along the Nile, its agricultural frontier long since closed (the completion of 
the High Dam at Aswan will not significantly alter this situation), and, the 
recent findings of Professor Abu-Lughod of Smith College? notwithstanding, 
that Egypt not only is overurbanized, but that it is increasingly becoming 
more so—the degree of urbanization, they say, has increased by a fourth since 
World War II. But having said this they conclude that most of the pessimism 
concerning Egypt's high rate of population growth (2.9 per cent since 1947) 
is unwarranted since the data of the 1950's (on which the rate is based) are 
misleading due to factors peculiar to that decade. For instance, they maintain 
that the rise in the fertility rate was due mainly to “speeded-up births,” and 
therefore is temporary. They also note that there was a temporary increase in 
marriages at the very end of 1959 so that population projections based on the 
data of the "fifties give too high a future growth rate. They thus feel that the 
optimism of the "transition population theory," wherein industrialization, ur- 
banization, and improved education will ameliorate the population problem, 
best describes the eventual result of the income-population race in Egypt. 
Later they state that this process is already occurring, what with the average 
productivity of both land and labor increasing in agriculture. With real in- 


' In a Statistical Appendix (pp. 317-25), which enchances the value of the book, are the 
results of the various Institute of National Planning Memoranda written by Hansen (and 
D. Mead) on the national income, outlay and savings of the UAR during the period 1939- 
1962/63. 

' “Urbanization in Egypt: Present State and Future Prospects,” Econ. Develop. and Cult. 
Change, Apr. 1965, 13 (3), 313-43. Her main point is that, in the future, “Overconcentration 
of the urban population in relatively few cities, rather than “over-urbanization” per se, ap- 
pears more serious and likely to emerge as the key bottleneck in any program of indus- 
trialization.” 
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comes of agricultural labor increasing by 15-20 per cent since 1950 they feel 
Egypt is far from “the Malthusian nightmares usually associated with the 
agricutlural situation in underdeveloped countries.” 

There follow two essays on agriculture and industry. A chapter analyzing 
the structure of each sector is followed by one evaluating the government’s 
policies in these areas. There is a wealth of information in these four chap- 
ters: we choose only the following for detailed comment. We are told that 
while there is considerable seasonal unemployment in agriculture “about 25 
per cent of the total permanent labor force, calculated on an annual basis,” 
nevertheless the oft-repeated assertion that much of Egypt’s agricultural labor 
force is suffering from disguised unemployment with a marginal productivity 
of near zero is incorrect (pp. 61, 64, 161, 298). What is worse, much of the 
investment planning in Egypt has been based on this mistaken “standard as- 
sumption of surplus labor in agriculture." Although the Five Year Plan puts 
the number of required agricultural workers at 3.2 million while actual em- 
ployment in 1960 was 4.2 million, Hansen and Marzouk say this does not nec- 
essarily imply disguised unemployment with near zero marginal productivity 
in agriculture. If anything, this indicates only the extent of seasonal 
unemployment? and so does not justify a zero shadow pues of labor which 
they maintain has been used by Egypt's planners. 

According to their estimates the value of the marginal product (VMP) 
for agricultural labor is positive and roughly equal to the wage rate. As 
Hansen has more recently stated,* “The Egyptian fellah is an economical 
and calculating peasant" who would not employ labor at a positive wage if 
the resultant increase in production was “near zero." Using data of the 1950’s 
they demonstrate this equality between wages and the VMP. At that time 
the annual wage (for 300 days) approximated £E35. Output per laborer 
averaged between £E90 and £E110. Since the labor coefficient of the Cobb- 
Douglas production function for this period was 0.3 the VMP of labor 
"should be about one-third the average output," or some £E33. Thus, for 
the 1950's the VMP did approximate the annual wage. They add “the equal- 
ity of wages and marginal value productivity holds true back to 1937, at 
least." So disguised unemployment is banished, as is Lewis! contention that 
industrial expansion can occur “with little or no increase at all in money 
wages," although Table 5-18 indicates money wages have been constant 
since 1956! 

In any event disguised unemployment as a widespread phenomenon in 
Egypt reappears when the authors state “it is in the Government sector that 
disguised unemployment in Egypt is to be found" so that “if zero-productivity 
of actually employed labour is . . . anywhere in Egypt, it is most probably in 
Government administration." They also stress that, unlike the disguised un- 
employment in industry, which is but a temporary phenomenon of the govern- 
ment's “Great Employment Drive" of 1961—when the productivity of in- 


* Their analysis makes use of the 1950 Agricultural Census since the data for 1960 “has 
not yet been published" (p. 63). 

* B. Hansen and M. El Tomy, “The Seasonal Employment Profile in Egyptian Agricul- 
ture," Jour. Develop. Stud., July 1965, 1 (4), 404. 
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dustrial labor fell, despite a big increase in industrial investment—that “over- 
employment” in Government will persist “because the Government has 
committed itself to employ all university graduates." But according to a 
theorem of Professor Georgescu- Roegen an oversized bureaucracy is a normal 
economic phenomenon only in overpopulated economies, So we must continue 
to classify Egypt as an overpopulated underdeveloped country with a severe 
employment problem, despite government edicts designed to eliminate unem- 
ployment and a high growth rate (8 per cent since 1955) in its industrial sec- 
tor. And maybe the planners were right, since even the authors would agree 
that Egyptian industry could siphon off large numbers from the pool of sur- 
plus government employees without any loss to national output. 

The entire complex problem of the interrelationship between the foreign- 
trade deficit, inflation, the savings-investment process and planning via direct 
controls or through a heavy reliance on the price mechanism is brilliantly ana- 
lyzed in the remainder of the book (Chs. 7-11). As long as Egypt continued to 
be & planned market economy, the authors favored direct controls as against 
the price mechanism since the conflict between equity and efficiency tended to 
create “a shortage economy." But as the extent of government ownership of 
industry widened, and all foreign-trade activity was placed under strict gov- 
ernment control, *this dilemma simply disappeared" when Egypt, after July 
1961, became “an Arab Socialist state.” Writing in late 1963 they attributed 
whatever difficulties Egypt experienced from its program of deliberate indus- 
trialization mainly to “inadequate price policies and to an incompetent and 
bureaucratic regulation of foreign trade." But by November 1964, in their 
preface, the authors concluded that the major problem had become a “general 
domestic excess of purchasing power" owing mainly to a governmental deficit 
approaching 12 per cent of GNP. Unfortunately, economic analysis is not 
sufficient to evaluate the consequences of this policy, since the budget deficit is 
a "politically given factor," and so the resultant balance of payments deficit 
and the entire question of an “equilibrium exchange rate" become “essentially 
political questions." Notwithstanding this disclaimer these chapters contain 
some of the finest economic analysis in the entire book and illustrate “ordi- 
nary modern economic theory" at its best. 

Not too long ago it could rightly be said that Egypt suffered less from a 
scarcity of information than from a surfeit of bad statistics. Hansen and Mar- 
. Zouk have gone a long way in giving the student of the Egyptian economy the 
analysis of the data which was lacking in previous works. But at the very out- 
set they state that what still is needed for a deeper understanding of the eco- 
nomic problems of countries like Egypt is “above all detailed, reliable empiri- 
cal information—statistical data and descriptions of institutions." Yet repeat- 
edly they note that the data they need—on prices, employment, production, 
financial reports, government spending, etc.—are not available. They do not 
comment on why the more recent data are unavailable, leaving the reader to 
assume that an inevitable publication lag exists. But writing in 1965, in the 
article already cited, Hansen has justifiably complained: “the figures from the 
1960 agricultural census are actually available in the Ministry of Agriculture, 


: See footnote 3 above. 
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but it has not been possible for us to make the Ministry release these figures 
(or even to let us have access to them). This lack of cooperation has forced us 
to work with the old data.” Small reward for such noble efforts. 

All in all this book gives a highly competent analysis of recent economic de- 
velopment in the Egyptian economy. Yet it certainly does not replace Issawi’s 
Egypt in Revolution. Indeed these two books complement each other quite 
well, Issawi’s being strong on historical description, institutional, and organi- 
zational detail, but weak and spotty, and generally deficient, in its application 
of recent analytical advances, Almost the opposite can be said of the book 
under review. A general economist who wanted to read but one book on pres- 
ent-day Egypt probably would benefit more from Issawi, but the economist 
seriously interested in Egyptian economic development will just have to read 
both and to consult them conjunctly. 

WirnLiaM O. THWEATT 

Vanderbilt University 


Development Planning: Lessons of Experience. By ALBERT WATERSTON, 
WITH C. J. Martin, A. T. SCHUMACHER, AND F. A. STEUBER, Baltimore: 
The Johns Hopkins Press, 1965. Pp. xix, 706. $10.75. 


Albert Waterston's book, based on seven years’ study at the World Bank of 
some fifty country experiences, is a major contribution. Every economist con- 
cerned with development planning, whether as a teacher in a university or as a 
practitioner in development activities, should at least plunge into it. It is a 
voluminous book, as epitomized by a 58-page appendix listing all of the na- 
tional development plans for all countries of which the author and his assis- 
tants were aware. It reaches some significant conclusions, supported by a 
wealth of examples; the reader may not find them to be uniformly persuasive, 
but they certainly demand serious consideration. And it is full of distinctions, 
observations, proposals, cautions, criticisms, and above all descriptions of indi- 
vidual country experiences, which are sure to be thought-provoking. 

There are three main themes. The first is that most low-income countries 
today are not yet ready to carry out effectively comprehensive development 
planning. Administrative systems cannot handle both rationalized public in- 
vestment and guidance for private investment, so they do neither well. Rela- 
tionships in the econometric models used are unreliable, particularly the capi- 
tal-output ratio and its implication that raising investment is the way to more 
rapid growth. Emphasis on aggregative analysis distracts planners from 
preparing projects and fitting them together, so progress js hobbled by a 
shortage of sound projects. As a consequence, premature comprehensive plans 
typically fail or become irrelevant. 

On the other hand, a project-by-project approach is likely to lead to misal- 
locations because inconsistent criteria for approving projects are used, and to 
disruptions or inflation because overall resource constraints have not been 
checked. Waterston's conclusion is that most underdeveloped countries today 
will accomplish more if they pursue an intermediate approach—integrated 
public investment planning. The principal sector priorities for public invest- 
ment are usually apparent, the investment funds available from budgetary 
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saving and foreign capital inflows can be readily estimated, and an inventory 
of possible projects can be quickly adjusted to the sector priorities and the 
available funds using simple administrative and economic criteria. Though 
comprehensive planning is conceptually preferable, a more practical approach 
today is to get an integrated program of sound public projects moving ahead 
vigorously. 

A corollary is that plan targets should be realistic even if unpalatably mod- 
est. They should not be derived from needs, which are limitless, but from real- 
istic estimates of available resources. Indeed, planners should correct invest- 
ment proposals in the light of past administrative effectiveness of government 
agencies, and should insist on prior commitments by political leaders on policy 
measures which the government is prepared to adopt. 

This first theme clearly deserves serious consideration by everyone con- 
cerned with how best to accelerate material progress in low-income countries 
today. I believe that Waterston has persuasively demonstrated that a major 
reallocation of planners’ efforts is often called for. Relatively less staff time 
should be devoted to plan formulation, particularly aggregative models and 
broad sector allocations, and relatively more should be devoted to the two 
most notable weaknesses limiting performance under the plans—project prep- 
aration and evaluation, and implementation procedures. On the other hand, 
Waterston’s prescription to defer the attempt to make development planning 
comprehensive, and to settle for modest targets quickly attainable through im- 
proved public investment practices, seems to me quite unsuited to the urgency 
of the development problem. Governments of most low-income countries today 
are seeking substantially accelerated growth rates, not just rationalization of 
the use of available public funds, and the task of planners is to discover pat- 
terns of adjustment in all parts of the economic system which will contribute 
as much as is economically and politically feasible to this overriding goal. 
From this standpoint, is it so clearly wrong to set targets on the optimistic 
side as a stimulus for additional effort and mobilization of resources? Can the 
right sector priorities and project selection criteria really be established so 
simply without thorough aggregative analysis? While the allocation of 
planners’ efforts should in many cases be shifted in the directions Waterston 
suggests, it seems to me that the present emphasis in most countries upon 
comprehensive planning, aggregative analysis, and ambitious targets provides 
the appropriate foundation for such shifts in planners’ efforts. 

The second recurrent theme is the crucial importance of implementation as 
an integral part of the planning process. Preparations for implementation 
should be made in the design stage—undertaking sector, feasibility, and engi- 
neering studies on a broad scale to ensure sufficient sound projects; posing 
sharp policy alternatives to political leaders to elicit clear policy decisions; 
identifying specific agency responsibilities, performance targets, and associ- 
ated policies for implementing parts of the plan; defining time schedules and 
progress measures for approved projects. Implementation during the plan pe- 
riod should then be checked by clearly established follow-up procedures—a 
reporting system for projects which emphasizes regularity and promptness 
even at the cost of limiting the information requested; annual progress evalu- 
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ations for cabinet-level consideration; annual plans as the operational links 
between multiyear objectives and current implementation problems. 

Again Waterston’s conclusions are persuasively argued. Since his survey im- 
plies that most countries are lagging in implementation, there are more nega- 
tive than positive examples of country experiences in support, but his sugges- 
tions of lines to follow in improving implementation seem bound to strike re- 
sponsive chords among operating planners. One notable gap in his treatment of 
implementation, however, is that there is no explicit detailed examination of 
use of policy instruments to guide private development activities. This neglect 
presumably stems from his emphasis on rationalized public investment plan- 
ning. But for countries with extensive private activities attempting compre- 
hensive development planning, there are many significant issues to be consid- 
ered—choosing price adjustments or quantitative controls, preferring instru- 
ments with broad or with narrow coverage, determining the mix of consulta- 
tion procedures and inducement or regulation, accommodating short-run 
fiscal-monetary adjustments and long-run development stimuli. It would be 
illuminating to have some lessons of experience on these points too. 

The third main theme which runs throughout the book is Waterston’s con- 
clusion that the principal obstacles to effective development planning in most 
low-income countries today are administrative and political, not economic. Ac- 
cordingly, the last eight of the seventeen chapters deal specifically with ad- 
ministrative and organizational topics. Once again there are many persuasive 
insights—locating the planning agency in the chief executive’s office rather 
than in the finance ministry or a separate planning ministry, establishing a 
small cabinet committee for making major planning decisions rather than a 
large commission with outside members, coordinating all arrangements for for- 
eign technical assistance in a single agency, screening projects by a central 
working group including representatives of operating ministries, avoiding a 
separate organization to supervise plan implementation, establishing program- 
ming units in operating ministries, and numerous others. I would question 
whether, given the general administrative constraints which he describes, and 
his stress on prompt improvement of public investment activities, Waterston 
has not envisioned too limited a role for the central planning agency itself. 
Thus he suggests that it should not permit itself to be drawn into preparing 
projects and sector programs because of difficulties in operating ministries, 
and should be happy to leave coordination of foreign financial assistance to 
the ministry of finance, as well as preparation of the annual capital budget. 
This seems to me an unduly self-denying approach for the agency most ac- 
tively concerned with obtaining prompt achievements under the plan. But as 
in the rest of the book, his judgments are bolstered by many examples of 
country experiences, and must be weighed seriously. 

In sum, economists who wish to go beyond theoretical analysis of economic 
development to its application by today's governments in low-income coun- 
tries will find reading Waterston's book a most stimulating experience. 

PauL G. CLARK 


Center for Development Economics, Wiliams College 
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The Development of Social Overhead Capital in India 1950-60. By J. M. 
Herarey. Oxford: Basil Blackwell, 1965. Pp. ix, 180. 35s. 

The author describes the growth in India of certain important types of so- 
cial overhead capital—transport, power, and irrigation—and discusses their 
sources of financing, methods of pricing, choices of technology and other re- 
lated matters of policy interest. His intention is to explain their role in the 
Indian development effort and to shed light on some basic economic and po- 
litical problems which confront most developing economies. 

The study describes how public investment expanded from an initially mod- 
est rate to about 7 per cent of national income, representing by the end of the 
period about 40 per cent of the entire national investment. At the same time 
profits (surpluses) of public overhead enterprises (with the notable exception 
of forestation) remained stagnant or declined. This contributed to the relative 
(and even absolute) decline in government savings during the period, which in 
turn led to an increasing need to rely on borrowing. Prices and rates for ser- 
vices by the railways and irrigation and power authorities were not rational- 
ized during the period to provide surpluses. In addition, in the case of irriga- 
tion and power projects, rapidly rising deficits resulted from the steep rise of 
interest charges due to a sudden expansion of capacity after 1951 and from 
the increase in real investment costs as the exploitation of resources for such 
purposes was extended to less endowed areas. 

The author provides a description of some of the failures of the Indian 
pricing policies as well as general recommendations about the introduction of 
more rational methods of pricing. In these, however, he is not always consis- 
tent. For instance, he correctly recommends that the cost of subsidizing cer- 
tain rail services (including passenger travel) should be financed—if subsidi- 
zation is desired—from government general revenues and not with a discrimi- 
natory rate structure. Át the same time he endorses discriminatory pricing of 
irrigation water according to size of land holding in order to offset the lack of 
an adequate progression in rural taxation. 

Because of its impotance to industrialization, transportation policy is given 
special attention. The Indian railways failed to meet demand in the second 
half of the decade because of a number of factors identified in the study, such 
as the underestimation of the increase in the average length of haul, an exces- 
sive rate of replacement of wagon capacity, the failure to eliminate bottle- 
necks on particular routes, etc. The author properly notes that underpricing of 
railroad services contributed to demand-induced pressures on the already 
overburdened rail capacity, but does not identify the long run consequences of 
the discriminatory underpricing of coal transport which exist even in slack 
periods and which distort the location of industries and the choice of technol- 
ogy. (As a matter of interest, soon after the close of the decade under investi- 
gation the pressure on rail capacity vanished because the planned expansion in 
traffic failed to materiglize.) The question of road versus rail remains unre- 
solved and no previously unknown information is presented which could shed 
light on this rather difficult problem. However, the discussion of the relation- 
ship between road improvement and savings in vehicle operation costs should 
be of interest to planners. 
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The last part of the study examines employment policies and technology 
relevant to irrigation, river valley and construction projects. The author 
claims that there is an “economic case for raising the wage rates of unskilled 
project workers since this would raise efficiency more than proportionately.” 
Even if one accepted the rather tenuous statistical evidence on the relationship 
between wages, workers’ calorie intake, and capacity to work, one must still 
question the meaning of the “economic case.” An increase in the calorie intake 
leaves the labor force just as unskilled as it was before; at best it can increase 
the supply of unskilled labor measured in efficiency units. The result in a 
labor surplus economy may turn out to be a net reduction in the number of 
employed. Thus we are confronted with a pure welfare problem unrecognized 
by the author: the trade-off between the level of consumption of the employed 
labor and the rate of employment. Furthermore, higher wage rates may moti- 
vate substitution of capital for labor, a result the author seems keen to avoid. 
In fact, he himself is in favor of increasing labor intensity as much as possible 
and argues that because of low utilization rates for equipment “mechanized 
methods have only a narrow economic advantage over manual methods.” This 
may or may not be so, but the evidence is inconclusive. Comparisons are given 
only on the cost side and not on the benefit side. Yet, because the time needed 
to complete a project with alternative construction methods will vary with the 
method, the stream of benefits (revenues) will also begin at correspondingly 
different dates, Hence, the economic advantage of the alternative technologies 
can be determined only with the help of present value computations, When 
interest rates are high, relatively short differences in construction time may be 
decisive. 

In summary, the study does contain interesting and worthwhile material 
about a crucial period of Indian planning. However, it is more successful in its 
descriptive parts (though the discussion is mostly based on information made 
available during the period under investigation which in a book published five 
years after the terminal year of the study period need not be the case) and 
somewhat less instructive in its analytical efforts. The latter could have been 
given more cohesion and greater unity if there had been an attempt to provide 
for the analysis of the price and investment policies a general frame of refer- 
ence such as a clarification of the relative weights attached to the diverse pur- 
poses of the Indian development effort. 

Louis LEFEBER 

Brandeis University 


Trade, Finance, and Development in Pakistan. By J. RUSSELL ANDRUS AND 
AzzALI F. MonHAMMED. Stanford, Calif.: Stanford University Press, 
1966. Pp. xii, 289. $8.75. 

The title describes this book's contents with some accuracy. Three chapters 
(81 pages) are concerned with foreign trade, including detailed discussions of 
principal export crops, the changing pattern of Pakistan's foreign trade, and 
the balance of payments since 1947, The bulk of the text (170 pages) deals 
with “finance,” both public and private, including central and commercial 
banking, special problems of agricultural credit, the capital market, and cen- 
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tral and provincial government finances. Changes in price levels are discussed 
in a separate chapter. “Development” is the concern of the entire book, 
though there is nothing to tie together the various aspects that the authors 
choose to discuss. There is no thesis to the book, and the closest it comes to & 
framework is in the last chapter, on “Development Planning," which reviews 
briefly the efforts and results to 1965, when the book was completed, This 
chapter, which is the one of most general interest, is weakened by the fact that 
the data on the economy for the Second Plan period were out of date before 
the book was published. That is a characteristic of all studies dealing with 
Pakistan, however, since the statistical base has been undergoing a continuing 
improvement process. 

The major changes in the level and composition of imports and exports are 
reviewed in two chapters. The crucial nature of Pakistan's failure to devalue 
with the United Kingdom and India in 1949, and the subsequent effects of the 
Korean War boom, which kept the full effects of the failure to devalue from 
being felt until 1952-53, are described very well, particularly with regard to 
the financial and institutional arrangements. The principal features of the 
overall changes in trade since Partition were: (i) the decline in "traditional" 
exports in relative and in absolute importance in export earnings; (ii) the 
emergence of new exports, particularly manufactures of cotton and jute; (iii) 
the rapid shift in the composition of imports, notably the decline in cotton 
textiles and other consumer goods, and the rise of metals, and machinery and 
equipment, both in absolute and in relative terms; and (iv) the shift from ex- 
ports of foodgrains at and shortly after Partition to heavy imports of foodgrains 
under PL 480 during the late 1950’s and the early 1960's. Overall, there was 
a brief period during the Korean War boom when export earnings exceeded 
imports because of unusually high export earnings, and a period in the early to 
mid-1950's when payments were close to receipts due to tight import controls 
and a devaluation in 1955. Finally, there was a widening gap between imports 
and exports in the late 1950's and early 1960’s due to the rising flow of foreign 
aid of various sorts, which financed about 45 per cent of imports during the 
Second Plan period. Unfortunately there is little reference to the activities in the 
productive sectors of the economy and to the movements in composition of na- 
tional expenditure that accompanied and caused the movements in foreign trade 
levels and composition. The extremely rapid rate of growth of manufacturing 
industry, the stagnation of agricultura! output up to 1959, the sharp increase in 
the rate of investment and the surge in agricultural growth after 1959, are not 
associated adequately with the changing patterns and levels of trade. The only 
policy variable that is discussed in detail is the exchange rate, though there is 
some discussion of the import control system, 

The legal and institutional features of the growth of banking and the in- 
crease in money supply and credit are dealt with extensively. Bank deposits 
and credit expanded rapidly relative to the rest of the.economy through the 
entire period. Government deficits were financed through the banking system 
in the mid- and late 1950's, and to some extent again in the mid-1960’s, Pri- 
vate trade in export crops and in imports was heavily financed by commercial 
bank credit, but its share in total advances fell over time, as commerce was 
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gradually being replaced by the rapidly growing manufacturing sector as a 
claimant on commercial bank credit. There is some discussion of the policy of 
the State Bank and its relation to the government and to the commercial 
banking system, but one of the strange features of the book is its failure even 
to refer to Richard Porters Liquidity and Lending [4], which deals with 
monetary policy extensively, and which is also one of the best pieces of empir- 
ical research yet published on any aspect of Pakistan’s economy. 

Credit to agriculture is generally not forthcoming from the commercial bank- 
ing system, and the arrangements to meet the needs of agriculture are dis- 
cussed in a separate chapter. The cooperatives and the special banks providing 
agricultural credit are discussed in great detail, as are the system of govern- 
ment loans, and the traditional lending practices from landlords or village 
moneylenders. Agricultural credit is and has been in a state of bad disrepair, 
but there is not, to my knowledge, the general consensus that Andrus and Mo- 
hammed allege, that “the cooperative represents the ideal machinery not only 
for dispensing credit but for meeting the marketing, supply, and other service 
needs of the millions of small agriculturalists in the country” (p. 157). This is 
really an article of faith with the authors. There is no empirical evidence that 
suggests that credit needs would be met best by a cooperative movement. The 
authors argue that cooperatives to pool land and other resources are necessary 
to attract institutional credit, that only institutional credit can meet agricul- 
tural credit needs, and that, due to a lack of such credit, “a landless rural 
proletariat has emerged and its ranks are continually swelled" (p. 162). The 
authors reject credit administered through private distributors of capital 
goods and current inputs as a possible remedy for the problem. The enormous 
boom in private irrigation tubewells in West Pakistan recently has suggested 
that credit may have been less of a constraint than profitable investment op- 
portunities for private agricultural investment and availability of capital 
goods and purchased inputs at reasonable prices. 

The small but growing capital markets in Pakistan are discussed to the ex- 
tent that data allow. Gross business of insurance companies expanded at rates 
of over 20 per cent per year since the early 1950's, in response to the ex- 
panding urban-industrial-commercial sector. Postal savings institutions have 
been devices for financing government deficits, and their share in financing as- 
sets held by the private sector has been rising, notably at the expense of cur- 
rency. There is a stock exchange, on which new issues are perennially oversub- 
scribed, but it is too sensitive to manipulation by professionals for it to be in- 
dicative of any basic characteristics of the economy. 

One of the more interesting chapters concerns the behavior of price levels 
over the period since Partition. The authors’ detailed knowledge of the econo- 
my, particularly the trade and financial sectors, enables them to give a good 
discussion of the response of the economy to the pressures of Partition, the 
cessation of trade with India, the Korean boom and bust, introduction of im- 
port licensing in 1953, devaluation in 1955, the control (and later decontrol) 
policy of the Martial Law government, and the massive inflow of foreign aid 
into the economy that accompanied the rise in public and private investment 
in the Second Plan period. The description of the effects of various changes in 
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supply and demand conditions in the aggregate and for particular sectors, 
along with the important differences between East and West Pakistan, will 
prove interesting reading to anyone familiar in broad outline with Pakistan’s 
economy. 

Institutional arrangements in government finance are covered in detail. The 
problem of federalism, with provinces responsible for major development ac- 
tivities but the central government in possession of the major revenue-raising 
tax authority, is well treated from an historical-institutional point of view. 
The continuing importance of indirect taxes in total tax revenue and the chang- 
ing composition within indirect taxes are discussed, though there is no rig- 
orous quantitative analysis used in the two chapters, or, indeed, anywhere in 
the book. Excise and sales tax receipts grew most rapidly, steadily rising in 
importance as domestic production and import substitution occurred in major 
consumer goods. The authors note with approval the ability of the government 
to hold down the growth of current expenditures, particularly civil administra- 
tion, The failure of direct taxes on agriculture to rise, which is a central feature 
of the revenue developments since Partition, is discussed in detail. 

The closest the book comes to an overall view of the economy is in the last 
chapter, though even there history and institutions dominate much of the dis- 
cussion, The “failure” of the First Plan is outlined briefly. The Second Plan is 
reviewed, but the data were unfortunately not complete when the authors 
were writing this chapter, since they relied heavily on the March 1965 version 
of the Third Plan, for statistics. The evaluation by Andrus and Mohammed is 
unemotional, but suggests that things were going well, as most observers 
would agree. Their concern for the future, expressed also in the chapters on 
trade and the balance of payments, is that with its poor resource base (little 
known reserves of oil, iron ore, or coal) Pakistan will not be able to cope ade- 
quately with her balance-of-payments problems. For all their general ortho- 
doxy on exchange rates and monetary and fiscal policy, the authors do not 
seem to be able to convince themselves that one can trade for those resources 
one does not have. The example of Japan as a resource-poor country does not 
appear to have come to mind. 

It is on the issue of trade and the exchange rate that I have most difficulty 
in agreeing with the authors when they make their occasional forays into inter- 
pretive analysis or prescription. They do not like the floating multiple ex- 
change rate system that the Export Bonus scheme introduced, and they say so 
in no uncertain language (pp. 76-82). They recognize at times that the cur- 
rency has been and still is overvalued by the official exchange rate, but they 
do not appreciate how greatly overvalued it is. They appear to be saying that 
80 long as one does not try to correct partially for a general overvaluation, no 
one will notice it ("The multiple rate features of the Scheme inevitably raise 
questions regarding the viability of the official par value . . .” [p. 81]). Thus, 
like the government of Pakistan, they appear to feel that the partial devalua- 
tion is a temporary thing, and when the exchange rate is once again unified, it 
wil be unified much closer to the current official rate than to the devalued 
rate for minor exports (pp. 80-81). With domestic prices of imports averaging 
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about twice their c.i.f. prices at the official rate in 1964-65 [3], such a view 
seems most unfounded. The apparent success of the Export Bonus Scheme in 
getting resources reallocated to the exporting sectors is forgotten when the au- 
thors deal with questions of the appropriate exchange rate. They do not relate 
the performance of the economy in substituting domestic production for im- 
ports and in expanding exports to pay for imports, (which problems they see 
as principal obstacles to future growth) to the price of foreign exchange. 

The detailed history of the legal and institutional framework in which trade 
and finance have developed, which absorbs most of the book, adds to its use- 
fulness as a reference work for the specialist on Pakistan. The passion for de- 
tail, unfortunately, tends to stamp out a sense of perspective, particularly 
since the data for virtually all tables (and there are 51 of them) come from 
official sources. Availability of data collected by some official agency tends to 
provide the basis for the discussion. The insurance industry is extremely 
small, but the government publishes an Insurance Yearbook. Thus, insurance 
receives considerable attention. As a source of information on Pakistan, how- 
ever, the book will be extremely valuable, since the authors do include data 
from sources hard to come by outside Pakistan. 

The descriptive nature of the book tends to get out of hand, and the authors 
do not refer often to the growing body of analytical studies on Pakistan. As 
mentioned, Porter’s excellent monograph on the monetary system [4] is not 
even in the bibliography. The authors ignore other published studies dealing 
with subjects they covered: the Export Bonus Scheme [2] (though they do 
refer to an early and shorter version), the effects of Partition and the de- 
velopment of interwing trade [5], and imports of foodgrains under PL 
480 [1]. 

Because the book is divided so neatly by subject matter, the four chapters 
on monetary, credit, and capital market phenomena are easily accessible to 
economists interested in monetary and financial matters. The usefulness of the 
book to other economists is diluted by its failure to deal with interpretation 
and analysis of the material that the authors chronical and describe so well. 
The book's devotion to detailed history and institutions is its principal 
strength as an essential book in the library of anyone concerned with the 
economy of Pakistan and is its principal weakness as a book of general inter- 
est, 

STEPHEN R. Lewis, Jr. 

Williams College 
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Technical Assistance in Theory and Practice: The Case oj Iran. By JAHANGIR 
AMUZEGAR. New York: Praeger, 1966. Pp. ix, 275. $15.00. 

Mr, Amuzegar states that the purpose of his book is to "explore the possi- 
bilities and limitations of foreign technical assistance in promoting the socio- 
economic aspiration of the emerging nations from the standpoint of their in- 
terests and their needs." The study is concerned with Iran, and with the tech- 
nical assistance provided by the U.S. Government aid missions. While thus 
limited the author believes his analysis and results may be of interest in a 
more general setting. Amuzegar considers three broad issues: (1) Iran's need 
for technical assistance and her capacity to accept such aid; (2) the supply 
and quality of technicians from the United States, and (3) the issues involved 
in a “rational transfer" of U.S. technology to Iran. To examine these issues he 
establishes ten criteria of optimum effectiveness of an aid program. These cri- 
teria have to do with clarity and coherence of program objectives, rational se- 
lection and coordination of methods, relation of aid program to host country's 
overall development effort, quality of foreign technical assistants, ability of 
advanced nation to supply aid, and other commonsensical notions as to what 
conditions are necessary to make aid effective. He then examines the U.S. aid 
program's fifteen years experience (1950-65) in Iran in terms of its success in 
meeting these criteria. 

In most instances the aid program fell well short of acceptable performance. 
The program was widely and thinly spread over all aspects of the Iranian 
economy, with no central focus or guiding theme to hold it together. Thus it 
seemed to go in all directions and to lead nowhere. This, in Amuzegar's opinion, 
was true even after the extraordinary confusion in Iran associated with the oil 
crisis of the early 1950's was settled. Neither did the aid program fit with the 
other development programs that were under way. These difficulties were due 
in part to high turnover of key staff in the aid agency and in the Iranian gov- 
ernment and in part to problems of cooperation between the two groups. 
Chiefly however they are explained by the failure or even the recognition of 
the necessity in the aid agency to draw up a coherent, consistent aid program. 
Thus projects foundered, and even when officially marked completed were 
generally ineffective. 

Given the lack of a neatly worked out program with well defined slots to be 
filled, an extra heavy burden was placed on individual advisors, most of whom 
were not up to the task. Amuzegar finds U.S. personnel ill suited in many 
ways. They were equipped to do a reasonably effective job in the U.S, econo- 
my, but were often helpless in a different environment. They were not able to 
design new and ingenious approaches to problems that would fit easily and 
neatly into the Iranian economy. Emphasis is placed on the great differences 
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in culture, in work habits, in social organization, etc. between the two coun- 
tries, and the difficulties created thereby for the direct application of U.S. 
technical procedures in the Iranian economy. 

Also the aid program has been particularly ineffective with respect to foster- 
ing institutional and social change in Iran. This failure is explained by a vari- 
ety of factors: tendency on the part of many U.S. advisors to advocate a naive 
transplanting of “free enterprise” and “democracy,” reluctance of the aid 
agency officially to support alteration in institutions and organizations affect- 
ing the "national ethos” or the national character of Iran, and the belief in the 
minds of many Iranians that the whole program was politically inspired and 
existed simply because of Iran’s proximity to the U.S.S.R. 

There are numerous other arguments as to how and why the program fell 
short of meeting the criteria of optimality, but the ones noted are the principal 
and recurring themes. The central chapters of the book consist of citing exam- 
ples and evidence elaborating and supporting the fact of failure and its rea- 
sons. 

There is little doubt that virtually all points made by the author are valid 
and relevant in a study of the aid program in Iran. They are of course not 
new, and the reader conversant with aid programs in general will not be at all 
surprised by Amuzegar’s report. The author is clearly not aiming a broadside 
attack against the program, and he presents his case with restraint. One might 
feel that he gives insufficient attention to the difficulties originating within the 
Iranian establishment. His Chapter 7-—''Cooperation by the Recipient"—is 
concerned largely with why Iranians did not find aid personnel and the aid 
program effective. No attention is given, for example, to the continuing reduc- 
tion in the proportion of oil revenues allocated to development projects nor to 
the reduction in effectiveness of the Plan Organization. These two events were 
not only disheartening to many, but contributed markedly to the difficulties 
involved in planning aid or anything else in Iran. A reader might also get the 
impression that the first two Iranian Seven Vear Plans were much more com- 
plete, meaningful documents than they in fact were. It would have been help- 
ful as well had the author discussed the frequently heard allegations of cor- 
ruption among Iranian officials, and the negative effect that these allegations 
had on certain aspects (e.g., attracting foreign investment) of the aid pro- 
gram. Though there is this one-sidedness, it is understandable and the explicit 
points are surely valid. Despite this conclusion, however, the book is disap- 
pointing not only because it contains little that is new, but because the author 
missed opportunities to do something much more constructive than he did. 

The major sources of information used by Amuzegar are some 450 comple- 
tion-of-tour reports written by U.S. technicians on their departure from Iran. 
He tells us that he accepted these largely at face value (p. 9) despite the fact 
that he says the reports evidenced "conspicuous simplicity in diagnosing the 
problems involved or deeper understanding of the solutions required" (p. 219). 
He also did considerable interviewing and consulted other reports prepared by 
the aid agency as well. His method is essentially to assert something about the 
program, and then offer numerous quotes as supporting evidence. Quotations 
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no matter how numerous or how unanimous in point of view do not constitute 
clinching argument. In several chapters Amuzegar begins with a bit of analy- 
sis that indicates some insight and understanding, but rather than using this 
analysis to examine an aspect of the aid program he invariably lapses into 
presenting quotations. As a consequence the reader sees the difficulties pointed 
up, but is never shown exactly Aow and why such difficulties interfere with the 
aid programs. Such a demonstration can be made only by examining the oper- 
ation of projects and the results themselves in a more analytical fashion than 
that permitted by a quotation-dominated approach. 

There is considerable repetition in the book; all his points could have been 
made equally effective in many fewer pages. This is relevant because a more 
concise presentation would have permitted consideration of other issues perti- 
nent to his subject within the book. We are told in Chapter 1 that a number of 
projects (research in seed improvement, agriculture training, public health, 
etc.) were “worth the effort.” Of great interest and importance is the question 
of why these projects seem to work while most others did not. Indeed we 
would like to know how the author concluded they were “worth the effort.” 
Similarly some technicians were quite effective. Attention devoted to ex- 
plaining what—if any—common attributes were found among effective techni- 
cians would have added greatly to the effectiveness of his own study. Truistic 
generalizations on these issues are not very helpful. 

Finally, and perhaps most importantly, it seems clear that understanding 
and appraising a specific aid program must be done in the context of a frame- 
work of the whole development process in the given country. A short chapter 
on the general development effort in Iran would have helped. More trouble- 
some is the fact tbat the scattered remarks on this subject suggest that the 
author has yet to work out his own ideas. His discussion at the beginning of 
Chapter 7, for example, indicates a view about development and the role of 
aid in development that makes them much simpler and much more mechanical 
than has been shown in most of the development literature. It is important to 
examine aid projects against demanding standards, but these standards must 
emerge from a realistic recognition of our current understanding of economic 
development, and they do not do this in this book. Consequently much of 
Amuzegar's criticism reflects the state of our understanding about develop- 
ment rather than the peculiar qualities of a particular aid program. Carefully 
relating the aid programs to a more sophisticated and complete approach to 
development would thus be more revealing about the contributions that tech- 
nical aid can and has made than repeating quotations to the effect that the aid 
program was confused. 

So, for the reader unacquainted with problems of technical aid and inter- 
ested in a readable survey of these problems, the book has merit. In terms of 
revealing something about the mechanics of effective aid programs, and of 
seeking an explanation of exactly how and why certain factors affect an aid 
program, the book is disappointing. | 

HENRY J. BRUTON 

Williams College 
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Diagnosis of the Brazilian Crisis. By Cetso Furtapo. Translated by Suzette 
Macedo. Berkeley and Los Angeles: University of California Press, 1965. 
Pp. xxiv, 168. $5.00. 

When Celso Furtado was executive head of the Agency for the Development 
of the Brazilian Northeast and Minister of Planning in the Goulart govern- 
ment, a friendly critic referred to him as a “master reform monger.” Now that 
he is in exile, the reforming fervor he displayed as an administrator manifests 
itself in his writings. The present essays, he indicates, have a twofold purpose: 
one is to define the essence of the problem of underdevelopment; the other is 
to identify the causes of the current crisis in Brazil. 

In the first part of the essays, Furtado reveals himself to be a disciple of 
those who find the essence of underdevelopment to be a conflict between the 
dynamics of technological change and the rigidities of the social order. This is 
the Marxist contradiction between productive forces and social relations— 
only for Marx this contradiction did not acquire revolutionary implications 
until industrial maturity had been achieved. Until then the bourgeoisie was a 
progressive social element which favored and promoted social and economic 
change. Furtado, however, sees this contradiction ripening for dualistic under- 
developed countries during the phase of early industrialization. He seems to 
attribute this to the failure of the bourgeoisie to dethrone the feudal elements. 
Among the reasons why the bourgeoisie has not predominated are: first indus- 
trialization has not proceeded too far and is too centralized geographically due 
to externalities and internalities to give the bourgeoisie sufficient political and 
economic power; second, the political organization favors the rural-based tra- 
ditional oligarchy as opposed to the populous urban centers; third, the in- 
dustrial interests are intermingled with the landed interests; and fourth, the 
growth of class consciousness in the working masses is a very slow process in 
these societies. Under these circumstances, the bourgeoisie and the feudal ele- 
ments cannot resolve their many antagonistic interests. Instead, an uneasy al- 
liance between them prevents any realistic plan for national development. Ap- 
parently, the contradiction is that the social and political structure takes on a 
rigidity which is not able to meet the changing demands of an increasingly in- 
dustrialized, urbanized society. 

In the second part of the essays, Furtado diagnoses the post-1962 Brazilian 
crisis. In his view, the crisis was not caused by economic factors per se. The 
resource base—excepting coal—and the industrial park are seen as being 
ample to support and induce a rapid rate of growth. However, the dynamic 
impulse from these sources has been stifled by numerous social rigidities. The 
traditional oligarchy, entrenched in tbe rural-biased state machine, has been 
powerful enough to frustrate those reforms contrary to its interest. The bour- 
geoisie, limited to relatively few geographic areas such as Sao Paulo, has not 
been able to provide effective leadership, etc. But the traditional institutions 
are no longer adequate, for new forces and problems have been emerging. The 
first of these is the rapid urbanization which has resulted from industrializa- 
tion, an expanding market for services, and rural stagnation. This hetero- 
geneous urban population has become the decisive new factor in Brazilian po- 
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litical struggles in that it constitutes the basis for the recent Populist move- 
ment. The second is that the standard of living for a great part of the rural 
population has been decreasing, even during the rapid growth of the 1950’s, as 
a result of the natural exhaustion of soils and the moving of farms inland from 
the principal consumption centers. In contrast, there is extreme underutiliza- 
tion of arable land on the great estates. Furtado predicts that unless basic 
changes are introduced into the social structure, the principal one of which 
would be a political reform aimed at incorporating the working masses into 
full political activity, the tendency for the rate of growth to decline will con- 
tinue and structural problems will worsen. 

In the final essay, Furtado examines the social and economic contradictions 
that abound in the Northeast of Brazil. Though this region is one of wide- 
spread poverty, the peasants have typically lacked any sense of class con- 
sciousness. Poverty was attributed to the cyclical droughts—a force of nature 
—rather than to the exploitative social institutions. Fazenda workers lived in 
an isolation from one another that prevented any effective organization to 
combat the local feudal power. One startling contradiction, Furtado indicates, 
recently developed in the archaic sugar industry. After long losing out in the 
domestic market to the more efficient production of the south, new export pos- 
sibilities arose for this main product in the Northeast after the Cuban Revolu- 
tion. The estate owners expanded production by usurping the isolated plots of 
infertile land previously alloted to peasant workers for subsistence crops. As a 
consequence, the unit cost of sugar increased even though the peasant’s real 
wage had fallen. Driving the peasants from their subsistence plots had far 
reaching consequences. For the first time, the peasants who were pushed to- 
gether in small settlements solidified into a political force which was later in- 
strumental in extending the national minimum wage to the estates. But a new 
contradiction was created. The region is even less economically viable than 
before. And the rigidities of the present social organization are not likely to 
change, for neither the peasants nor the feudal groups are now in favor of any 
realistic reforms. 

These essays are with minor exceptions provocative and stimulating. De- 
spite these virtues, however, the product is not entirely satisfactory. The gen- 
eral contradiction theme has the virtue of simplicity, and is deceptively at- 
tractive to activists and reformers who are always searching for grand one- 
stroke solutions. Furtado partially avoids this pitfall by admitting the com- 
plexity of any historical situation. He sets out what he thinks are some of the 
necessary conditions for economic and social progress, but he does not predict 
that policies toward these ends will be sufficient. Still, the general contradic- 
tion theme seems to raise more questions than it provides answers, and may 
not be testable. 

In this reviewer’s opinion, Furtado’s conclusions regarding Brazil’s social 
and economic development for the coming years are at the same time too op- 
timistic and too pessimistic. Economic factors do not, by themselves, lead to 
expectations of complete optimism. Furtado exaggerates the ease with which 
arable land can be brought into efficient use by ignoring the large infrastruc- 
ture investments that would be required. He also neglects to recognize the im- 
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portance of the bottleneck created by Brazil’s weak capacity to import. Polit- 
ical reform will not readily remove such obstacles. On the other hand, social 
and political conditions are not as unsatisfactory as he paints them. While 
Castello Branco's military regime has neither extended political power to the 
masses nor brought about all of the needed reforms, it has taken some positive 
steps. For example, land reform is slowly under way. In addition, the fact that 
many demagogues have lost their political rights may reduce the dangers of 
extreme populism. The present government has also reduced the rate of 
inflation from runaway proportions, and the rate of growth of real product per 
capita has been increased from an average —.8 per cent in 1962-64 to an esti- 
mated + 2 per cent or more in 1965. Finally, a new comprehensive economic 
and social plan is in process of completion. Thus, while we can all share Fur- 
tado's desire for more rapid progress and reform, his gloomy predictions do 
not seem justifiable. 

Given these reservations and criticisms, these essays are worthy of atten- 
tion. For those who would use them as an only source, however, Furtado's 
statement that “. . . with the intention of promoting an intellectual mobiliza- 
tion of the left, I wrote the present book . .." (p. xiii) should be sufficient 
warning. 

DONALD HUDDLE 

Rice University 


Obstacles to Change in Latin America. Edited by CrAupr;0 VELIZ. New 
York and London: Oxford University Press, 1965. Pp. viii, 263. $6.75. 


This book is a collection of essays prepared for a 1965 conference by ten 
Latin American scholars, most of whom have held responsible administrative 
positions in national or internafional development agencies. In a brief intro- 
duction Claudio Veliz develops admirably the bases of the views expressed in 
most of the essays that “the changes which preceded and followed the in- 
dustrial revolution in Europe... [will not] automatically accompany the in- 
dustrialization of Latin America" and that “the ‘classical’ Marxist or liberal 
models of development based on the experience of the more advanced coun- 
tries of Europe are not applicable to Latin American conditions." The essays, 
and particularly the Introduction, largely support the model, advanced more 
than a decade ago by Paul Baran, of the new industrial middle classes joining 
the landowners in a coalition of property owners who resist the institutional 
changes which are necessary for rapid economic development. 

Five of the essays attempt generalizations concerning Latin America as a 
whole; these are “Political Aspects of Economic Development in Latin Ameri- 
ca” by Aníbal Pinto, “Populism and Reform in Latin America" by Torcuato 
di Tella, *Land Tenure and Development in Latin America" by Jacques 
Chonchol, “Implications of Foreign Investment in Latin America” by Victor 
Urquidi, and *Disunity as an Obstacle to Change" by Felipe Herrera. The 
remaining five essays are concerned with specific countries; these are “Change 
and Frustration in Chile" by Osvald Sunkel, “Political Obstacles to the Eco- 
nomic Development of Brazil” by Celso Furtado, “The Dynamics of Brazilian 
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Nationalism” by Hélio Jaguaribe, “Violence and the Break-Up of Tradition 
in Colombia” by Orlando Fals Borda, and “Mexico: The Lop-Sided Revolu- 
tion” by Moisés Gonzalez Navarro. 

As is indicated by the above list of titles and authors, the book deals large- 
ly with the institutional framework within which economic development oc- 
curs and is written by experts from the related disciplines of economics, sociol- 
ogy, political science, and history. Together the essays present a sufficient 
amount of historical-descriptive material to provide, for the economist who is 
unfamiliar with Latin American history, the background necessary for an ap- 
preciation of the importance of the various political issues which are dis- 
cussed. The book introduces only familiar obstacles to economic development, 
but it will prove particularly valuable for social scientists from the more de- 
veloped countries who are interested in obtaining a better understanding of 
the views of their counterparts in Latin America. 

RoBERT L. BENNETT 

University of Maryland 


The Genesis of Modern Management: a Study of the Industrial Revolution in 
Great Britain. By SinEy PorrARp. Cambridge: Harvard University 
Press, 1965. Pp. 328. $7.95. 


My heart sank when, upon receipt of this volume, I discovered its subtitle. 
In a single scholarly generation a subject can be ground and sifted enough to 
cause feelings of panic and dismay when further research comes from the 
presses. Considering the output of the last decade on the early British in- 
dustrial revolution, together with the meagre additions made to either hard or 
speculative knowledge about it, an injunction might reasonably be sought to 
relieve the sufferings of the innocent victims who must buy and read these 
tomes in order to maintain their standings as "experts" or "students of the 
subject." 

The news I have for the scholarly community thus might seem a mixed 
blessing. Pollard's new book is an interesting contribution in general, and sui 
generis in management studies. Pollard has brought together historical materi- 
als on management development which seemed exhaustive enough to me, but 
which, he says apologetically, were merely the limits of “the powers of a single 
pair of eyes." However, the book is a short one——as things go in such matters. 
Of the 328 pages, 53 are devoted to footnotes and 3 are index. The actual 
minimal burden is therefore only 272 pages. 

Pollard opens new territory on a frontier one had thought was getting near 
its last wispy margins. His focus is upon the way management in business 
groped its way into existence with the first requirements of the modern com- 
mercial and industrial world, a time when the typical manager owned his own 
establishment. What manner of man was this “hard-bitten owner of dark, sa- 
tanic mills . . .?? As Pollard describes the “representative” manager (p. 258). 
And what, precisely, did management contribute to human progress in this 
early era? 

There are several singular aspects in Pollard's answers to these and similar 
questions. I list three. First, he eschews the subjects usually classified as en- 
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trepreneurship, concentrating instead upon the men and tactics involved in 
internal business control. As a result, we have a close study of how men 
learned to run factories, mines, public utilities, railways, estates, and commer- 
cial ventures of all sorts. We find early efforts to adapt known commercial ac- 
counting methods to new uses, to set up enterprises physically in ways which 
were cost reducing, buildings, inventory organization, locations near water, 
raw materials and so forth. We see early efforts to build "staff" in manufac- 
turing and to set up standards of managerial performance. These he considers 
as management functions narrowly defined, and these are what he studies. 
Second, he uses modern management as his exploratory paradigm as he wades 
through these historical materials, so that there is little blind writing and the 
reader is spared mental “wipeout” as the pages proceed and the decades, in- 
dustries, men, and problems slide past. Third, he watches carefully, again on 
the basis of the modern paradigm, for management activities of the period, 
which are not such today, which were sloughed off as British society changed, 
and he shrewdly shows why management no longer faces these problems. 

'The result is fresh and useful Pollard's approach to early labor problems 
which came as industry grew literally on the top of rural England is an inter- 
esting mixture of Karl Polanyi and Karl Marx which yields some good div- 
idends. We see the connection between those ancient disputes and problems of 
developing *disciplined" labor forces in backward lands today—problems to 
which M.D. Morris pointed a few years ago to the surprise of the partial-equi- 
librium chaps who took the supply of labor as “given.” Pollard's book adds 
valuable information on the question of whether or not labor was scarce in the 
new industries. We also see in his book why modern management is made pos- 
sible by the development of an industrial society, a fabric around the factory 
which relieves the manager of the need to have a heart of stone or else make 
like Robert Owen. Schools, hospitals, relief, transport, sanitation and so forth 
are now problems of society at large. Much of modern managerial practice was 
discovered long ago, and much had to be rediscovered painfully in modern 
times. It was not passed on by the pioneers. Pollard tells us why. As I said, 
the book is a contribution to our knowledge of the Industria! Revolution in 
Britain in general, and it is a “must” for students of industrial bureaucracy 
and its development. The footnotes are at the back of the book, but the page 
numbers are given in the left-hand margins so that the usual deadly struggle 
to find the coordinates of the scholarly apparatus in such books will not delay 
the careful reader here. Since "footnotes at the end" are apparently necessi- 
tated by printing costs today, one can only hope that the system used in this 
book will become general practice. 

J. R. T. Hucuxs 
Northwestern Untversity 


Growth and Structure in the Economy of Modern Italy. By GrorcE H. 
HILDEBRAND. Cambridge: Harvard University Press, 1965. Pp. xx, 475. 
$11.95. 

There is by now a tradition of studies by American economists on Italy. 

The latest is Professor Hildebrand’s work, the title and size of which make it 
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appear the most ambitious of all. To title and size alone, however, must any 
ambition be confined, for this book contributes but little to an understanding of 
the “Italian case” and its many problems. Still, it is on these problems that 
the book ought to shed some light. Thus, Part I and a section of the conclud- 
ing chapter are devoted to a description and interpretation of the growth 
process in general, from monetary stabilization in the late ’forties to the long 
boom which, at unprecedented pace and under conditions of internal and ex- 
ternal stability, went on until 1962. Parts H and III deal with the persistence 
of a surplus of labor through the 'füfties and with sectoral and regional in- 
equalities: a lengthy and painstaking analysis of population, labor force and 
unemployment data and of the evolution of the wage system and a rather sum- 
mary account of the Southern problem are followed by an attempt to find 
the common causes of both evils. The concluding chapter examines the re- 
cent breakdown of the boom, current issues and future prospects. 

The author's commendable intention in approaching these problems—to use 
economic theory "to illuminate portions of [the] obscure terrain? where hbis- 
tory, culture, institutions exert their influence (p. viii)—unfortunately re- 
mains unfulfilled, The theory appearing in the book is a demand and 
supply equilibrium model for the labor market by which the one analytically 
relevant result of the whole enquiry is reached: that full employment and eco- 
nomic unification were delayed by wage rises in the advanced sector prior to 
1961. Hildebrand does not argue in terms of the frequently used, and misused, 
relationship between investment and surplus over wages. His version of the 
story, largely repetitive of an earlier one presented with greater clarity and 
vigor by Mrs. Vera Lutz, runs more or less as follows (net of some contradic- 
tions). The slow rise of employment (little more than 3 per cent per year, less 
than 4 per cent for industry) and the persistence of surplus labor in the face 
of average yearly growth rates of 6 per cent for GDP and nearly 9 per cent 
for industrial production, together with an “elasticity of output with respect 
to employment” even higher than in West Germany, point to a labor-saving 
bias of investment. In the author’s opinion this is confirmed and explained by 
the fact that, notwithstanding surplus labor, industrial wages rose (about 5 
per cent a year in money terms, about 3 per cent real, for 1951-61). Wage 
pressure was made possible by imperfections in the labor market: in the au- 
thor’s view statutory restraints to internal migration prevented the flow of 
Southern unemployed to the North and were of paramount importance in per- 
mitting the upward pressure of wages for unionized labor. True, wages rose 
much less than output per man, especially in the advanced sectors, so that 
unit labor costs fell considerably. But this was the result of entrepreneurial 
counterstrategy to wage rises, ie., labor-saving investment. Noncompetitive 
conditions in the advanced sector, on the other hand, allowed entrepreneurs 
not to pass on the savings in costs to lower prices, reinvesting the higher 
profits with a “socially uneconomic emphasis upon labor-saving" (p. 370). 
Thus “anticompetitive determination of labor costs” checked the growth of 
employment in the advanced sector and diverted scarce capital to labor-saving 


investment (p. 373 and passim), preventing the progress of the weaker sectors 
and regions. 
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Such attribution of a major independent responsibility of growth disequilib- 
ria in Italy to wage behavior, via factor substitution, is unacceptable. Leav- 
ing aside obvious theoretical objections, mention of a few factual points will 
suffice. (1) Legal restraints, though affecting the transparency of the market, 
never prevented migration whenever job opportunities were available: migra- 
tion from South to North, 1951-61, was some 1,200,000 units, half of which 
occurred in 1959-61, when the boom gathered speed and the unemployment 
rate fell considerably. (2) Evidence points to some fall of capital-output ratios 
in Italian industry, with certainly no fall in profit rates: how is this to be rec- 
onciled with labor-saving movements along, or shifts of, production functions 
induced by wages? (3) Labor costs per unit of output fell in Italy relative to 
those of all other Western industrial countries over the period: should one be- 
lieve that Italian entrepreneurs were so much better than their foreign col- 
leagues in adapting technical progress to wage movements? (4) Hildebrand, 
finding any evidence of even limited technical rigidity too scanty, argues that 
entrepreneurs always find ways to bend technology to factor prices and elimi- 
nate rigidities and frowns upon the fast rise of productivity in the Italian ad- 
vanced sectors (chemicals, metal products, etc.): had wages not risen, he im- 
plies, more labor-intensive methods would have been devised. But one should 
like to be provided with some evidence, even scanty, of more or less full flexi- 
bility, for any given size, in say, oil refining, steel making, or petrochemical 
production. At any rate, two factors, neglected by Hildebrand, loom large in 
accounting for the rapid rise of productivity in Italian industry and especially 
in its advanced sectors, First, Italian industry after the war was in a position 
of technical inferiority and began to catch up with the technical advance 
which had occurred in the West: it was not a matter of substituting factors 
but of introducing superior technologies. Second, in the advanced sectors there 
is a strict relationship between productivity and scale. It is not by accident 
that such sectors in Italy show the greatest increase in output, the greatest fall 
in unit labor costs, and the greatest gains from the export boom. 

Failure to see these points prevents an understanding of the whole Italian 
growth process, which was led by foreign trade, permitted by a lesser increase 
of wages, relative to productivity, than in most other countries, and speeded up 
by the interplay between rising demand, investment, and productivity. Lack- 
ing, with the one exception examined, an effort of economic analysis and inter- 
pretation, what remains is a collection of data, facts, and highly personal 
opinions. The book can serve as a useful and interesting reference on some 
matters. But as a source it is neither exhaustive (many official sources or doc- 
uments are neglected, there is no appraisal of the role of State-controlled enter- 
prises or account of the changing trends of State intervention in the South, 
etc.), nor always reliable, nor up to date (e.g., 1961 census data are not used). 
Actually, one has the feeling that most of the book was written before 1959, 
not only because of the outdated information but also because of the general 
outlook and the failure to understand the remarkable changes that the structure 
of the Italian economy and the problems to be faced underwent later. It is 
thus not surprising that no satisfactory analysis is provided of the recent in- 
terruption in the growth process. Among other things, Hildebrand is led to be- 
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Heve that in Italy monetary policy “would encounter great difficulties in cop- 
ing with inflation” but “has a somewhat easier task in coping with a fall of 
effective demand” (pp. 102-3), which is exactly the opposite of what has hap- 
pened since 1963. 

Luici SPAVENTA 


Perugia University 


Polish National Income and Product in 1954, 1955, and 1956. By T. P. 
ALTON AND A. KORBONSKI, B. MIECZKOWSKI, L. SMOLINSKI. New York: 
Columbia University Press, 1965. Pp. viii, 252. $6.00. 

This book is the third in line from the Research Project on National In- 
come in East Central Europe of the Institute on East Central Europe at Colum- 
bia University, and is part of a larger study on the structure, growth, and per- 
formance of Soviet-type economies. This is a result of a team effort and the au- 
thors are to be commended for undertaking such an important task. and pro- 
viding us with valuable, painstaking, detailed, and especially well documented 
summary of their research. - 

The period surveyed is very significant as Poland was emerging from the 
Six-Year Plan period, characterized by forced and hastened superindustriali- 
zation, flagrant disregard of efficiency, and a low consumption level, into a pe- 
riod when the most striking blunders of the Six-Year Plan were being rectified, 
and the population was being pacified and wooed by increasing the consump- 
tion rate and redirecting some investments to agriculture. The study’s purpose 
is to show the relative contribution of various sectors of production to the 
GNP and to analyze the relative share of output to final uses. The authors 
“are not concerned with the rate of growth or with the size of Polish economy 
in comparison with other economies." First, they set their task in Polish cur- 
rent transaction prices (called current market prices) in order to "show the 
actual articulation of the various sectors," and second, in adjusted factor cost 
(taking as point of departure the celebrated contribution by Professor Berg- 
son) “to exhibit the allocation of resources in more meaningful terms than 
market prices alone permit" and to provide *an insight into the dimension of 
economic activity" in terms of the services of labor and nonlabor productive 
agents. The factor cost structure is correctly considered as the fundamental 
aim of the research whereas “market prices" is essentially an intermediate 
step. 

In order to arrive at GNP (including “nonmaterial” production) by sector . 
of production at factor cost, the adjustment consisted in aggregating for each 
sector of origin the return to labor and nonlabor productive agents. For the 
former, actual data were virtually accepted and the latter were derived by dis- 
tributing the aggregate nonlabor returns among the various sectors according 
to net (depreciated) current replacement costs of fixed and working capital. 
'The result obtained depends on the size and rationality of the numerator, reli- 
ability of capital valuation, the rates and reckoning of turnover of capital, 
correct estimation of depreciation, and the adopted uniform rate of return to 
capital in all sectors. 

As a result of the imperfection of market prices, mainly because of distorted 
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incidence of turnover tax and, to some degree, the formal character of ac- 
counting profits and subsidies, the relative contributions of sectors of produc- 
tion or of final uses are deemed to be seriously misleading as to the relative 
significance of these sectors in terms of the services of productive agents uti- 
lized by the economy. Admittedly the structure of GNP at market prices is a 
misleading guide for resource allocation but displays the “articulation of eco- 
nomic activities” and those current prices serve for international comparisons 
of national product and components. Since the sectoral profits do not reflect 
correctly the share of profit and returns on capital, the authors argue that it is 
necessary to attribute to the turnover tax the bulk of the returns to nonlabor 
productive agents. As a result of the deficiency of market prices, generally one 
zloty worth of consumer goods reflects a smaller resource cost computed at 
factor cost than does one zloty of investment goods. The results of revaluating 
GNP at factor cost are far reaching, to wit at Polish market prices the share 
of industry was about twice as large as that of agriculture, whereas recomput- 
ed at factor cost agriculture becomes a slightly larger sector. Also the weight 
of housing jumped sharply from about 1.5 per cent at market prices to about 
11 per cent at factor cost for at market prices the rental rates are nominal 
and, in adjusting, allowances were made for a rather high rate of depreciation 
and a uniform return on capital which due to high capitalization in this sector 
increased the factor cost sharply. Whereas the share of personal consumption 
in GNP at market prices amounted to about 60 per cent, at factor cost it was 
about 55 per cent. But by excluding rental, personal consumption indicates a 
drastic drop to about 44 per cent of GNP. 

The fundamental assumption is that the size of GNP expressed in zlotys is 
identical whether reckoned at market prices or factor costs and within this 
total the returns for the services of labor roughly correspond to differences in 
marginal productivity of labor in various occupations as depicted in the re- 
corded market prices, with the residual fully attributed to the nonlabor pro- 
ductive agents. The authors add “whether other assumptions would have 
greater merit we leave to the reader to consider.” For purposes of factor 
cost adjustment the turnover tax is identified as a return to nonlabor produc- 
tive agents. Prices of consumer goods include a differentiated rate of turnover 
tax which is essentially a device for siphoning off purchasing power from the 
population. Hence the return to nonlabor productive agents is realized 
through the medium of consumer prices. Consequently there is a divergence 
between where the tax originates and where it is collected. The profits in var- 
lous sectors reflect the pricing policy and are dictated by fiscal convenience 
and, apart from the nature of profit, they cannot be deemed to be directly re- 
lated to the contribution of nonlabor factors in given sectors. Profits and sub- 
sidies are considered to be of a similar nature to turnover tax. They are ac- 
counting categories and their source cannot always be equated with the point 
where they are extracted. In arriving at the GNP at factor cost, profits less 
subsidies were lumped together with the turnover tax, and the authors consid- 
er this as essentially constituting a net return to state ownership and control. 
The returns to nonlabor factors consist of return to capital, land, and entre- 
preneurship. Interest was not identified as a distinct return to capital, distin- 
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guished from profits and returns to entrepreneurship in adjusting the return to 
capital. It was assumed that the actual return to agriculture at market prices 
merely consists of return to labor, and no explicit allowance for land as a pro- 
ductive agent was imputed. Hence the returns to nonlabor factors were essen- 
tially attributed to capital (adjustments were made to rectify the meager 
depreciation charges). 

The reader should be particularly grateful to the authors for supplying such 
elaborate appendixes (about 142 out of 242 pages of text), detailed sources, 
supporting documentation, estimates, and explanations of the methodology of 
adjustments. Some of the findings and arguments may be controversial. One 
could question certain assumptions and wish for more elaborate statement and 
justification of the assumptions’ validity and the rationale behind the treat- 
ment of turnover tax as a return to nonlabor factors of production. Neverthe- 
less one is impressed with the solid and sober approach to the problem. Un- 
doubtedly this is a useful contribution even if narrow in scope. The reader 
should find it particularly interesting since the broader economic implications 
of the authors’ findings will be incorporated in a study of Polish economic 
growth from 1937 to 1962 in preparation under the auspices of the Institute. 

GEORGE R. FErwEL 

University of Tennessee i 


New England: A Study in Industrial Adjustment. By R. C. ESTALL. New 
York: Frederick A. Praeger, 1966. Pp. xv, 296. $7.50. 

In the economist’s (but probably not the public’s) rank ordering of real, 
potential, and imagined economic ills, regional economic problems come some- 
where near the bottom. However, this chronicle of New England industrial ex- 
perience oyer the past forty or so years brings out the enormity of the pres- 
sures which can be exerted on a regional economy and the adjustments which 
are required in order to maintain something resembling prosperity. The de- 
cline of the textile industry is the most dramatic case in point. Employing 
420,000 persons or 30 per cent of the labor force in manufacturing in New 
England in 1919, the industry declined at an average rate of 8,000 jobs per 
year for the next forty years. From such declines, recovery is neither easy nor 
automatic. 

Estall offers valuable insights into the problems of recovery and adjustment 
in mature industrial economies. He examines the fortunes and misfortunes of 
the major New England industries with separate chapters on textiles, elec- 
tronics, shoe and leather trades, paper, aircraft, and machinery manufacture. 
Other industries are treated in less detail. His discussion is largely confined to 
manufacturing (which for New England is justified) and relies on published 
data. The location and structure of industry are explained on such bases as — 
wage differentials, availability of required labor skills (particularly R & D ex- 
pertise), and proximity to markets and raw materials, He does not trace the 
causal chain beyond this. For example, no attempt is made to explain why 
wage differentials exist or to explore the reverse effects, those of industry loca- 
tion on wages. 

Rather than examining New England as an agglomerate whole, considerable 
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attention is devoted to the dispersal of industry within the region. New Eng- 
land’s early basic industries were widely scattered. The new industries which 
have tended to rejuvenate the New England economy since World War II 
have been geographically concentrated, generally being confined to the Boston 
and western and southwestern Connecticut areas. The remaining areas of New 
England have received few spillover benefits and remain in considerable dis- 
tress, Constructing a crude but, nevertheless, ingenious “Index of Relative 
Dispersal” Estall shows that the five most widely dispersed industries in New 
England (lumber and wood, pulp and paper, textiles, food and kindred prod- 
ucts, and leather) have suffered either absolute declines in employment or are 
growing at rates substantially below the industry national average. Together, 
these five industry groups suffered a 25 per cent drop in employment between 
1939 and 1958. On the other hand, the five industry groups showing the great- 
est index of geographic concentration (instruments and related products, elec- 
trical machinery, primary metals, transport equipment and ordinance, and 
miscellaneous manufacturing) had a 98 per cent rise in employment over the 
same period. Recent growth in New England has indeed been uneven and lo- 
calized. 

Estall concludes with a policy chapter in which he examines the steps taken 
to alleviate the widespread pockets of distress remaining in New England. 
Generally, his argument is that there has been too much promotion at the ex- 
pense of planning, and that local and, to a lesser extent, state governments 
have inappropriate jurisdictional units and often inadequate resources to carry 
out effective “self-help” programs. He's probably right. 

This book is a fairly good case study of a region and one that should be 
completely understandable to noneconomists. It may and should stimulate 
case studies of industrial development and decline for other regions in the 
United States. Such studies would be of value to geographers, regional 
planners, transportation economists, and others working in regional economic 
development. Although readers familiar with the New England economy will 
already be familiar with much of what this book contains, Estall intertwines 
many threads and presents an integrated, overall view of the economic geogra- 
phy of the region. Surely, a reading of Estall’s book is recommended to any- 
one working on the economic development of New England. 

J. T. ROMANS 

State University of New York at Buffalo 


Statistical Methods; Econometrics; Social Accounting 


Operations Research and Quantitative Economics: An Elementary Introduc- 
tion. By HENRI THEIL, JOHN C. G. Boot, AND TEUN Kroxk. New York: 
McGraw-Hill Book Co., 1965. Pp. xiv, 258. $8.95. 

This book presents a survey of the methods and accomplishments of econom- 
ics and operations research at a nontechnical level. It is written primarily for 
the nonspecialist with only a high school background in algebra. The authors 
have selected a number of simple and interesting examples to illustrate the 
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various techniques. In spite of the statement on the flyleaf (presumably not 
written by the authors) that the book “integrates econometrics and operations 
research,” the book does not attempt any such integration. Rather, it provides 
for each of these an independent elementary introduction. 

The operations research techniques described are linear programming, 
input-output analysis, critical path scheduling, queuing theory, production 
and inventory theory simulation, elementary probability theory, and elemen- 
tary game theory, all illustrated by numerical examples, For the most part, 
the mathematically illiterate reader will be able to follow the illustrations and 
acquire a certain amount of intuitive understanding of the techniques. In a 
few places, however, such is not the case. For example, the queuing theory 
chapter uses the "rabbit out-of-the hat" technique to arrive at formulas for 
the length of line and average waiting time. 'The reader gets no sense at all of 
the why’s or wherefore's of such formulas. The selection of operations research 
topics is representative, the main serious omission being dynamic program- 
ming. 

The econometric chapters include a simple multiplier model, Klein's model 
of the U.S., forecasting based on econometric macromodels and on input-out- 
put models, scatter diagrams, the least squares method, a very brief description 
of some properties of statistical estimates, and a chapter on the empirical side 
of consumer behavior which includes a discussion of index numbers, price and 
income elasticities, and budget surveys. 'The authors have succeeded in pack- 
ing in a large number of concepts in a simple yet intuitive manner which is 
well suited to the purpose of the book. - 

The book will not prepare the reader to set up and solve models himself, ei- 
ther of the operations research or of the econometric variety. However, this 
would be too much to expect in so short a book. The authors have provided an 
"understandable survey," as promised, and it is recommended reading for 
economists who are interested in a nontechnical bird's-eye-view of economet- 
rics or operations research. | 
T. M. WnITIN 
Wesleyan University 


Economic Systems; Planning and Reform; Cooperation 


Comparative Economic Systems—Compeling Ways to Stability and Growth. 
By Arran G. Grucry. Boston: Houghton Mifflin Company, 1966. Pp. 
x, 908. $9.95. 

Professor Gruchy's volume is in fact composed of three separate books. 
After a general introductory discussion of the functions and goals of an eco- 
nomic system, Gruchy examines “Capitalism” in Book One, Capitalism is 
represented by the United States, Great Britain since 1951, the Federal Re- 
public of Germany, and France. Book Two, entitled “Socialism,” deals in con- 
siderable detail with two Scandinavian countries (Norway and Sweden) and 
with the British economy during the six immediate postwar years. Book 
Three, called “Communism,” discusses the Soviet Union and touches on Yu- 
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goslavia and Mainland China. Each book is a self-contained unit complete 
with an historical introduction and with appraisals of the system’s performance 
and outlook for the future. A short chapter on trends and prospects of the 
three competing systems concludes the volume. 

The interest in the study of comparative economics has increased substan- 
tially during the postwar years, and with the interest, our knowledge of how 
individual systems operate. Gruchy had to make two difficult decisions: first, 
the choice of countries to consider; and second, the particular approach to 
take and the topics to consider in his study of various national economies. 

The author’s emphasis is on the United States and the Western Socialist 
countries. If the choice of countries is to be determined by their importance at 
present and in the near future, as the author claims, one may well argue for 
more extensive treatment of the recent French and Yugoslav experiences, 
which are at least as important as Scandinavian Socialism. The French indica- 
tive planning has generated more than casual interest in other West European 
countries and in the United States, and the Yugoslav experiments with mar- 
ket Socialism have been followed by several countries of the Soviet bloc and 
considered by the Soviet Union itself, Yet the treatment of both France and 
Yugoslavia is relatively brief. 

Gruchy attempts to integrate the historical, ideological, and institutional 
aspects of the individual economies. 'The amount of information he succeeds in 
making available about each within one single volume is amazing: it includes 
economic history and the history of economic thoughts, political structure, the 
resource base for economic development, data on output growth and budgets, 
national income accounts, and one input-output table. Yet I suspect that the 
student will be at a loss when faced with such embarras de richesse. A cross- 
sectional comparison of such topics as actual resource allocation, price forma- 
tion, investment decisions, or economic incentive in the three systems consid- 
ered is rather difficult and this is one of the basic aims of comparative study. 
The author's concluding chapter on trends and prospects for the three compet- 
ing systems, where integration and analysis could have been attempted, is 
very brief. 

Both the choice of countries and of topic coverage are of course a matter of 
taste. Although a carefully chosen series of paperback monographs on individ- 
ual countries written by experts in the respective fields (for example, Camp- 
bell, Lutz, Nove, Waterston) does offer an attractive alternative to a standard 
text such as Gruchy's, his book will be welcomed by those who prefer to have 
extensive information on various countries under one cover and who stress 
the Western-type economies in their comparative systems courses. 

GEORGE J. STALLER 

Cornell University 


Political Economy, a Marxist Textbook. By Jomw Eaton. Rev. ed. New 
York: International Publishers, 1966. Pp. 255. $5.00. 
The reviewer's interest in this revision of an obscure British textbook 
reflects a quest for extensive supplementary reading, suited to English-speak- 
ing undergraduates, in a Marxist counterpart of their own “bourgeois” texts 
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in Principles. Such a source should ideally be at or above the intellectual level 
of the standard Anglo-American courses. It should be shorter and less erudite 
than Dobb or Sweezy or Meek, It should be less dated than Marx’s or Engels’ | 
economic pamphlets, or Boudin’s digest of Das Kapital. It should poison 
fewer wells, be at once less vitriolic and less preachy, and be rooted closer to 
the students’ own world, than any Iron Curtain text I have yet seen in trans- 
lation. 

Mr. Eaton’s book, probably a cooperative venture in fact, is, for the mo- 
ment, among the “least worst” of a disappointing lot of candidates. Its tone is 
generally moderate; it blends (conjectural) history and (Marxist) economic 
analysis attractively; it is short and reads easily; its author(s) is (are) obvi- 
ously familiar with standard economics, although the theoretical level seems 
somewhat lower than the remainder. The book, despite its chalky-pedagogical 
subtitle, is designed primarily for high-school-level study courses in informal 
circles of “progressive” workers, whose members and leaders have usually had 
only tangential contacts with any other sort of economics. As a result, it pass- 
es our "intellectual-level" test only marginally, with a graduate B-minus. 
Its treatment of non-Marxian economics serves as an indicator in this respect. 
Proportionately much longer than the treatment of Marxism in “bourgeois” 
counterparts, it is on balance no fairer and its level of competence a shade 
lower. We may be grateful that the “howling hyena—learned lackey of Wall 
Street—intellectual running-dog of imperialism” type of criticism is absent. 
Replacing it is the relative mildness of such strictures as the following (p. 
27): 

[T]he development of the labour theory of value . . . enabled Marx to 
show the nature of capitalist exploitation and that capitalism itself was 
doomed. . .. The defence of capitalism called, therefore, for an attack 
upon the labour theory of value. Bourgeois theory was quick to sense 
this and from about 1830 has been in quest of an economic theory that 
rejected the labour theory of value. 


An American re-issue of a 1963 English revision, this text reflects the “com- 
petitive coexistence" stand of the Khrushchev period. By contrast, the first 
edition, reviewed by Abram Harris in the June 1951 issue of this Review (pp. 
457-59), antedates the demise of Stalin. The differences are staggering, and 
speak well for the intellectual flexibility of Eaton and his colleagues, if any. 
The features which raised Professor Harris! blood pressure 15 years ago were, 
for the most part, 


... all spirits, and 
Have vanished into air, into thin air. 


One might, for example, describe this edition too as bound “in a strait-jacket 
of the traditional Marxian theories," but the jacket is at least padded. Harris' 
1951 collection of specific “horrors” are mostly gone, and an original Fore- 
word (by Emile Burns), dedicating Eaton’s book to rescuing the British 
worker from the “ ‘mixed-economy’ and ‘right-wing’ leaders who wish ‘to save 
British capitalism at the expense of the working class and the colonial peo- 
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ples’ " is gone too. “Modern revisionism,” in short, has improved substantially 
upon a Stalinist original. Potential readers would do well not to await a third 
edition, which may mirror “the thought of Chairman Mao,” unmentioned this 
time! 
M. BRONFENBRENNER 
Carnegie Institute of Technology 


Business Fluctuations 


Cost, Prices, and Profits: Their Cyclical Relations. By THOR HULTGREN with 
M. R. Peca. National Bureau of Economic Research Studies in Business 
Cycles No. 14. New York and London: Columbia University Press, dis- 
tributor, 1965. Pp. xxvi, 229. $6.00. 


Hultgren has written a book in the best tradition of the National Bureau of 
Economic Research. It shares in both the virtues and deficiencies of that 
methodology. This book will become a basic reference on the cyclical behavior 
of unit costs, prices, and their combined effect on profits and profit margins. 

The principal results are by now reasonably familiar, but the solidity of the 
data basis supplied by Hultgren serves to strengthen the empirical founda- 
tions based on Hultgren's earlier pionering work [2], Soligo [4], O. Eckstein 
and T. Wilson [1], and myself [3] (the latter three containing econometric 
studies of labor productivity for the U. S. economy) not to mention several 
closely related studies using British data. Deflated quarterly sales and costs 
from the SEC/FTC. Quarterly Financial Reports for Manufacturing Corpo- 
rations for the period 1947-61, benchmarked on annual Federal Reserve 
Board output indexes, and wholesale prices, provide the basic data. Hultgren's 
findings are: 

(1) Prices rise throughout a cyclical expansion, but most rapidly toward its 
end. After the cyclical peak, prices continue to rise but at a somewhat slower 
rate, falling very slightly by the very end of the recession. 

(2) Unit costs, principally for labor, typically fall during the early stages 
of a cyclical recovery and rise moderately in late phases of the expansion. The 
early cyclical downturn in output is accompanied by the most rapid unit cost 
increase of any cycle period, while the terminal stages of the recession corre- 
spond to modest unit cost declines. 

(3) The explanation of this cost behavior depends, by definition, upon av- 
erage hourly earnings and manhours per unit of output. Earnings increase at 
all times, but most rapidly when output is expanding. The behavior of man- 
hours per unit of output lies at the core of the observed cyclical pattern in 
unit costs. Manhours per unit of output (the reciprocal of labor productivity) 
fall through the expansion phase, but most rapidly during the early recovery 
phase, while manhours per unit of output stabilize or increase during the early 
months of a contraction. Finally, overtime is positively correlated with output 
changes, which tends to reinforce the movements in unit labor cost noted 
above. 

(4) Rising profit margins are concentrated in the expansionary phase— 
mostly because unit costs fall early in the expansionary phase, and price in- 
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creases occur late in the expansion. Rising costs rather than falling prices 
explain why declining profit margins are bunched in the cyclical contrac- 
tion. 

Wesley C. Mitchell’s original study, Business Cycles, in 1913, em- 
phasized cost-price changes as particularly strategic in generating changes in 
profit prospects that are basic to business cycles. Hultgren, more than fifty 
years later, has a more modest purpose; he emphasizes the effect of sales and 
output on margins. The more restricted scope of Hultgren’s inquiry was dic- 
tated by the realization that the analysis, based on the reference cycle, specific 
cycle concept, is inadequate for the development of a reasonably complete 
cycle model. The reference cycle method of data decomposition provides a 
valid and often valuable preliminary to analytical explanations. Using it, 
Hultgren has made a genuine contribution, restricted, however, by his rather 
strict adherence to the reference cycle concept. Why do unit labor costs be- 
have as they do? Why do manhours per unit of output follow the pattern ac- 
tually observed? A dozen specific cycles cannot answer those questions; the 
econometric studies cited above can in principle provide answers, even though 
open to numerous trenchant criticisms. 

Two matters of research procedure raise questions. First, the main ap- 
proach used is to establish rates of change during each of ten cycle stages of 
unequal length. Unless one really believes that these intervals have major ana- 
lytical significance, which often they do not in my opinion, then the failure to 
present rates of change per uniform time interval detracts from understanding 
the process. Second, profits and profit margins are considered net of all costs 
including depreciation. Since the Treasury regulations have a major influence 
on permissible depreciation, it would have been advisable to treat out-of-pock- 
et costs separately and thus isolate the influence of arbitrary legal changes. 

The antithesis which I have drawn between explanation and description is 
much too sharp. Truth has not yet yielded to a single methodology in econom- 
ics. Several flowers should grow; not the least among them should be hybrids 
which cross NBER thoughtful scepticism and thoughful treatment of the data, 
and econometric approaches with emphasis on theoretical and empirical expla- 
nation. 

EDWIN Kuve 

Massachusetts Institute of Technology 
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Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Introduction to the Analysts and Institutions of Money and Banking. By 
WiLLiAM J. Frazee, Jr. and WiLtiAM P. Yous. Princeton: Van Nos- 
trand, 1966. Pp. xi, 682. $10.75. 


An undergraduate text in money and banking, this book is unusual both in 
the depth of its coverage and in the sophistication of its approach. The exposi- 
tion proceeds via a succession of linear algebraic models and well-focused in- 
stitutional interludes, culminating in lucid analyses of (1) the principles of 
economic policy (à la Tinbergen) and (2) complications raised by the exis- 
tence of lags in monetary policy. 

Structurally, Frazer and Yohe cover much the same topics as Chandler’s 
Fourth Edition and in roughly the same order: money and interest; commer- 
cial banking and its history in the United States; central banking; macroeco- 
nomic theory; international finance; U.S. monetary policy in recent years. 
But, though the frame is the same, the authors’ preoccupation with algebraic 
models and quantification produces a rather different sort of book. 

The strongest chapters are those on U. S. financial institutions, internation- 
al finance, and the theory of economic policy. These chapters are both weil 
motivated and well conceived. The chapter on the derivation of the Member- 
Bank Reserve Equation and consolidated Money-Supply Accounts (Ch. 9) is 
particularly good and deserves a place on graduate reading lists everywhere. 

On the other hand, the chapters on monetary and national-income theory 
are somewhat less successful. The difficulty is primarily one of vocabulary and 
focus. For an undergraduate textbook, there is to my mind excessive use of 
hard-to-explain professional jargon and excessive concern with subsidiary be- 
havioral detail. This latter concern blurs the overall flow of the theory and 
gives the book an unnecessarily ponderous and unwieldy character, In particu- 
lar, extensive chapters on investment and consumption theory develop a great 
many points that are not specifically employed in subsequent chapters, while 
the LM-IS model (which serves to integrate 150 pages of prior theory) is 
presented and dismissed in five closely written pages. 

Some redress is provided by a series of excellent chapter summaries, but the 
book is by no means a self-teacher. Still, for those willing to take on the risks 
and extra work of supplementary assignments and guidance, Frazer and Yohe 
can promise a livelier and more relevant course. 

EDWARD J. KANE 

Boston College 


Monetary Policy in a Developing Economy—A Study of the Policies of the 
Reserve Bank of India and Their Effect on the Operations of the Bank- 
ing System, 1956-65. By C. K. Jourt. Calcutta: The World Press Private 
Ltd., 1965. Pp. 283. Rs 20. 

India's First Five Year Plan, which ended in March 1956, was modest in 
size and imposed little strain on the economy. In fact, price levels actually de- 
clined during the period and the nation's foreign exchange position remained 
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comfortable. The Second Five Year Plan was far more ambitious. Its goal was 
no less than that of raising real national output by 25 per cent and of creating 
eight to ten million new jobs. To this end, total planned outlays during the 
Plan period were to be 72 billion rupees, of which 48 billion were to be spent 
in the public sector and 24 billion in the private sector. The rate of net invest- 
ment was to be raised from 7.3 per cent of national income at the beginning of 
the Plan to 10-11 per cent at the end. It was recognized from the beginning 
that some monetary expansion would be required to reach expenditure targets. 
Only 24 billion of the public sector outlays were to be met from the govern- 
ment’s current revenues and foreign assistance and another 12 billion by bor- 
rowing from the public. This left about 12 billion to be covered through ex- 
pansion by the Reserve Bank and the commercial banks. It also became clear 
that an expansion of bank credit would be required to meet expenditure tar- 
gets in the private sectors. 

Such was the environment in which the Reserve Bank operated during the 
five years following March 1956. The Bank was assigned the dual role of as- 
suring that achievement of Plan objectives would not be hampered by a lack 
of money and of simultaneously preventing an excessive rise of prices. More- 
over, it was expected to prevent any decrease of prices or increase of yields on 
government securities. The policy was called one of “controlled expansion” 
but “largely passive expansion” would be more apt. The outcome should sur- 
prise no one. The money supply rose 22 per cent and price levels about 30 per 
cent. . 

Johri describes in detail the policies followed by the Reserve Bank and 
traces out their effects on the scheduled banks, which hold about 90 per cent of 
total deposits in the organized banking sector. He does not attempt to analyze 
effects on rates of expenditures or on price behavior. Open market policies 
dominated all other instruments of general monetary management. To prevent 
their prices from falling, the Reserve Bank purchased passively all the govern- 
ment securities that others were not willing to hold at the selected pattern of 
prices and yields, Some actions were taken towards the end of the period to 
raise interest rates on credit to the private sector, but these were probably not 
very effective in slowing the rate of increase, partly because the actions were 
not very vigorous and partly because of the dominance of open market policy. 
Bank rate was raised only from 3 to 4 per cent. The imposition of borrowing 
quotas on banks and levying of penalty rates on borrowings in excess of quo- 
tas were of little effect, largely because banks could replenish their reserves by 
selling government securities. In March 1960 the Reserve Bank imposed mar- 
ginal reserve requirements, obligating banks to hold increased reserves equal 
to 25 per cent of the increase of their liabilities after that date. In May these 
were raised to 50 per cent. These actions appeared to be slightly restrictive, 
but they were rescinded ten months later because they were restricting 
“the availability of credit for the legitimate needs of industry and trade.” 

Selective controls, embodying margin requirements and quantity limita- 
tions, were imposed on loans based on food grains, oil seeds, sugar, shares, and 
certain textiles and fibers, Their purpose was primarily to curb speculation in 
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these commodities and to limit increases in their prices. Johri concludes that 
they probably did influence the distribution of credit but that they did little to 
limit the total quantity of credit or price increases on the selected 
commodities. 

In Appendix I Johri discusses briefly monetary policies during the first 
three years of the Third Five Year Plan, 1961-1964. During this period the 
Reserve Bank did allow some increase in interest rates. In general, however, it 
continued its policy of passive purchases of government securities. The Trea- 
sury bill rate actually declined while yields on consols were allowed to rise by 
about one-half of 1 per cent. These policies were accompanied by a 31 per 
cent further increase in the money supply, a percentage increase nearly equal 
to that during the preceding five years. 

Johri's detailed study of Indian monetary policies during the Second Five 
Year Plan is a useful addition to the literature on the role of monetary policy 
In economic development. It does not even attempt to make new theoretical 
contributions, but it is a competent and judicious case study. It would be of 
wider interest if he had concentrated less on effects on the banking system and 
had ventured more into an analysis of the effects of these policies on the de- 
velopment program. Unlike some writers, he does not contend that inflation 
occurred because the central bank was powerless to prevent it. Rather, 
inflation was the inevitable consequence of the Reserve Bank’s policy of pro- 
viding almost passively the rising quantities of credit demanded by the gov- 
ernment and the private sectors. On the effects of the degree of inflation ac- 
tually experienced on the development effort he offers only tentative conclu- 
sions: “While nothing can be said with complete certainty, it is probably a 
safe conjecture that the disadvantages have outweighed the beneficial effects 
of inflation” (p. 34). On the positive side, inflation probably benefited farm- 
ers and business and thus improved incentives to produce and assume risks, at 
least in the short run. On the negative side, it may have contributed to the de- 
cline of the incremental ratio of saving to national income from 19 per cent in 
the three years preceding 1955-56 to 14 per cent in the following three years. 
It weakened India’s competitive position in world markets and contributed to 
the stagnation of her exports. It encouraged gold smuggling and clandestine 
capital exports. And, by reducing real incomes of fixed income groups, it mili- 
tated against welfare objectives of the Plan. Johri recognizes that his study 
does not provide the basis for firm answers to these questions. 

LESTER V. CHANDLER 

Princeton University 


Money, Banking, and Economic Activity. By GEORGE G. SAUSE. Boston: 
D. C. Heath, 1966. Pp. xiv, 507. $8.75. 

The basic theme of the book is how the use of money affects the economic 
welfare of human beings. The author develops this idea by examining the fac- 
tors which determine the quantity and turnover of money and the methods 
available to the authorities to control these factors, He shows how the money 
system affects the economic well-being of the nation through its impact on the 
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level of GNP, degree of unemployment, rate of economic growth, and level of 
prices. He then explains how the authorities have attempted to influence the 
monetary system in order to achieve economic objectives. In a final section, he 
examines the role of money in international economic relations. 

The author's discussion of commercial banking covers both the deposit 
mechanism and bank portfolio policy. The exposition of the deposit mecha- 
nism is lucid but marred by the use of standard terminology (external and in- 
ternal drains) in a nonstandard way. It is confusing to read (pp. 92 and 95) 
that a cash withdrawal by domestic depositors (which most writers would 
term an internal drain) is an external drain and that an internal drain is a 
cash withdrawal by other banks, The discussion of bank portfolio policy and 
the bank management problem (of reconciling profitability, solvency, and li- 
quidity) is very brief. In keeping with his emphasis on monetary economics, 
the author is more interested in showing how bank operating policy affects the 
public welfare, but this part of the discussion is also brief and may leave some 
students with the impression that the allocation of resources is affected 
by bank lending but not by bank purchases of securities (cf. pp. 114-16). 

The section on central banking covers the usual material on the structure 
and service functions of the Federal Reserve and on the instruments of mone- 
tary policy. There is a reference to the 1965 law that eliminated the gold 
certificate requirement for deposits in order to increase the supply of free gold. 
In spite of the change, deposit expansion continues to be indirectly con- 
strained by the gold reserve requirement on notes for, as the author points © 
out, the demand for Federal Reserve notes is related to the volume of demand 
deposits. It might also be noted that, given the continuing drain on the gold 
stock, the gold reserve requirements will ultimately have to be modified or 
dropped (either by Congress or by the Federal Reserve exercising its emergen- 
cy powers). This is not only because a gold drain could hamper domestic 
monetary expansion but also because a continuing gold drain (without excess 
gold reserves) would put the Federal Reserve in the anomalous position of 
having to contract its Federal Reserve note liabilities without having any di- 
rect means for doing so. 

In reviewing the principles that govern the United States monetary system, 
the author correctly stresses that “we rely upon a combination of competition, 
government regulation, and Federal Reserve influence to direct commercial 
bank activities in the public interest" (p. 190). He adheres to this view in al- 
loting space for the discussion of the Federal Reserve and (to a lesser extent) 
of government regulation but not of competition. There is no discussion of the 
market structure of commercial banking, the nature of market rivalry in 
banking markets, or the competitive implications of the large number of mer- 
gers and entrants in recent years. One of the very few observations about 
bank competition—and it is incidental to a discussion of deposit mechanics— 
is that an American bank competes with approximately 13,750 other commer- 
cial banks (p. 94). This statement probably does no damage to the discussion 


1 Yor example, cf. Lester V. Chandler, The Economics of Money and Banking, rev. ed., 
New York 1953, p. 217, or W. H. Steiner, Eli Shapiro, and Ezra Solomon, Money and 
Banking, 4th ed., New York 1958, p. 161. 
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of the deposit mechanism, but it plants in the student’s mind a very mislead- 
ing idea (which the text does not elsewhere correct) about bank competition. 

The monetary theory section begins with a clear presentation of the quanti- 
ty theory in its Fisherian and Cambridge cash balance formulations, and then 
proceeds to modern income theory, including national income accounting and 
the determinants of consumption, saving, and investment. Ira Scott’s four-part 
diagram is utilized to assemble the component parts of the Keynesian system 
and to show the relation between interest rate and income determination. The 
author considers the similarities and differences in the quantity approach and 
the Income and expenditure approach to monetary theory and finds “the main 
significance of the two approaches in the different attitudes toward social and 
political problems exhibited by their respective adherents” (p. 323). 

While the author accepts the Gurley-Shaw position that commercial banks 
are not unique, he would not agree that they are as much like other financial 
institutions as the critics of the conventional view have suggested. However, 
he does believe that other financial institutions ought to be considered in a 
study of monetary economics and he has included a section to discuss their 
role, types, and relation to monetary theory and policy. He covers various 
government credit agencies as well as the major private nonbank financial in- 
stitutions, and (without much elaboration) attributes the government’s inter- 
vention in the financial market to “a feeling that without some form of gov- 
ernment guidance the operation of financial institutions leads to an unsatisfac- 
tory allocation of resources” (p. 355). The discussion of the Gurley-Shaw 
view of financial institutions is useful as far as it goes, but it is brief and per- 
haps too cryptic on some points. For example, it would have been desirable if 
the author had elaborated on the statement, not otherwise explained, that 
“open-market operations do affect these [other than commercial bank] insti- 
tutions” (p. 377). 

This is a money and banking text in the traditional mold and, all in all, an 
acceptable one, Although there are some lapses in the exposition, the author 
has generally written clearly and with a readable style, and the integration of 
the material into an organic whole will help the student grasp the big picture 
as well as the detail. Moreover, in spite of the topics (including some newer 
developments) that have been omitted or treated too briefly, the coverage is 
generally adequate, especially for a one-semester course. 

DAVID A, ALHADEFF 
University of California, Berkeley 


Interest Rates and the Cost of Capital in Israel, 1950-1962. By Harm BEN- 
SHAHAR. Tubingen: J. C. B. Mohr (Paul Siebeck), 1965. Pp. 136. DM 
22.50; paper, DM 18.50. 

In its contribution to the stock of a nation's basic economic data, this study 
published by the List Institute, parallels the achievements of some of the 
monographs produced in the last generation at the National Bureau of Eco- 
nomic Research. It shows meticulous development of a wealth of commercial 
bank and government source material which few investigators can achieve. 
Apart from the information it provides about Israel, the book will be of value 
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as a guide for those developing series for effective interest rates in other coun- 
tries where problems of tieing of loans to the foreign exchange rate or the cost 
of living, changes in the terms of loans already outstanding, hidden charges on 
bank loans, etc., are met. 

The author resolves the problem of the significance of interest rate series 
-© covering periods of markedly different rates of price increase through (in most 
cases) the working assumption of perfect foresight; this permits him to deflate 
each year’s effective interest rate by the rise in the price index for investment 
goods during the year. (The assumption is not so drastic as it may sound, for 
much of the additional interest burden which raised the effective interest rate 
above the nominal rate was due to linking the value of the portions of loans 
still outstanding to the cost-of-living index or the price of the dollar, or both.) 
The assumption of perfect foresight had to be supplemented by forecasts in 
estimating the effective mterest rates on the portions of loans that were to be 
still outstanding after the end of the period of observation (1962). While these 
forecasts (4 per cent annual price increases and a 50 per cent rise in the price 
of the dollar in 1966) have proved inaccurate, they may have been good esti- 
mates of what the parties actually foresaw at the time the loans were contract- - 
ed; if so, the forecasts led to good estimates of the effective rates—and even 
better estimates of the real rates—which actually determined the behavior of 
the market. 

In addition to the obvious series, the interest rate series derived include: 
the cost of the government’s borrowing from abroad (the most recent real rate 
about 12 per cent); the real rates paid by several private sectors for govern- 
ment loans, the chief source of finance for private fixed investment (recently 
114 per cent to 8% per cent); those for short-term borrowings on.the large 
black (later grey) market for commercial paper (a maximum of 15 per cent 
but recently 9 per cent). The private sector's required rate of return on capi- 
tal was found to be best represented by the 17 per cent net-of-tax real annual 
rate of profit realized on listed stocks held for several years. As in other de- 
veloping countries, usury laws have kept the real rates charged by banks at 
extremely low levels—often negative and never over 8 per cent—so that 
rationing had to be used to equate demand with supply in most years. 

While most of the book is devoted to the derivation and description of the 
various time series, as well as some of the institutional background, the final 
series of real interest rates are employed to test the Israeli government's policy 
of subsidizing private investment by re-lending its high-cost foreign borrow- 
ings to industry and agriculture at the low interest rates described above. It is 
argued that the economy should invest enough each year so that the marginal 
rate of return on investment is no higher than the country's real cost of capi- 
tal (the 12 per cent on the foreign borrowings described earlier). Offering the 
government's funds to entrepreneurs at that rate would be unjustified, how- 
ever, because it would depress the rate of return receivable by private savers 
—the yield on stocks in particular—and thereby reduce private domestic sav- 
ing. The alternative of inducing the entrepreneurs to invest in projects that 
had yields below what the private sector required (through offering them part 
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of the funds needed for such projects at very low, subsidized interest rates) 
would avoid this deterrent to domestic savings because it would permit the 
private investor to continue to earn his customary high yields; in fact, this al- 
ternative would increase the rate of private saving, for it implies increased de- 
mand for private savings and hence an increasing rate of return on them. 
While the data were too crude and incomplete to permit a full test of this 
model, it was found that the low interest rates charged on government loans 
financing portions of the subsidized investment projects would have permitted 
the entrepreneur to earn roughly his required 17 per cent rate of return on the 
nongovernment portion of the funds if the project as a whole was yielding the 
desired minimum rate of 12 per cent. The existence of a rational basis for the 
Israeli government’s investment subsidy program thus tended to be confirmed. 
A number of defects justify doubt that this test was usable even in the loose 
form in which it was applied. The marginal cost of capital to the economy is 
represented by the 12 per cent average interest cost on the chief foreign loan 
issues (issues offered continuously to the public in the United States); but 
these issues’ marginal costs seem clearly much above the average cost, since 
the very high cost of Israel’s marketing efforts apparently has added three 
percentage points to the nominal 5 per cent interest rate paid. This under- 
statement of the cost of capital to the economy may have been compensated, 
however, by an overstatement of the required rate of return on that capital: 
the associated additional returns to labor and land (and the tax collector) 
were, in general, excluded from consideration when the minimum acceptable 
return on investment (12 per cent) was specified. The admittedly shaky esti- 
mate of the required rate of return on private investment (17 per cent) may 
remain unacceptable despite the device of averaging over several years, for the 
perverse short-run effects cited—trises in required rate of return (or declining 
profits) cut stock prices and thereby lead to a reduced ex post figure for the 
required return—can still be present if they appear at the end of the period, 
and their occurrence gradually over the course of the period in a country 
undergoing rapid economic and financial development cannot be assumed 
away. Finally, the real rate of return on the equity funds invested in subsi- 
dized projects must have been substantially above the figures estimated be- 
cause, first (contrary to the author’s assumption) the nongovernment funds 
included some nonequity funds costing much less than the equity portion’s re- 
quired 17 per cent; and, second, many of the subsidized projects must have 
yielded more than the assumed 12 per cent. 
WILLIAM H. WHITE 
International Monetary Fund 


The Liquidity Structure of Firms and Monetary Economics. By WILLIAM J. 
FRAZER, JR. Gainesville, Florida: University of Florida Press, 1965. Pp. 

91. $2.00. . 
Professor Frazer’s monograph is another addition to the stock of empirical 
investigations of the demand for money and near moneys, a stock which of 
late seems to grow at a much faster rate than the relevant population of mone- 
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tary economists. The study presents results of a cross-section analysis of firms 
in the manufacturing sector, with data obtained from the FTC-SEC Quarterly 
Financtal Report for Manufacturing Corporations, 

His major finding is that cash as a percentage of assets declines as firms in- 
crease in size, which he interprets as “empirical support for the proposition 
that the precautionary demand [for money] rises less than proportionally with 
wealth (assets)" (p. 86), and, since he finds assets and income (sales) almost 
perfectly correlated, this further suggests that “ratio of sales to money bal- 
ances must be rising, at least over some major portion of the domain over 
which asset sizes actually vary" (p. 86). The decline in the money-sales or 
money-assets ratio as scale increases coincides with a rise in the index of “cor- 
porate liquidity? (cash plus near moneys divided by current liabilities) as in- 
come or assets increase; as assets (sales) rise, firms do choose greater liquidity, 
but rely more on “near moneys” (including a reduction of a “negative” near 
money—bank loans) to meet liquidity needs (at least beyond some minimum 
size). Frazer’s results, then, are generally consistent wtih the Baumol-Tobin 
hypothesis of economies of scale in the demand for money, and in general in- 
consistent with the findings of Meltzer (unit elasticity with respect to income 
or sales) and Friedman (substantial diseconomies of scale with respect to the 
demand for money). 

Frazer does not explore the basis for these differences between the results of 
his study and those of Meltzer and Friedman. Indeed, he does not explicitly 
use the data to test a demand function for money by manufacturing firms but 
rests content with regressions using the ratio of money to assets as the depen- 
dent variable and assets as the independent variable, which yield him negative 
slope coefficients for quarterly cross-sections covering the period 1958-63, on 
which he bases the major finding noted. 

Several comments about his results may be made. First, Frazer’s interpreta- 
tion of his findings is open to question. He refers throughout to the implica- 
tions of his results for the “precautionary demand” for money by business 
firms. However, there is no attempt to separate business holdings of money 
balances into motivational components, if indeed that would be possible, and 
we are left to wonder how we can be sure that the economies of scale reflect 
economies in precautionary balances, rather than in transactions or speculative 
balances. One could argue, as has been done recently, that in an environment 
where near moneys dominate money, the only demand for money is for trans- 
actions purposes; all precautionary and speculative balances will be held in 
time deposits, bills, or other near moneys. If this is the case, then Frazer’s re- 
sults are relevant to the transactions demand, not the precautionary demand. 
Second, too little attention is given to definitional questions. Frazer apparent- 
ly uses the FTC-SEC definition of "cash" throughout, but nowhere that I 
could find is the reader told whether this includes or excludes business hold- 
ings of bank time deposits or savings shares, a point of some importance in 
comparing income or wealth elasticities of the demand for money (particular- 
ly since his data run through 1963, well into the era of importance of 
certificates of deposit). Third, there is no analysis of shifts in the estimating 
parameters of the equations for the cash-assets ratio (or the parameters of the 
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implicit money demand equation) over time. Intercept values are not given at 
all, and there is some evidence of changes in the slope parameters from quar- 
ter to quarter (p. 21). This might have provided useful information on the 
significance of interest rates and/or business cycles on the business demand 
for money. Finally, it is most disappointing to find no attempt by Frazer to 
explain the difference in his findings from those of Meltzer and Friedman- 
Schwartz (or their critics). Pay your money and take your choice—econo- 
mies, diseconomies, or proportionality. . 

Frazer discusses more than the demand for money in the volume, He relates 
his findings about the financial structure of firms by asset size to the commer- 
cial loan doctrine, the effects of trade credit on monetary policy, bank loans as 
a source of funds for inventories, and the role of business holdings of govern- 
ments in tax payments and, as a liquidity source. The discussion of these sub- 
jects is informative and interesting. 

Davip J. OTT 

Southern Methodist University 


Commercial Banking and Regional Development in the United States, 1950- 
1960. By Georce Macesicu. Florida State University Studies, No. 45. 
Tallahassee: Florida State University, 1965. Pp. xvii, 160. $5.50. 


In this small book, Professor Macesich attempts to tie together some hy- 
potheses regarding Southern economic development and the banking structure 
of the South. The book is a curious mélange of development theory, assorted 
thoughts on the competitive structure of banking, and some statistical ob- 
servations which combined do not substantiate Macesich’s conclusions, The 
book’s fatal weakness is that the author’s objectives are obscure. The reader’s 
confusion is not abated by a generally pedantic style and some grammatical 
weaknesses. 

The five introductory chapters develop the hypotheses to be tested. It is 
Macesich’s concept that generalized propositions explaining the existence of 
backward regions (in this case, the South) can be measured through statisti- 
cal analysis of the performance of the Southern banking system. Chapter 2 is 
almost in the nature of an aside dealing with the monetary development of 
the United States; the chapter argues that past errors by various monetary 
authorities stretching back to before Jackson's war with the Second Bank 
have taken a peculiar toll of the Southern region. Chapter 3 deals with the 
background of Federal Reserve regionalism and includes a two-page discus- 
sion covering the fact that member banks do not own their District Banks— 
this insert like many others does not relate to the hypotheses, the statistical ob- 
servations, nor the conclusions. The author's similar insertions, a Priori com- 
ments, obiter dicta, etc., are the basis for the reviewer's comment that the 
author's purpose is not always clear. 

Banking as a business is taken up in Chapter 4. Chapter 5, the best in the 
book, discusses the legal and structural peculiarities of Southern banking. 
Macesich deals heavily with the phenomenon of non-par banking and non- 
membership in the Fed, and correctly demonstrates that both are symptoms 
of backwardness. But, since over 80 per cent of total deposits in the Sixth 
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District are in member banks, the total economic impact of these marginal 
banks is probably not too serious. (In 1966 the Georgia Legislature finally 
required insurance of the state’s fifty, small, nonchartered banks.) 

The book’s central section deals with various statistical tests to determine 
whether economic backwardness of an area shows up in banking performance. 
Chapter 7 demonstrates that member banks located on the periphery of 
Southern economic centers do not have significantly different earning ratios 
from those institutions located in metropolitan centers. Chapter 8 demon- 
strates that Southern banks are neither underloaned, overinvested in govern- 
ment securities, nor nonprogressive in their lending attitudes. Chapter 9, us- 
ing analysis of variance techniques, demonstrates that Southern member 
banks as compared to other districts have a higher rate of return on loans, 
similar return on U.S. securities (why should they be different?), and that 
there are local differences in loan markets. Using T. W. Schultz’s hypothesis 
that industrial areas have a higher degree of economic efficiency than rural, 
less-developed economies, Macesich posits that this would be shown if South- 
ern banks had higher returns than banks in other areas. This is demonstrated 
in Chapter 10, although the various bank correlation statistical tests have 
mixed significance level results. He finds that Southern member banks hold 
more cash and more real estate mortgages and less government securities than 
non-Southern member banks. In addition, banks in less developed areas earn 
proportionally more from their loans as compared to total income than do 
other Federal Reserve District member banks. 

Chapter 12 contains a lead sentence so typical of Macesich's style that it is 
worth quoting: “The evidence and analyses summarized in this chapter sug- 
gest that the principal source of member bank earnings is derived from loans" 
(p. 140). Chapter 13, the last analytical one, shows that member banks in the 
less developed areas tend to have a lower capital coverage of the higher risk 
loans than those in the more highly developed areas. 

The conclusion reached by Macesich is that monetary and banking forces 
have helped to create a situation “favorable to economic stagnation.” Further- 
more, the higher proportion of cash and real estate loans “simply immobilizes 
needed resources for local development” (p. 156). Macesich holds that many 
of the views advanced by Schultz, E. Dunn, C. Clark, S. L. McDonald, and B. 
Ratchford are useful in understanding certain Southern financial phenomena, 
but that W. H. Nicholls! concept of "Southern Tradition" as pen the basis 
of stagnation is not supported by the evidence. 

Because Macesich holds that the legal environment of banking in general 
tends to encourage stagnation, he ends the book with a few comments on Mr. 
Saxon, Mr. Patman, and the Fed. While Macesich's remarks do not appear to 
be germane to the issue, he apparently does support Patman's desire to reform 
the Federal Reserve System. 

To argue that an efficient banking system aids economic development and 
lowers the risk premium in the saving-lending process hardly seems an impor- 
tant contribution to monetary economics. That interest rate differentials and 
the resulting incomes of lenders are higher in one area than another is as natu- 
ral as the economic fact that transportation costs cause geographical 
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differentials in the prices of goods. All in all, Macesich has not added 
significantly to the total of knowledge concerning the role of financial institu- 
tions in economic development. 

RoBEeRT R. DINCE 
University of Georgia 


Consumer Credit Finance Charges. By WALLACE P. Mors. NBER Studies in 
Consumer Instalment Finance No. 12. New York: Columbia University 
Press for the National Bureau of Economic Research, 1965. Pp. xvii, 
133. $5.00. 


Consumer Instalment Credit and Public Policy. By PauL W. McCracken, 
James C. T. Mao, and Cepric V. Fricke. Michigan Business Studies 
Vol. XVII, No. 1. Ann Arbor: Bureau of Business Research, University 
of Michigan, 1965. Pp. x, 250. $6.00. 


Consumer credit continues to be the subject of lively political and economic 
controversy. Despite some limitations and faults, these two works are useful 
contributions to the literature on the subject. 

Wallace P. Mors! monograph is part of a National Bureau study of con- 
sumer credit that has produced several earlier works and promises more. It 
describes the methods U.S. financing agencies and sellers utilize in computing 
and quoting charges to consumers, explores the uses of the various types of 
information available, considers problems encountered in converting finance 
charge information to any given form, and reviews evidence regarding con- 
sumer knowledge of these charges, both as dollar amounts and as effective 
rates. 

The variety of methods used to compute and quote finance charges can be 
credited to the usury laws that set maximum interest rates; to legislative sanc- 
tion of specific procedures when legislatures have exempted some activities 
from such laws (instalment cash lending) and applied them to other activities 
not originally subject to the laws (retail instalment financing); to man's in- 
genuity in striving to lower calculation and other costs; and, perhaps, to the 
desire to sugarcoat the price of this credit. The three general methods of com- 
puting charges include the “add-on method" (the amount owed by the bor- 
rower is the amount received plus the finance charge), the “discount method” 
(the amount received by the borrower is the amount owed less the finance 
charge), and the “per cent per month of the outstanding balance method” (a 
procedure that is clear from the name). There are many variants in use such 
as “monthly add-on,” “annual add-on," “monthly add-on plus," etc., though 
annual add-on, discount, discount plus, and per cent per month are dominant. 

Almost all states add to the variety of practice and the problem of assessing 
actual rates by imposing graduated ceilings as part of small loan laws. Massa- 
chusetts, for example, imposes graduated ceilings of 23⁄4 per cent, 2 per cent, 
134 per cent, and 34 per cent per month respectively on the parts of the loan 
under $200, from $200 to $600, from $600 to $1000, and from $1000 to 
$3000. 

Mors presents this picture plus much related information and considers 
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problems in effecting a desirable standardization. Appendix B provides a table 
for converting various add-on and discount rates to alternative types of effec- 
tive rates. The book contains an almost indispensable glossary and a helpful 
index. 

A few qualifications to a generally favorable recommendation are called for. 
The organization and exposition require that the reader pay careful attention 
to terms and cross-check some material discussed partly in one section and 
partly in another. Some of the analysis and discussion is vaguely disquieting. 
For example, the consumer cannot and does not borrow, say, the full cost of a 
durable with repayment over the lifetime of the durable with no effect on the 
rate. How do changes in the various dimensions of the loans available affect 
his behavior? Investment theory has been moving away recently from the as- 
sumption of a perfect market and identical borrowing and investing rates, and 
has always contained ad hoc treatments of the more various market phenom- 
ena. Mors’ discussion, which builds on an earlier work by Juster and Shay, is 
not actually unsatisfactory, but the statement (p. 47) that "the traditional 
approach" assumes that a change in interest rates influences demand if and 
only if it affects monthly payments is true only for a limited, highly tentative 
literature, The author provides no explanation, only references to other 
sources, of some important concepts—for example, "constant ratio formula,” 
etc. (p. 62)—which will be familiar to those acquainted with the finance rate 
literature but not to many readers, including some who have given consider- 
able attention to other aspects of consumer credit. And some who turn to the 
book, with the ‘“Truth-in-Lending” Bill before Congress in mind, will regret 
the absence of any policy recommendations. 

Policy recommendations, though not on the matter of finance charge infor- 
mation, do appear in the work by Paul W. McCracken, James C. T. Mao, and 
Cedric V. Fricke which provides the authors’ answer to the question: 
“Should there be direct federal control of the terms on which instalment 
credit is made available to consumers?" An appendix presents a sixty-page 
case study by Thomas R. Dyckman of the influence instalment credit had on 
the 1955 automobile sales year in this country. 

After a brief introduction and overview of the instalment credit industry, 
the authors consider in order: *Do movements in consumer instalment bor- 
rowing make the economy significantly more unstable?” “Is direct regulation 
of instalment borrowing essential for the effective operation of general mone- 
tary and credit policy?” ‘Would government regulation of instalment borrow- 
ing enhance the welfare of consumers themselves by curbing their propensity 
to buy on time?” “Do the lessons from our experience of controls suggest a 
need for their continuation?” “What are the prospects for the further growth 
of instalment credit?” Their examination of these questions leads them to the 
conclusion that peacetime regulation is not desirable. 

The book presents estimates of instalment debt outstanding in 1970, infor- 
mation on repossession ratios by length of employment, etc., and much else. A 
large part of the data was gathered from a variety of other publications in- 
cluding, of course, the lengthy Federal Reserve study in the late 1950’s, 
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though additional material required for a systematic survey of the many as- 
pects of the subject was acquired from “a large sales finance company,” indi- 
vidual banks, etc. 

The writing style is straightforward but not very lively, the index skimpy. 
One cannot say that the book offers any startlingly new data or analysis, and 
it is unlikely to change many economists’ views on the desirability of consum- 
er credit controls in peacetime, views which tend to reflect differing propensi- 
ties to interfere with private markets and differing assessments of the problem 
of enforcing controls. But the work can certainly serve usefully as a system- 
atic account to which one can refer students, public policy study groups, and 
all others interested in the subject. 

H. LAURENCE MILLER, Jr. 

Carleton College 


Public Finance; Fiscal Policy 


Public Economics. By LEIF JOHANSEN. Amsterdam: North-Holland Pub- 
lishing Co.; Chicago: Rand McNally and Company, 1965. Pp. ix, 367. 


Once in a decade one can hope to find a text that is intelligible to the under- 
graduate and an education to their professors. Johansen’s Public Economics 
not only meets that prescription, it also stands as a complement to established 
classics in the field such as R. A. Musgrave’s The Theory of Public Finance, 
H. Theil’s Optimal Decision Rules for Government and Industry, and Bent 
Hansen’s Tke Theory of Fiscal Policy. Public Economics explicates the field 
of public finance for the serious student at a level that demands a limited 
knowledge of calculus; unnecessary notation and needless complexity are 
skillfully avoided. Explanations are concise, appropriately qualified, and illus- 
trated by a limited number of examples, primarily from the experience of Nor- 
way and other European countries. 

Johansen has collected and simplified the presentation of a number of prob- 
lems in public finance which previously could only be derived from extremely 
scattered and advanced argument in the literature. Thus his treatment of de- 
mand for public goods and resulting conflicts over the apportionment of costs 
gives insight into the pioneering studies of Lindahl, Samuelson, and Arrow at 
a level that is easily mastered by an undergraduate.’ His careful explication of 
fiscal policy in an economy with changing prices cuts through the ambiguous 
controvery over money illusion that represents the last major exchange on 
this subject in the literature.? His treatment of the computation of incidence is 
far clearer than its predecessors: he makes clear in a simple presentation that 
distributional effects of taxation can only be studied within the context of a 


*See E. Lindahl, “Just Taxation—A Positive Solution” in R. A. Musgrave and A. T. 
Peacock, ed., Classics in the Theory of Public Finance, New York 1958; P. A. Samuelson 
"Ihe Pure Theory of Public Expenditures,” Rev. Econ. Stat., Nov. 1954, 36, 387-89; other 
articles by P. A. Samuelson in Rev. Econ. Stat., 1958, 40, 332-38 and 1955, 37, 350-56; and 
K. Arrow, Social Choice and Individual Values, New York 1951. 

*See R. A. Musgrave, The Theory of Public Finance, New York 1958, 447-56 and A. 
Morag, On Taxes and Inflation, New York 1965, Ch. 3. 
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general equilibrium model of the economy. Assumptions that are required to 
provide an approximate incidence computation are carefully discussed and the 
author indicates a sophisticated awareness of their limitations. 

Public Economics represents the first intermediate textbook in public 
fnance that attempts the level of sophistication that characterizes current in- 
termediate price and national income theory texts. Both the material present- 
ed and the method of presentation make it a text that outranks its competi- 
tors. The book’s quality makes it impossible to be genuinely critical. Instead 
the book invites suggestions for the development of additional pedagogical 
material in public finance, and the remainder of this review is devoted to such 
suggestions. 

In the first three chapters of Public Economics Johansen discusses problems 
of stabilization policy with a simple and well manipulated national income 
model. Chapters 4 and 5, which deal with the public debt and the functions of 
public budgeting, are the weakest section of the book. Neither the monetary 
implications of debt nor the recent controversy over the Buchanan view of 
welfare consequences of debt finance are discussed.? The discussion of public 
budgeting entirely neglects the use of the budget as a vehicle for allocating 
resources within the public sector. Program budgeting, cost effectiveness, and 
"cost benefit analysis are not mentioned. Functional areas of public expenditure 
and the problems associated with expenditure in particular areas—such as 
defense, education, and welfare— are superficially treated. 

Chapter 6 is an excellent presentation of classic welfare arguments for gov- 
ernment intervention in the allocation of resources. The only weakness of this 
discussion lies in its failure to discuss the paradox of government intervention 
in decreasing-cost industries—that is, subsidies may provide optimal current 
use of a facility once it has been built, but operation with a subsidy makes it 
impossible to use the price system to determine whether demand is sufficient 
to warrant construction of the facility in the first place; and subsidy creates 
difficult problems in determining distribution of the tax burden when some 
members of the population are non-users or when benefits of the public enter- 
prise are local in character.* 

Chapter 7 is a reasonably comprehensive discussion of taxation. It begins 
with a quick survey of alternative tax bases, and continues with a detailed dis- 
cussion of income taxation and consumption taxes. The discussion of the prob- 
lems of income-splitting, exemptions, capital gains, and depreciation is out- 
standing. The mathematical treatment of consumption taxes makes the price 
effects of turnover, value-added, and retail sales taxation clear and intelligible 
to any reader. Two criticisms can be made of Johansen’s subsequent treatment 
of the effects of taxation First, and most serious, he neglects the effects of 
changes in the allocation of effort between work and leisure in his discussion 


*See J. M. Buchanan, Public Principles of the Public Debt, Homewood, 1958; W. G. 
Bowen, R. G. Davis and D. H. Kopf, “The Public Debt: A Burden on Future Generations?” 
Am. Econ. Rev., Sept. 1960, 50, 701-6; and P. A. Diamond, “National Debt in a Neoclassical 
Growth Model,” Am. Econ. Rev., Dec. 1965, 55, 1126-50. 

* See A. M. Henderson, “The Pricing of Public Utility Undertakings,” Manchester School, 
Sept. 1947, 15, 223-50. 
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of incidence.* Second, Johansen tends to adopt the misleading partial equilib- 
rium usage of the term tax-shifting rather than the more appropriate shifting 
concept that is tied to a general equilibrium analysis of tax burden.® 

Chapter 8 is an interesting discussion of the problems of federal finance, 
based largely on Norwegian experience. Unfortunately, models of the choice of 
optimum scale for government functions are not developed.’ Nor are grants-in- 
aid given the treatment they deserve in a book of this level of sophistication.* 

Largely because the book is so well organized and clearly written, one wish- 
es that Johansen had set his hand to the discussion of several additional top- 
ics. À natural subject that would fit within his general framework is the effect 
of government fiscal and debt policy on investment and economic growth. Ad- 
ditional material related to current questions of tax harmonization would also 
fit neatly into Johansen’s treatment both at the macro level, where a good dis- 
cussion of foreign trade and stabilization is already developed, and at the 
micro level, where Johansen aptly develops a partial equilibrium analysis of 
customs duties. Additional material contrasting price regulation through tax- 
subsidy arrangements and direct controls would be a useful adjunct to Chap- 
ter 6. One would like to see some mention of the psychological impact of taxa- 
tion in addition to the more traditional models of the incentive impact of 
taxation.? 

One cannot forgive the omission of a bibliography from a book of this cal- 
iber. American users of the text will find it necessary to supplement the text 
with a volume of illustrative material concerning the public sector in the 
United States, such as is now available in several easily accessible sources.!? 

Martin DAVID 

University of Wisconsin 


* Discussed in detail in Musgrave, The Theory of Public Finance, op. cit., 217-23. Sub- 
sequent analysis of survey data by J. N. Morgan, R. Barlow, and H. Brazer suggests that 
this effect will not be extremely important (Economic Behavior of the Affiuent, Washington 
1966). 

* See Musgrave, of. cit., pp. 230-31. 

T See, for example, Charles Tiebout, “An Economic Theory of Fiscal Decentralization” in 
the National Bureau conference volume Public Finances. 

* See R. A. Musgrave’s excellent mathematical presentation, “A Multi-Level Theory of 
Public Expenditures," Proceedings of the National Tax Association, 1959, 52, 266-78. 

° See Günther Schmolders, Das Irrationale in der Offenthchen Finanswirtschaft, Ham- 
burg 1960. 


? Especially the Brookings Institution Studies in Government Finance and F. C. Mosher 
and O. F. Polzand, The Costs of American Government, New York 1964. 


Economics of the Property Tax. By Dick Netzer. Washington: Brookings 
Institution, 1966. Pp. xviii, 326. $6.75. 

Professor Netzer attempts in this, the first major book on property taxation 
in the United States since Jensen’s 1931 classic, to use “the vastly enriched 
supply of economic data available in recent years" to determine the impact 
and incidence of the property tax in the aggregate, the significance of the 
benefit components of the tax, and the effects the tax and geographic 
differentials in taxation have upon investment, output, industrial location, and 
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urban development (p. 16). Explicitly excluded from analysis are the theory 
of tax incidence and capitalization and the history and administration of the 
tax. “This volume," as Netzer notes, “is not a latter-day version of Jensen" 
(p. ix). Only a brief description of the book’s contents and its main strengths 
and weaknesses is given in this review. 

Netzer’s analysis is perhaps at its best in the discussion of the economic 
effects of non-neutral property taxation. In Chapter II he uses a special Cen- 
sus Bureau compilation to estimate the initial impact of property taxes. His 
estimates reveal that in the aggregate these taxes discriminate both between 
sectors of the economy and within any given sector. Moreover, there are sub- 
stantial geographic differentials in property taxes. 

In a provocative theoretical discussion of conditions in various industries, 
Netzer concludes that inter-regional differences in property taxes probably 
have little effect on industrial location, but that intraregional differences, espe- 
cially within large metropolitan areas, may seriously distort patterns of eco- 
nomic activity. Similarly, in Chapter IV he argues that differential taxation of 
different types of property within cities may affect future urban development, 
particularly urban renewal. 

In Chapter III the incidence of the property tax by income groups is esti- 
mated using assumptions about each of its component's incidence among pro- 
ducer and consumer groups. The tax is found to be “markedly regressive” in 
the lowest income levels, but only mildly regressive or proportional above 
that. However, the benefits financed by the tax are estimated to be “‘distinc- 
tively regressive” throughout. Thus Netzer concludes that on balance the 
property tax in the aggregate contributes significantly to income equalization, 
although substantial horizontal inequities exist. 

In his general appraisal of property taxation in Chapter VII Netzer argues 
that “the land component aside, general taxes on consumption or income and 
a general value added tax seem clearly preferable alternatives on economic 
grounds to both the housing and business property taxes." He therefore views 
the relatively high (about unitary) income elasticity of the economic base of 
the property tax as somewhat of a mixed blessing, since it portends continued 
heavy reliance on the tax by local governments. 

In the eighth and final chapter Netzer discusses four alternative forms of 
property taxation, but finds none entirely satisfactory. He rejects a tax on an- 
nual rather than capital values as distorting resource allocation and being ad- 
ministratively impractical for the United States. Relatively heavier reliance on 
taxation of site values would lessen misallocation of resources, but would 
create serious inequities. Finally, both the taxation of incremental land values 
and *a family of user charges," while attractive on efficiency grounds, would 
allow only slightly reduced use of the presently defective property tax. 

One of this reviewer's chief complaints about this book is that, although the 
impact and incidence of property taxes in the nation as a whole is largely ir- 
relevant for the evaluation of the property taxes in any one state, geographic 
differentials in taxation and their economic implications are not discussed 
until Chapter V. And even in that chapter some of the most important inter- 
state differences in property taxation are left buried in a category which “‘is a 
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catchall but very largely consists of non-farm business holdings” (p. 96), 
though Chapter VI sheds some light on the personality components of this cat- 
egory. Estimating the sectoral impact and the incidence of each state’s proper- 
ty taxes is admittedly a Herculean task. Yet this study’s aspirations might 
lead one to expect such estimates. 

Further, Netzer has not enjoyed equal success in answering the questions he 
set for himself. Subject to the above qualifications, his analysis of the impact 
and incidence of the property tax is informative and his discussion of geo- 
graphic differentials in taxation and their effects quite provocative. But his 
evaluations of the benefit components and the investment and output effects of 
property taxes are less satisfactory. 

For example, Netzer states rather categorically that the property tax 
finances benefits primarily for individuals and that there are no significant 
benefits associated with most of its business components. He does not consider 
the benefits a firm receives from expenditures providing services to its employ- 
ees. This omission reflects the inadequacy of the theoretical literature in this 
area. Since this conceptual question has never been answered, the assessment 
of the benefit component of business taxes financing such expenditures is 
doomed to less than complete success. 

In his discussion of the investment and output effects of property taxes, 
Netzer theorizes about tax-induced substitutions of labor for capital, of 
human for physical capital, of nondurable for durable consumer goods and 
housing, and between goods. But these hypotheses are not subjected to 
significant empirical tests. Thus it can hardly be agreed that Netzer has deter- 
mined the effects of the tax upon investment and output, though many of the 
data he has developed would be useful in such a determination. 

This book is valuable primarily because Netzer has brought together and 
synthesized a wealth of material, largely empirical, on property taxation, In so 
doing he has increased our understanding of property taxes and has facilitated 
future research on this important tax. One can only regret that Netzer did not 
direct his efforts more toward theoretical analysis. Quite often one finds hints 
of novel theoretical insights which unfortunately usually remain implicit. 

CHARLES E. McLURE, JR. 

Rice University 


International Economics 


Measuring Transactions Between World Areas. By HERBERT B. WOOLLEY. 
New York: National Bureau of Economic Research; Columbia Univ. 
Press, distrib. 1966. Pp. xviii, 157. $7.50. 

Progress in the analysis of world trade and payments is severely hampered 
by the lack of geographically disaggregated trade and payments data. Our 
knowledge of trade flows among major world regions was considerably ad- 
vanced by the publication, in 1942, of Hilgert's pioneering League of Nations 
study, The Network of World Trade. Since about 1950, merchandise trade 
data by country of origin and destination have been regularly published by 
the statistical offices of international organizations. However, corresponding 
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information for service payments and capital flows has not been available. 
The publication of Herbert B. Woolley’s book, the third in the series Studies 
in International Economic Relations issued by the National Bureau of Eco- 
nomic Research, consitutes a further step forward. In addition to refinements 
in the world merchandise trade matrix, Woolley presents for the first time re- 
gional matrices of service transactions, unilateral transfers, and capital move- 
ments. 

The geographic classification distinguishes eight major world regions: 
United States, Canada, United Kingdom, Rest of Sterling Area, Continental 
OEEC countries, Continental Overseas Territories, Latin America, and Other 
countries; a supplementary category, International Institutions, is added. 
(From the viewpoint of today’s requirements, one would have preferred it if 
Japan were shown as a separate analytical region.) Transactions matrices are 
prepared for eleven classes of balance-of-payments items: merchandise valued 
f.o.b., five types of service payments, private and official unilateral transfers, 
capital, gold, and the residual (net multilateral settlements and error). Mer- 
chandise and service transactions are shown gross and net; the remaining cat- 
egories are given on a net basis. The data are annual for the period 1950-54. 
These transactions matrices were distilled from a regional elaboration of bal- 
ance-of-payments statements for 78 countries, some of which could be taken 
more or less directly from the Balance of Payments Yearbook of the Interna- 
tional Monetary Fund, while others had to be modified or newly constructed. 
Merchandise import data, often available only on a c.i.f. basis, were re-esti- 
mated on a f.o.b. basis. Special studies were undertaken of world petroleum 
trade and transportation payments involving the fleets flying the flags of Pa- 
nama, Honduras, and Liberia (“flags of convenience"). 

The goods and services matrices are “two-valued,” ie., two entries are 
made in each cell, one referring to the transactions as reported by paying 
countries and the other to the same transactions as reported by receiving 
countries. This dual approach afforded an essential check in the preparation of 
the material and suggested a number of problems, which could then be studied 
more intensively. While the remaining discrepancies are in some instances still 
large, on the whole the pairs of corresponding records compiled from state- 
ments of diíferent reporting countries agree surprisingly well. 

Of the three objectives with which Woolley embarked on this project, (1) 
presentation of the statistical record, (2) description of trade and payments 
flows in the period covered, and (3) analysis of transactions and testing of 
hypotheses, the present volume confines itself chiefly to the first, and deals 
only to a minor extent with the second. The methodological problems encoun- 
tered in compiling the record and, in particular, the sources of discrepancy be- 
tween the corresponding entries in the two-valued matrices account for the 
bulk of the text of this volume. The choice of emphasis was probably wise; 
the period 1950-54 is now chiefly of historical interest, and a detailed descrip- 
tion and analysis of the transactions of that period would not hold the atten- 
tion of readers chiefly interested in current trade and payments problems. It is 
to be hoped, however, that this volume will generate sufficient interest in an 
extension of the record to stimulate Mr. Woolley or other research workers 
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into continuing this project. It would be particularly valuable for current 
work on world trade in goods and sevices to have the respective transactions 
matrices brought up to date, so as to furnish a sufficient number of observa- 
tions for statistical time series analysis. Separate records of unilateral trans- 
fers, capital movements, gold transactions, and multilateral settlements and 
error must undoubtedly remain somewhat less reliable than those for goods 
and services, even with as painstaking an effort as that underlying this vol- 
ume, Nevertheless, a regional transactions matrix of capital movements, 
brought up to date, would be a most valuable tool in connection with current 
discussions of balance-of-payments disequilibria and the adjustment process. 
All those interested in these questions owe a debt of gratitude to Mr. Woolley 
and to the National Bureau of Economic Research for having initiated this 
project. | 
RuporPH R. RHOMBERG 
International Monetary Fund 


Exchange-Rate Devaluation in a Semi-Industrialized Country: The Experi- 
ence of Argentina, 1955-61. By Cartos F. Diaz ALEJANDRO. Cam- 
bridge, Mass.: The M.I.T. Press, 1965. Pp. xiv, 210. $7.50. 

Professor Díaz has tackled a difficult and frustrating task. He has attempted 
to trace the impact of currency depreciation on a country which, except for 
brief intervals, has been plagued by acute inflation for a generation or more. 
While concentrating on the period 1955-61, he has devoted most of his atten- 
tion to the effects of the unsuccessful stabilization measures announced by 
President Frondizi in December 1958. 'T'hese included the complete removal of 
quantitative restrictions on imports and the introduction of a single exchange 
rate which was to be permitted to fluctuate without any government commit- 
ment to a pegged value. 

Under this program, the Argentine peso immediately depreciated sharply, 
the balance of payments greatly improved, the price level almost flattened out 
(albeit at & much higher level) and, for a time, all appeared to be going well. 
But by 1961, the end of the period covered by Díaz, the gains achieved in 
1959 and 1960 rapidly began to melt away. The wholesale price level, which 
had been virtually stationary in 1960, zoomed upward; the balance of pay- 
ments, which in 1959 and 1960 had achieved a strong surplus position, re- 
lapsed into deficit; and the exchange rate, which had been steady since the 
second quarter of 1959, began a new decline. . . 
^ Díaz has made a valiant effort to distill what.can be learned from this dis- 
couraging experience. His first two chapters are a statement, with new ideas of 
his own, of the theory of devaluation; the next three describe the main char- 
acteristics of the Argentine economy that are relevant to his analysis; and the 
two final chapters review in detail the recent Argentine experience with cur- 
rency depreciation in an effort to test the theory developed earlier in the vol- 
ume. 

Dfíaz's exposition of devaluation theory reflects wide acquaintance with the 
literature and much penetrating thought. His observations about price elastic- 
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ities, income effects, and the “absorption” approach should impel many a 
reader to review his own position on these matters. On numerous points, I find 
myself in hearty agreement. To save space, I shall not dwell on these, but in- 
stead shall concentrate on what Diaz clearly regards as his main theoretical 
contribution—namely, his treatment of the role played in devaluation by 
changes in the distribution of income. 

The author correctly indicates that, for devaluation to improve the balance 
of payments, it must lead to a reduction in *absorption"—absorption being 
equivalent to net national product plus the deficit on current international ac- 
count. The necessary reduction in absorption can be promptly achieved 
through a cut in domestic expenditure on imports and on “exportables,”’ pro- 
vided the relevant price elasticities are sufficiently favorable. But here the au- 
thor encounters a difficulty. He states (p. 10) that “elasticity optimism does 
not necessarily lead to devaluation optimism," since the initial improvement 
in the trade balance will lead to an increase in the level of (money) income, 
thereby leading to increased domestic expenditure on imports and exportables 
and, consequently, to a new deterioration in the trade balance which may 
offset much or all of the earlier improvement. 

But this, the author assures us, is not the whole story. As a potentially fa- 
vorable aspect of devaluation, he places great emphasis on what he terms its 
“redistributive effect." The reasoning, as I understand it, runs as follows: In 
terms of domestic currency, devaluation raises the cost of living by raising the 
price level of international goods (imports and exportables). If the pressure to 
raise money-wage rates can be tightly restrained, there will be shift of real in- 
come away from wage earners, whose propensity to save is low, in favor of 
“capitalists,” whose propensity to save is high. By a Keynesian route, this 
shift in income toward the “saving class" can induce a fall in real output, a 
consequent fall in absorption, and thus an improvement in the balance of pay- 
ments. As evidence of such an effect, the author cites a 5 per cent drop in Ar- 
gentine real output following the sharp depreciation of the peso late in 1958. 

While the redistributive effect may in certain cases be a significant (though, 
in my view, needlessly painful) part of the adjustment process, 1 am disturbed 
by the clear implication in Díaz's exposition that a drop in real output is 
needed, following devaluation, to assure the necessary reduction in absorption. 
This is surely wrong. What is required is not a drop in real output—this need 
not and should not occur—but, rather, a drop in real expenditure by the do- 
mestic sector. The latter objective will all but certainly be realized, provided 
the level of money income is prevented from rising by as high a proportion as 
the devaluation-induced rise in the price level. Subject to this proviso, the real 
income available to the domestic sector will fall; the domestic demand curves 
for imports and exportables, however price inelastic, will shift to the left (the 
degree of shift depending on income elasticity) ; and a reduction in domestic 
expenditure on international goods—in other words, a reduction in absorp- 
tion—will thus be assured. It should be noted that the mechanism here de- 
scribed makes it possible to reverse Diaz’s statement about elasticity opti- 
mism, and to say instead that “elasticity pessimism does not necessarily lead 
to devaluation pessimism.” 
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For the mechanism to work, however, devaluation must be accompanied by 
vigorous anti-inflationary measures to restrain the rise in the level of money 
income. Diaz’s apparent failure to see the need for such measures may ac- 
count for his decidely relaxed attitude toward monetary policy. He states (p. 
158) that “for the sake of simplicity” he did not deal explicitly with monetary 
influences in his development of devaluation theory. In view of his puzzling 
observations about Argentine monetary policy, such an omission would appear 
to be a serious deficiency. Notwithstanding a 43 per cent increase in the 
money supply in 1959, the author regards the influence of Argentine monetary 
policy in that year as “neutral” (p. 159), because the increase was of the 
same order of magnitude as his estimate of the devaluation-induced rise in the 
Argentine price level. And despite a 29 per cent increase in the money supply 
in 1963, he attributes the poor economic performance in that year to what he 
calls (p.188) a “most restrictive monetary policy”! With such a philosophy, 
it is difficult to see how the Argentine inflation could ever come to an end or 
how currency depreciation could offer more than the most temporary relief. 

But I do not wish to end this review on a negative note. On many matters, 
Diaz’s treatment impresses me as eminently competent. I would particularly 
like to record my emphatic agreement with his subordination of the role 
played by terms of trade in the post-devaluation adjustment process. 

RANDALL HINSHAW 

Johns Hopkins Bologna Center, and 

Claremont Graduate School 


The British Balance of Payments. Edited by D. J. ROBERTSON and L. C. 
Hunter. Edinburgh and London: Oliver and Boyd, 1966. Pp. vu, 187. 
30s; $4.20. 


Seven papers by British academic economists which appeared in 1966 as a 
symposium in the Scottish Journal of Political Economy comprise this volume. 
These papers are not concerned directly with the recent British balance-of- 
payments "problem," the resulting pound-sterling crises, or the means avail- 
able to combat the problem. Rather, these papers may be thought of as pro- 
viding background information for economists interested in the problems of 
sterling in the postwar period. For those well versed in the British balance of 
payments, little new and nothing very exciting will be found here. For those 
who have only a general notion of the existing U.K. difficulties, this volume 
wil provide an efficient means of deepening and widening their knowledge. 
Both groups will find a host of previous research conveniently digested in one 
place. 

Individual papers on the broad categories in the balance of payments—ex- 
ports, imports, invisibles, long-term capital movements, and short-term capital 
or monetary movements—are included, and two additional papers—one on 
fiscal policy and the balance of payments, and one on trade with Europe— 
round out the contents. With one exception (the paper on fiscal policy), the 
method by which the authors attack their respective topics is essentially the 
same: a description of the historical movements in the data intertwined with a 
synthesis of various explanations for those movements. The explanations are 
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largely those found in existing literature, but sometimes these are buttressed 
with additional observations and analysis by the authors. While a fairly thor- 
ough grounding is thus given in the historical performance of the various com- 
ponents of the balance of payments, the chronic balance of payments disequi- 
librium which Great Britain has experienced in the past decade is nowhere ex- 
plicitly attacked per se. 

Four papers deal essentially with the current account items in the balance 
of payments. Postwar changes in the amount and composition of exports, im- 
ports, and invisible payments and receipts are reviewed in the first three pa- 
pers. U.K. exports, it is found, have been affected adversely by the geographi- 
cal pattern of trade, weak sales efforts, and relative price rises in Britain. Im- 
ports have risen especially rapidly in periods of full capacity utilization and 
excess demand, and have failed to fall in the subsequent "stop" period. 

Receipts from and payments for services and unilateral transfers are traced 
from the late 1800s. Adverse factors for the overall balance of payments have 
been the decline in British shipping receipts and the increase in government 
transfers; favorable factors have been rising receipts from income on foreign 
investment and relatively stable balances on travel and “other” accounts. In 
no case do these three papers attempt to assess the relative contribution of 
their items to the overall British balance-of-payments problem, nor do they 
attempt to analyze changes in the structure and relative efficiency of British 
industry, the impact of economic policy, or other potential causes of the phe- 
nomena which they describe. 

The fourth paper, on trade with Europe, unexplainably placed at the end, 
traces postwar developments in the magnitude and composition of exports and 
imports. Included is an interesting discussion on matters such as the impact of 
the struggle toward convertibility in Europe and the relaxation of wartime im- 
port and payments controls on U.K. trade with European countries in the ear- 
lier postwar period. Perhaps most interesting is the treatment of the division 
of Europe into two trade blocs and the impact of this on British trade, The 
author concludes that the establishment of a common tariff by the E.E.C. has 
had relatively little impact, while changes in demand have been much more 
important in causing changes in the U.K. trade pattern with that group. 

A. D. Bain's paper on fiscal policy and the balance of payments deals with 
a potentially very interesting subject but fails to fulfill completely that poten- 
tial. The analysis is concerned with the impact of tax structure on export and 
import competing industries; taxation of income on foreign investments and 
its effects on capital movements; and the influence of government expendi- 
tures on exports and imports. The most intellectually interesting part ana- 
lyzes domestic taxes as trade distorting devices. The relevant theory is suc- 
cinctly reviewed, but the evaluation of the U.K. system in light of the theory, 
is both skimpy and unconvincing, since the international comparisons needed 
to make the conclusions valid are absent. 

The remaining two papers cover developments in the capital accounts. A. G. 
Kemp's paper on long-term capital movements contains two rewarding discus- 
sions, in addition to the summary of historical movements. The first attempts 
to evaluate the available evidence on the met balance-of-payments effect of 
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U.K. foreign investment. While concluding that foreign investment probably 
improves the U.K. trade balance, Kemp prudently leaves unanswered the 
magnitude of this improvement relative to the original capital outflow. The 
second provides a convenient capsule summary of the recent government ac- 
tions to suppress capital outflow. With the growing number and complexity of 
such devices employed by the United Kingdom in recent years, this is a valu- 
able service. Kemp’s paper does, however, generate some minor annoyances. 
For example, he repeatedly writes as if the capital account should be made to 
adjust to the current-account balance, and ignores the conflict of this view 
with the traditional transfer theory. He also supposes that one can tell wheth- 
er foreign investment has been made in lieu of domestic investment or in addi- 
tion to domestic investment. Unfortunately, his criteria yield question-begging 
results. 

P. M. Oppenheimer’s paper on monetary movements and the international 
status of sterling is the best and the longest. The quality of this paper does 
not result from a difference in approach from the others, but from a difference 
of thoroughness. This paper ranges widely over the short-term capital hori- 
zon. It touches such topics as the reserve currency status of sterling and how 
it has changed; the effectiveness of bank-rate and forward-exchange-market 
policy in altering international short-term money movements; sterling crises 
and how they occur; and the question of what the impact of the reserve cur- 
rency status and the sterling area has been on the British balance of payments 
and British economic policy. Oppenheimer thus comes the closest of any of the 
writers to treating the "problem" aspect of the British balance of payments. 
Indeed, he concludes that the international position of sterling has made little 
difference to the U.K. balance of payments, but has “discouraged policy-mak- 
ers from going for sensible solutions" presumably implying that a pound de- 
valuation would not cause a world catastrophe. 

These essays are prefaced by a brief introduction by D. J. Robertson. Since 
the various items in the balance of payments are intricately interconnected, 
the repetition and incomplete integration encountered was scarcely unexpected. 
The quite unequal length, quality, and sophistication of analysis of the pa- 
pers, however, may represent a more serious hindrance. 

RosERT G. HAWKINS 

New York University 


Business Finance; Investment and Security 
Markets; Insurance 


The Stock Market and Economic Efficiency. By Wirriaw J. BAauwor. The 
Millar Lectures, Number 6. New York: Fordham University Press, 1965. 
Pp. xiii, 95. $3.00. 

In these four lectures the author, in his own words, has “tried to explore a 
wide range of subjects, each of which it was hoped would help us to under- 
stand the function of the stock market as an allocator of the economy's capital 
resources. In the process I have sought to integrate the analysis of the work- 
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ings of the stock market more closely into the framework of standard eco- 
nomic theory and to incorporate into the discussion a number of segments of 
the theory of corporation finance.” 

Specifically, the book consists of stimulating discussions of: (a) the role of 
the specialist, (b) the determinants of stock prices, and (c) the efficiency of 
the capital allocation process, prefaced by an introduction, and with a brief 
appendix discussion of the effect of stock options on the decisions of manage- 
ment and their sense of identification with stockholders. These are all timely 
and important topics. Moreover, especially as regards (b) and (c) there has 
been a recent proliferation of both analytical and empirical work, so it is par- 
ticularly appropriate to assess how far we have come, and what remains to be 
done. Add to this Professor Baumol's unusual ability to see the broad sweep 
of economic problems and his expository skill, and it is no surprise that this is 
a stimulating volume that will have a large audience. 

"Ihe lectures have an underlying similarity of structure, and a lesson in 
common. Each starts with an examination of what economic theory has to say 
about the problem. And in every case it turns out that theory has a great deal 
to say, but nothing conclusive. In theory, at least, there seem to be counter- 
vailing arguments about equally convincing, but leading to very different con- 
clusions for economic behavior and policy. The resolution of this difficulty, 
therefore, rests with empirical research. This is Baumol's major point which 
his lectures drive home dramatically and powerfully. He demonstrates con- 
vincingly and with wit and wisdom that in fact we know too little about the 
stock market and associated activities to evaluate the efficiency of the process 
by which stock prices are determined and capital is allocated among the busi- 
ness enterprises that compete for its use. And thus his call for further research 
is pointed and meaningful rather than simply the perfunctory amen of the 
economist’s litany. Indeed Baumol goes much further than simple encourage- 
ment. He provides a number of interesting specific research suggestions. On 
this level —an analysis of the issues, a review of what is known, and a state- 
ment of what has to be found out—these lectures are eminently successful. 

But the author attempts more than this; he feels a responsibility to tell the 
reader where he stands in the welter of conflicting theory and “fact,” and the 
reasons for his position. Given the state of the field, many such judgments are 
necessarily matters of taste. To argue about differences in taste is 
unprofitable. But, in a number of instances, in reaching his judgment, the au- 
thor relies on a specified set of assumptions, a “model,” a view of the world. 
And these assumptions are not consistent from chapter to chapter. It is in this 
connection that I find the lectures less satisfactory. 

For example, much is made in the lecture on stock price determination of 
the Miller-Modigliani theorem which proves that “given the firm's planned 
investments and future earnings and dividend payments, it should make no 
difference to the shareholder whether he receives any dividends or, instead, the 
company retains these earnings to finance its investments," and a particular 
elaboration of this proposition—the “true value will out theorem"— which 
“shows that in the long run, even if a stock offers a relatively low payout rate 
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and is consistently undervalued by the market, it will yield a full measure of 
returns to the holder of the security.” Indeed these theorems are offered as one 
of the bases for the “strong reason to suspect that in a rough and ready way, 
security prices do follow closely the developments in company prospects,” de- 
spite the fact that because “the long-run competitive mechanism, as ordinarily 
conceived, functions on the stock exchange only very imperfectly if at all,” in 
this market we cannot expect that the forces summarized under supply and 
demand would bring about a structure of prices that incorporated this corre- 
spondence. 

The theorem which proves that dividend policy is irrelevant, is, of course, de- 
rived from a set of assumptions and is valid only under these specified condi- 
tions. The proof depends essentially on the assumptions associated with per- 
fect markets, including the assumption that there are no taxes.! 

In the next lecture, concerned with the efficiency of the capital allocation 
process, these assumptions are eschewed, and a more “realistic” set is adopted. 
Specifically, Baumol notes that the irrelevance of the rate of dividend pay-out 
“holds only in a perfect world. As imperfections creep in, the scales become 
unbalanced” and dividend policy is not a matter of indifference. After 
pointing to a number of these imperfections—major ones being transaction 
costs and taxes, particularly the differential between the rate on regular in- 
come (dividends) and the lower rate on capital gains—he concludes that there 
are good reasons to hold "that the bulk of business enterprise should finance 
its investments insofar as possible entirely out of retained earnings because 
that ts, characteristically, the cheapest way to raise additional funds.” 

What is the reader to make of all this? In one chapter an important reason 
for the position that the author takes is a theorem based on assumptions of 
market perfection, among them no taxes. In the next chapter doubt is cast on 
the realism and relevance of these assumptions and the arguments are based 
on an imperfect world with taxes. Given their particular assumptions, both the 
retention argument and the earlier irrelevance theorem are logically correct. 
But in any particular world they cannot both be valid. This is not primarily a 
matter of the realism of assumptions, but of consistency in their use. Either 
the world is perfect or imperfect. Either we have taxes or we don’t. Either div- 
idend policy is irrelevant, as in Chapter 3, or consequential as in Chapter 4. 
To go from one set of assumptions to another at will is to have the ability to 
prove everything and, hence, nothing. 

To end on a critical note would be unfair and misleading. For these lectures 
accomplish their main purpose in stimulating and instructive fashion, Any one 
interested in economic theory, financial markets, or business finance should 
read this book. He will find in it a provocative summary of the state of the 


* Baumol notes that Miller and Modigllanl demonstrate that their theorem can be shown 
to hold in the face of a number of imperfections if investors behave with “symmetric 
market rationality,” but this does not affect my simple point. Parenthetically, the proof also 
assumes that the rate at which a dividend stream is discounted is invariant with respect to 
the time pattern of that stream. Gordon considers that this amounts to “assuming away the 
fundamental problem.” (See Myron J. Gordon, The Investment, Financing and Valuation of 
the Corporation, Homewood 1962, p. 61.) 
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theory, & useful, albeit necessarily far from complete, account of recent empir- 
. ical work, and many imaginative suggestions for further research. 

© DanreEL M. HOLLAND 
Massachusetts Institute of Technology 
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Crude Oil Prices in tke Middle East: A Study in Oligopolistic Price Behavior. 
By HELMUT J. FRANK. New York: Frederick A. Praeger, 1966. Pp. xi, 
209. $15.00. 


A Financial Analysis of Middle Eastern Oil Concessions: 1901-1965. By: 
ZUHAYR Mixpasur. New York: Frederick A. Praeger, 1966. Pp. xviii, 
340. $17.50. 


Professor Helmut J. Frank’s study is divided into two parts. In the first 
part, he reviews with admirable clarity and detail the evolvement of the 
pricing system. Up to the beginning of World War II, a single basing point 
system of pricing crude oil prevailed throughout the world. Because of the war 
conditions, this system gave way to a dual basing point system whereby the 
supplier of the Middle East oil continued to quote the prevailing prices in the 
U.S. Gulf of Mexico but charged the actual cost of shipping from the Middle 
East. The postwar increase in demand for oil and the diminishing importance 
of the Western Hemisphere as the main supplier of oil provided the impetus 
for the industry's tremendous expansion in the Middle East. In order to secure 
new outlets for his oil, the Middle East supplier began in 1950 to post his 
*own" prices which were lower than those in the U.S. Gulf. This price 
differential continued to widen during the last decade because of entry, emer- 
gence of excess capacity, and the imposition of import restrictions in the 
United States. Frank concludes that because of these and other developments, 
the few oligopolists lost control over prices. In the second part, Frank at- 
tempts an assessment of the effectiveness of pricing policies with respect to 
intra-industry and inter-industry allocation of resources. 

Although Frank provides us with a good description of the forces which 
have an impact on pricing policies, the reader is left on his own to judge 
whether his criteria of effectiveness have been met or not. Moreover, some of 
his assertions and conclusions cannot be supported either analytically or em- - 
pirically. Thus we are told that the kink in the oligopolist’s demand curve 
requires the seller to abstain from raising his price. However, since prices were 
actually raised, we cannot, therefore, say that a kinked demand curve has pre- 
vailed (p.141). Frank is also guilty of a major inconsistency in his assessment 
of the industry's market structure. His conclusion that the oil industry in the 
Middle East is no longer a tight oligopoly is contradicted by his own assertion 
that the importance of entry in the Middle East oil industry should not be ex- 
aggerated since the newcomers controlled in 1960 only 3.6 per cent of the out- 
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put (p. 134). Oligopoly is still the best desciption of a market structure where 
only eight producers jointly control 96.4 per cent of the output of a standard- 
ized commodity. 

Professor Zuhayr Mikdashi’s volume will impress those who are interested 
in the economics of Middle East oil as an excellent, straightforward, and com- 
prehensive account of the financial developments which have taken place since 
the turn of the century. His purpose is to study the determinants of the meth- 
ods and rates of payment to the host governments of the Middle East and the 
financial performance of the oil companies. To this end, he painstakingly and 
diligently plowed through an enormous bibliography of books, official publi- 
cations, Congressional hearings, company reports, and minutes of negotia- 
tions. Also of great interest is the wealth of data which Mikdashi’s forty-five 
tables contain, 

The book is divided into three parts to correspond with the three distinct 
methods of payment. The first part covers the period 1901-32 when payment 
was based on the integrated profits of the producing company. The second 
part covers the period 1925-51 when payment was a fixed sum per unit of out- 
put. The third and the most important part of the book covers the period 
1951-65. During this period the principle of profit sharing was introduced. Ac- 
cording to this principle the host governments of Iran, Iraq, Kuwait, and 
Saudi Arabia receive 50 per cent of the profits realized on the production of 
crude oil. 

A major criticism can be leveled against the importance which Mikdashi 
attaches to the discounted cash flow method as a measure of the rate of return. 
Mikdashi apparently fails to distinguish between the use of the DCF method 
as a tool for capital budgeting and its use as a measure of profitability. Few 
people will disagree that in its first role the DCF method is superior to the 
conventional accounting rate of return. Even Mikdashi finds himself forced to 
abandon his own “scientific”? DCF method as a measure of profitability 
throughout the text except for brief mention on four occasions. Furthermore, 
his comparison of the DCF rates of return with the accounting rates of re- 
turn and the conclusions drawn from the comparison are misleading. Thus we 
are told that the DCF rate of return for Iraq Petroleum Company is only 15 
per cent as compared with an accounting rate of return of 56.6 per cent. But 
Mikdashi is guilty of using two different time periods for his calculations. It is 
very interesting to note, however, that the two methods produce strikingly 
similar results when the same time period is used. Thus Mikdashi calculated 
for the Iranian Consortium for the period 1954-64 the DCF rate of return to 
be “close to 70 per cent,” while the accounting rate of return for the period 
1955-64 is calculated to be 69.3 per cent. Had he used, as in this case, the 
same time period, a meaningful comparison would have been possible. 

These criticisms should not, however, detract from the fact that Mik- 
dashi’s book is essential reading for any student of the economics of Middle 
East oil. 

ABBAS ALNASRAWI 

University of Vermont 
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Domestic Transportation—Practice, Theory and Policy. By Roy J. SAMPSON 
and Martin T. Farris. Boston: Houghton Mifflin Company, 1966. Pp. 
464. $7.95. 

In its general plan, organization, and emphasis, this addition to a relatively 
small but growing list of up-to-date textbooks on transport economics owes an 
obvious and acknowledged debt to the work of the late Stuart Daggett. Samp- 
son and Farris attempt to treat all modes of inland transport. Their book em- 
phasizes the movement of freight (rather than passengers), and it is written 
for students of both economics and traffic management. 

The book is divided into eight parts. Parts I-III are essentially descriptive. 
They discuss the importance of transportation, its historical background and 
evolution in the United States, and the performance characteristics of the 
different modes viewed primarily from the standpoint of the user. Several 
chapters provide a detailed description of not only line-haul services but also 
other-than-line-haul services offered particularly by common carriers. 

Parts IV-VI are more largely concerned with analytical problems. They 
deal with policy questions of current interest and introduce the reader to some 
important economic issues, Part IV begins with a brief account of the econom- 
ic and legal basis of rates followed by a simple but useful analysis of the role 
of demand and costs in the pricing of transport services. This is followed by a 
concise description of tariffs and freight rate structures. Part IV concludes its 
discussion of transport rates with two chapters which: (1) emphasize the 
significance of the relation between transport costs and spatial economic activ- 
ity, and (2) provide a brief introduction to location theory. 

Part V treats the complex history of transport regulation by organizing its 
discussion around two themes: (1) an initial phase of regulated monopoly 
which attempted to force the regulated monopolists to compete, and (2) a sec- 
ond phase in which policy was designed to regulate transport competition. A 
descriptive chapter which summarizes some of the major federal and state reg- 
ulatory agencies concludes this survey of transport regulation. Part VI consid- 
ers goals of national transportation policy and emphasizes difficulties created 
both for definition and realization of these by conflicting interest groups. Part 
VII, entitled “Transportation Aspects of Physical Distribution Administra- 
tion," covers topics of particular interest to shippers and traffic managers. À 
very brief concluding section, Part VIII, looks ahead by emphasizing the 
significance of further technological change. 

The particular mix of analysis, institutional, and descriptive material con- 
tained in this text has at least one important drawback. Analysis of transport 
policy issues is likely to be distorted if passenger transport is neglected since it 
risks overlooking major determinants of investment in transport facilities. The 
joint nature of the product of transport facilities, involving both freight and 
passenger service, should not be ignored in an evaluation of transport policy. 
Much of the current federal interest in transport policy questions involves 
problems of investment policy. Pressure for the formation of a Department of 
"Transportation reflects this interest. Also, recent federal government activities 
involving the planning of integrated passenger transport facilities have been 
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forced to take the interdependence of freight and passenger services into ac- 
count, especially in connection with proposed restructuring of railroad net- 
works. 

The text is somewhat marred by a tendency of the authors to indulge in 
obiter dicta that will either antagonize or puzzle sophisticated readers. But, in 
general, the style of writing is commendable in that the authors’ relatively in- 
formal exposition and their willingness to make clear and provocative state- 
ments should contribute to their goal of stimulating the interest of beginning 
students in problems of transportation. The plan of the text and its execution 
suffer to some extent from the attempt to serve sets of readers who have 
different interests. This leads occasionally to undue brevity in the treatment of 
details which may be important to the traffic manager, as well as to oversim- 
plification of analysis of broader policy issues. Nevertheless this text has 
definite areas of strength. It renders its readers a service in stressing the na- 
ture of the current regulatory problem which it properly characterizes as one 
of regulating competition. It also is sound in stressing the significance of the 
relationship between economic development, transport costs, and freight rates. 

In its sometimes overbrief but often judicious discussion of institutional de- 
tails, the text suggests some of the important and confusing factors affecting 
the transport industry. This text fails to produce a very clear perspective on 
the major economic issues of transport economics. But this failure cannot be 
blamed primarily on the authors. It reflects a general failure to date on the 
part of economists to produce an analytical framework within which a satis- 
factory evaluation of modern transport policy issues can be made. Transport 
economics at best is a very complicated subject. Its complexity is heightened 
in a pluralistic society, such as in the United States, which gives great scope to 
the influence of interest groups in the formation of public policies. And ration- 
alization of transport affairs is further complicated by the continuing rapid 
change in transport technology. This text calls the attention of the reader to 
many of these problem areas. In this way it is a helpful introduction to a very 
complex and important area of economics. 

Howard W. NICHOLSON 

National Science Foundation 
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Water Resource Investment and the Public Interest. By Rogert H. HAVEMAN. 
Nashville: Vanderbilt University Press, 1965. Pp. xiii, 199. $6.00. 


Water Resources Development. By E. Kurprr. Washington: Butterworth, 
1965. Pp. xi, 483. $24.50. 
These books are concerned with a significant public expenditure category 
and one which is likely to continue to be of considerable importance in the 
United States for some years to come. As Haveman notes in his volume, total 
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federal investment in water resource projects had reached the sum of $23.5 
billion by 1963 with more than half of this amount appropriated since 1950. 
Furthermore, many more billions of dollars will be sought—and no doubt ap- 
propriated—in the near future for water development programs. Hence, any 
guidelines, criteria, evaluations, etc., that will contribute to a more effective 
water development program will be most welcomed. Both of these volumes at- 
tempt to make such a contribution but in vastly different ways. 

Kuiper’s book deals with the problem of developing a river system to the 
greatest benefit of the people who live in the river’s drainage system. The em- 
phasis is on the engineering aspects of preliminary project design that will en- 
able sound basin development to proceed from reasonable technical and eco- 
‘nomic analysis of the alternative project schemes. 

In contrast, Haveman’s study undertakes to analyze empirically and some- 
what theoretically the relationship between the two primary determinants of 
economic welfare, viz., economic efficiency and income distribution, and incor- 
porates both of them into a multidimensional welfare function as applied to 
water resource development. “In particular, it attempts to analyze these forces 
in both their ex ante roles as self-contained goals which determine the alloca- 
tion of water resource appropriations and their ex post roles as effecters of 
changes in social economic welfare" (pp. 9-10). 

Kuiper's volume is an excellent treatment of the integrated development of 
the water resources for an entire basin, The subjects included are water 
resources planning, hydrology, hydraulics, river morphology, hydraulic struc- 
tures, flood control, water power, irrigation, navigation, water supply, and 
economic analysis. Throughout the book the author sets the stage with a 
broad discussion that puts each subject into proper perspective with respect to. 
the whole work. The treatment of basic principles is necessarily brief but is 
appropriately well founded on physical reasoning so that it is useful to the en- 
gineer who needs a reminder about those principles upon which sound practi- 
cal analysis rests and it should provide an insight into engineering analysis to 
the nonengineering reader. The engineering analysis is practical. The limita- 
tions and imprecision of all the analytical techniques used for component de- 
sign and project synthesis are brought to light; however, the author, while not 
pretending a precision that 1s not attainable, gives reasonable design criteria 
and guides so that well-balanced preliminary project designs càn be developed. 

Kuiper states that it has been his objective to provide sufficient informa- 
tion: (1) to understand the underlying principles and interrelationship of the 
main elements of river development: (2) to make possible the preliminary de- 
sign and cost.estimates of the required engineering works; (3) to provide 
guide lines for the selection of the most desirable water plan. 

The author has achieved his objective for instructional use with the excep- 
tion of making possible cost estimates of the required engineering works. 
'There are no adequate data or even guide lines on which to make preliminary 
cost estimates, This information has to be developed from outside sources. In- 
formation is available from which. to make cost analyses once project costs 
have been reliably estimated. The book by itself does not provide adequate 
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information for preliminary engineering design but it serves as an excellent 
framework for project planning and preliminary design if it is supplemented 
with references from its excellent bibliography (35 pages, briefly annotated) 
and adequate practical engineering background, skill, and resources. 

The explanation of engineering analysis and its relationship to economic 
analysis of water resource development should make this a useful reference to 
the economist who is interested in understanding the viewpoint and role of the 
civil engineer in the effective technical and social development of our natural 
resources, 

In his book, Haveman expresses the hope that he is adding to the stream of 
progress in the area of water resource development begun in the middle 1950’s 
by the studies of Otto Eckstein, John V. Krutilla, and Roland McKean (econ- 
omists) and Arthur Maass (political scientist). I would also include in this 
highly selected list of basic studies the three-volume report of the President’s 
Water Resources Policy Commission (1950). The author states that his study 
is derived from these analyses, and what he has “added is perhaps most sim- 
ply described as an empirical combination of the two primary determinants of 
that variable which economists call economic welfare” (p. ix). He then notes 
that while both the size of the national income and its distribution have been 
recognized in economic welfare, economists have generally assumed that wel- 
fare is a single-valued function of only the size of the national income. He 
feels that the distinctiveness of his study is the empirical investigation of the 
relationship between these two welfare determinants and their incorporation 
into a multidimensional welfare function. 

The Haveman study is regional in nature and deals empirically with federal 
" appropriations to the U. S. Army Corps of Engineers for water projects in ten 
southern states in the years since World War II. In this period, 1951 to 1962, 
the Corps received some 60 per cent (over $8 billion) of total federal ap- 
propriations for water resource projects. 

The rather compact volume consists of six chapters, an epilogue, and three 
appendixes, In the first section, Chapters 1-3, the nature of the past Corps of 
Engineers program is described and evaluated. The stated goals of the pro- 
gram are outlined, and an empirical verification of the operation of these mo- 
tivations is set forth. Chapter 3 considers three key questions pertaining to 
economic efficiency and income redistribution through water resource projects. 
(1) Is there evidence that economic efficiency has been an effective Congres- 
sional criteria of choice? (2) Can it be inferred that Congress has appropriat- 
ed a relatively greater share of funds to low income (per capita) states, and 
does this imply a desire to make use of the water development program as an 
aid to low income areas? (3) Does the evidence imply that such an attempted 
redistribution has actually led to less disparity in per capita regional income? 

In the second and major section of the study, Chapters 4-6, the two prob- 
lems of income distribution and economic efficiency (or lack of it) are empiri- 
cally analyzed in separate chapters and then combined in an attempt to dem- 
onstrate the effect of the application of economic efficiency criteria on regional 
income distribution, The conclusion of this demonstration is that, given the 
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goal of maximizing the size of the national income, the construction of such 
projects is an inefficient means of securing a redistribution of income to fa- 
vored groups. 

In the final section, the Epilogue, a rather unorthodox attempt is made to 
combine both of these primary determinants of changes in economic welfare 
into a single multidimensional approach. It is concluded that by substituting a 
multidimensional welfare function for the single-value national income func- 
tion, it can be demonstrated that the redistribution of income through the con- 
struction of some economically inefficient projects may well be a desirable 
technique. 

The three appendixes contain (1) an estimate of the state incidence of fed- 
eral taxes, (2) a discussion of risk, uncertainty and water resource investment 
decisions, and (3) data on southern Corps projects. 

After careful analysis of the Corps projects in the ten southern states in 
terms of income redistribution and economic efficiency (Chapters 1-6), he 
reaches the conclusion that nearly half of the projects, as measured by federal 
funds committed to the projects, should not have been undertaken as the con- 
struction of these projects has led to a misallocation of national resources and 
economic waste (pp. 117, 123). However, he feels that in terms of economic 
welfare this conclusion is open to question. “That is to say, conclusions on 
changes in national or regional welfare have been identified with conclusions 
on changes in national income only by assuming the existence of a naive wel- 
fare function which weights increments of income to each and every recipient 
equally, i.e., by assuming that the marginal utility of income is equal and con- 
stant for every individual" (p. 128). He feels that some new effort must be 
made to secure a superior technique for evaluating changes in economic wel- 
fare. 

Haveman tentatively accepts a suggestion made by Eckstein to permit the 
economist to accept the judgments of policy-makers in assigning unequal 
weights to the dollar gains and losses to different individuals. “Because such 
an approach appears to be not only a solution to the economist’s ethical prob- 
lem but also empirically feasible in that it allows real weights to be attached 
to increments of income to different individuals, it is tentatively accepted as 
being a superior approach and used in a series of experiments in welfare 
evaluation" (p. 132). On the basis of different sets of weights he performs two 
experiments in welíare evaluation and concludes that by substituting a multi- 
dimensional welfare function for the single-valued national income function, 
the construction of some economically inefficient projects may well be desir- 
able. 

I certainly agree with Haveman that something more is needed than project 
evaluation on the basis of economic efficiency and income distribution only. 
My own view is that financial feasibility is not the same as economic feasibili- 
ty. While financial costs and returns should be considered most carefully, I 
believe that they alone should not determine the desirability of a project. A 
more tenable position, it seems to me, would be for the federal government to 
seek to conserve and develop the nation's natural resources in such a manner 
as to provide the broadest and strongest possible foundation for all sorts of 
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economic activities and to provide the greatest possible scope for all sorts of 
private investment. 

Haveman’s study certainly fulfills his expressed hope that it “adds to the 
stream of progress in this area." Any serious attempt to develop better criteria 
for the guidance of multibillion dollar public investment in water resources is 
a most welcome addition to the literature. This is such a study and deserves 
careful consideration. 

JEWELL J. RASMUSSEN* 

University of Utah 


* Since Kuiper's book deals largely with the engineering aspects of river development, 
assistance was received from Professor Alan G. Fletcher of the Department of Civil Engi- 
neering in reviewing this volume. 


The Common Wealth in Ocean Fisheries. By Francis T. Curisty, JR., and 
ANTHONY Scott. Baltimore: Johns Hopkins University Press, for Re- 
sources for the Future, 1965. Pp. xiii, 281. $6.00. 


Economists who are theorists and/or sport fishermen will find this book a 
useful introduction to the technology and analysis of commercial ocean fishery 
exploitation. The essence of a common property resource is the existence of 
certain social costs of exploitation which are not reflected in the private costs 
of exploitation. Consequently, a social optimum does not necessarily follow 
from private maximization, For fisheries, some sort of controls on catch rates 
and/or entry are required, but such controls are difficult if not impossible to 
enforce because we are dealing with a resource which is not subject to the 
complete authority of one national government. 

Chapter 3 on the demand for fish shows clearly how the problem of national 
exploitation of fisheries is complicated by the diverse pattern of demand for 
fish products. Agreement on mesh size is difficult if in one country the demand 
is for large members of a species while in another the small members are in 
demand. Similarly, a control is complicated if in one country the demand is 
for a predator of a species demanded in another country. 

Chapters 4 through 7 provide a competent and thorough discussion of the 
many aspects of supply—the ecological basis of fish production, the geograph- 
ical distribution of fish populations, limitations on the potential productivity 
of the seas (the myth of boundless potential is effectively destroyed), aspects 
of extinction and depletion of fish populations, the technology of locating, 
catching, transporting and processing fish, and trends in output of different 
species by principal countries. Chapter 8 directs the book's treatment of sup- 
ply and demand to the problem of meeting future demand. The remainder of 
the book, Chapters 9-13, deals with the problem of control in an international 
setting. 

I find Chapter 2, dealing with the theory of the common-property natural 
resource as it applies to ocean fishing, the only disappointing part of a good 
book. It is marred by confusions concerning the relationship between the fish 
population and the catch under “sustainable yield,” i.e., stationary conditions. 
The graphs reflect this confusion as well as contradictory assumptions which 
make the graphs inapplicable for comparing the exploitation of a fishery under 
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sole ownership with that of a fishery under decentralized ownership. Consid- 
ering the importance of Chapter 2 for economists, it would seem that this re- 
view will best serve the authors and readers by devoting the remaining space 
to a brief restatement of the theory of fishery exploitation. 

The technological basis of the theory, in its simplest form (i.e., the analy- 
sis of a single fish population without explicit regard for its interaction with 
other populations), is expressed in the differential equation X = f(X) — P, 
where X = fish population in pounds, X = time rate of change in popula- 
tion, P = product catch rate, f(X) = “recruitment” rate net of natural 
mortality. The sustainable yield is defined by the condition that .X — O, or 
P ={f(X). The ecosystem described by f(X) has the property that when 
population is low, recruitment net of natural mortality is low; as X increases 
net recruitment rises to a maximum then declines as natural mortality in- 
creases faster than gross recruitment (pp. 7-8). Hence, f(X) has an inverted 
A shape: (X?) = O, f(0) = f(X) = 0, P(X) < 0, (X) > 0,0 < 

X « X, where X is the maximum self-sustaining population, and Xe} is the 
popülation producing the largest recruitment net of natural mortality (sus- 
tainable yield). 

Now consider that the fishery is exploited by homogeneous fishermen 
with identical operating cost functions, and that the fishery's total output 
is not large enough to influence price, f. These are the assumptions employed 
by the authors (p. 10). The most natural hypothesis about operating cost 
requires it to be an increasing function of the individual fisherman's catch 
rate x, and a decreasing function of population i.e., Ø = Ø (x, X). Here, we 
will assume with the authors that the cost function is independent of X, i.e., 
Ø = Ø (x). We shall also assume explicitly that a minimum profit (or wage) 
rate, &, is requi uired to hold a fisherman in the industry. "Long-run total cost 
is then C = % + Ø (x). Also we have P zz Va. ` 

In the case of sole ownership, the relevant profit function is II = pNx — 
NC(x), to be maximized over the decision variables x, V, and X, subject to 
{(X) — Nx = X, with X = O if we restrict ourselves to "tsustainable yield" 
analysis. A sole owner has control over X as well as x, and must also decide 
how many fishermen (boats) will be employed under stationary conditions. 
The Lagrangian to be maximized is L = pNx — NC(x) + X[f(X) — Nx], 
giving the conditions: (1) A = p — C' (x?), (2) X= p—C(#*)/#, (3) 
à f' (X?) = 0. Hence, if à > 0, the catch rate of each boat is determined 
from (1) and (2), ie., C" (x?) = C(x°)/s°, marginal cost = average cost 
— the usual internal efficiency condition for the multifacility firm with a 
variable number of facilities. The equilibrium population is determined from 
(3) giving f (X°) = 0, i.e., internal efficiency requires the sustainable yield 
to be maximized. Finally, M is adjusted until Nx, the total catch, is equal 
to the sustainable yield f (.X?). 

The authors attempt to carry through this analysis by postulating aggre- 
gate profit, revenue, and cost functions of the form O(N) = R(N) — C(N). 
We may derive their functions by assuming suboptimization on X°, and 
substituting x = f(X?)/N into the profit function, ie, II(N) = pNx — 
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NC (x) = pf(X°) — NC [f(X°)/N], which is not consistent with the authors 
concave revenue and linear cost functions, in the Figures 1, 3, and 4. Also 
contrary to the above, they conclude that a maximizing sole owner would 
draw the natural population down to some X < X°. 

Applying the same assumptions to the case of decentralized competitive 
ownership, the profit function for each fisherman is x = px — C(x). Profit 
maximization requires p = C'(x*). If p = C'(x*) > C(x*)/x*, pure profit 
above & is enjoyed and additional fishermen enter the fishery. However, under 
the authors’ assumption that price is constant, the increase in N does not 
lower p, and the situation is represented by the conditions: (4) p = C’(x*) 
> C(x*)/x*, (5) f(X) — IVx* = X. But with N > O (firms entering), 
sooner or later we have X < O, until the fishery is exhausted. That is, given 
the assumption of constant p, there is no escaping the conclusion that the 
fishery will eventually be exhausted. (There is a trivial exception to this if 
we have price below average cost. Then N < O, and the industry is exhausted 
as X — X, to the everlasting delight of sport fishermen.) 

These criticisms do not, however, alter the validity of the authors’ principal 
conclusion: Under conditions of competitive ownership the exploitation of the 
fishery is economically inefficient. The reason of course is the externality 
represented by the population variable, X, which affects the conditions of 
production for all firms, but does not enter as a decision variable in the 
individual firm's criterion function. The conclusion holds under the more 
general cost assumptions mentioned above, where C — C(x, X). In this case 
long-run firm equilibrium is possible even if p is constant since the entry of 
firms reduces X and may increase cost until profits fall to &. But a complete 
analysis of this interesting case, and explicit dynamic treatment of both in- 
dustry size, JV, and the fish population, X, is more appropriate for a research 
paper than a brief review. 

VERNON L. SMITH 

Purdue University i 


Soil Conservation in Perspective. By R. BURNELL HELD AND MARION 
CLAWSON. Baltimore: The Johns Hopkins Press, for Resources for the 
Future, Inc., 1965. Pp. xiii, 44. $7.50. ` 


One aim of the Soil Conservation Service is to help farmers take action to 
avoid losses in soil productivity that are difficult to reverse after top soil has 
been eroded away. ‘Though not large in relation to other federal activities, the 
expenditures are substantial enough (almost $100 million a year or $1.5 bil- 
lion over the past thirty years) that one would have expected a serious evalua- 
tion of this effort by now. 

In reviewing the history of soil conservation and bringing together the re- 
sults of numerous previous studies, Held and Clawson give the most complete 
assessment yet available. The book begins with a rather standard exposition of 
the economics of soil conservation, followed by a review of the events leading 
to establishment of the Soil Conservation Service and of changes in the con- 
tent of the agency program since it was established. Early emphasis was on 
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soil conservation as usually defined (construction of terraces and contour 
plowing to control erosion). Before long, the agency added farm planning that 
substantially changed the enterprise combinations of a farm, as part of the 
planning assistance offered to farmers. Primarily this type of planning in- 
creases present income to farmers. Over the years, still other Department of 
Agriculture activities were begun that, confusingly, have been labelled soil con- 
servation. These include flood control, payments for using ferilizer, and pay- 
ments for idling land to control production, The book discusses these activities 
but appropriately does not give them major attention. Expenditures on them 
are many times as great as the $100 million annual expenditures on soil con- 
servation as it ig more usually defined. This book is probably the best single 
source to find out what program content has been, what has been and has not 
been called soil conservation and why, and what is known about the economic 
and physical effects of soil conservation activities. 

One of the purposes is to juxtapose soil conservation efforts and current ag- 
ricultural adjustments. The conflicts are emphasized between output-increas- 
ing activities and progress to control surplus agricultural production. Yet, the 
possibility is overlooked that the soil conservation agency may have had a de- 
sirable income distributional impact within agriculture. Through farm plan- 
ning, technical assistance has been carried to farmers who might not have been 
served by other agencies. The contribution to increasing overall output has 
been minor compared to other activities including agricultural research and 
price support programs when prices have been supported without controlling 
production. 

In the middle of the book, on “Performance and Evaluation,” the large 
amount of data available on physical soil conditions is reviewed. The authors 
stress the still existing lack of useful information, without however offering a 
serious research agenda for improving the situation. I wish a try had been 
made to reach more definite conclusions from the summary of studies of re- 
turns and costs of soil conservation in various areas. In addition, since the 
previous studies have lacked a common framework, it would have been useful 
to spell out the kind of effort that would be required to estimate the returns 
from soil conservation on a common basis in different areas of the country. 
The cost of this effort is probably modest. While more research is needed on 
the effects of erosion on crop yields, it might be concluded that enough is 
known to obtain fairly reliable results on economic returns without waiting for 
years of controlled experiments. 

The last two chapters concern the future and feature the interplay between 
the declining political power of agriculture, appeal of the conservation idea 
relative to other goals, and the need for adaptation by local soil conservation 
organizations. The tone is that accommodating changes rather than drastic 
departures will occur, and the recommendations are in this mild vein. The 
five pages devoted to outlining an ideal program stress the desirability of hav- 
ing more clearly defined soil conservation objectives, better information on the 
physical effects of conservation, consistency with other programs, more analy- 
sis of the economics of conservation and questioning of subsidies. In realistic 
recognition that the Soil Conservation Service will not limit itself to soil con- 
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servation as defined narrowly, it is implied that the agency should foster 
needed agricultural adjustments in addition to promoting soil conservation. 

Too frequently throughout the book, the analysis stops at the point where 
general questions are raised. Instead, in my opinion, definite hypotheses 
should have been advanced leading to more pointed recommendations. A dis- 
appointingly vague conclusion about the condition of the soil is that much has 
been accomplished but much remains to be done. Would it not be better to 
recommend a benefit-cost analysis for measures on all farms aided by the Soil 
Conservation Service, as an operational way of trying to undertake only 
worthwhile conservation. Pending precise results, public debate would gain 
from a professional judgment that terracing tends to be too expensive to justi- 
fy. Contouring often pays but at interest rates too low to be profitable to 
farmers. The case here from society’s point of view is debatable enough so 
that contouring might be subsidized as best in view of uncertainties. 

Many observers have suggested that technical assistance be better geared to 
individual career capabilities and to farm and nonfarm employment possibili- 
ties. In response to exhortations along these lines, there have been pilot efforts 
by the Soil Conservation Service to promote economic development in local 
areas, An encouraging result is that some full-time assistance appears effective 
in catalyzing local group action. However, much of the energy has been de- 
voted to traditional activities of the Soil Conservation Service. In short, to 
foster needed adjusments requires more than a call for a change of direction, 
both in doing economic research and in achieving reorientations of Congress- 
men and persons working in agencies. 

G. S. TOLLEY 

University of Chicago 


Capital Formation in Indian Agriculture. By TARA SHUKLA. Bombay: Vora & 
Co., 1965. Pp. xiv, 261. $6.00. 


This study brings together in highly useful form information which shows 
for India as a whole, and for eight selected regions, the growth of stock or in- 
ventory of five major categories of durable assets used in farming between 
1920 and 1960. In addition to the estimates of growth for the respective in- 
ventories of farm land, buildings, irrigation facilities, work animals and imple- 
ments, the study makes analytical use of parallel data covering the growth of 
farm labor and output. The entire work has benefited from the carefully pre- 
pared analytical frame of reference that appears in Part I and which has guid- 
ed the author at every crucial stage of the inquiry. 

Compilation of the various series which show capital growth over four dec- 
ades in some detail and on a regional basis, was a formidable undertaking, in 
view of the well-known problems and frustrations which beset compilers of 
comparable data over so long a period. In a chapter devoted to sources, and to 
shortcomings of data and their adjustment, the author reveals the nature and 
scope of the statistical problems which confronted her when she attempted to 
measure capital formation. That this task of assembling and adjusting origi- 
nal data was carefully and skillfully done will, I think, be widely recognized. 
Until fuller basic information is available in the reports of government agen- 
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cies and other fact-compiling bodies it seems unlikely that more trustworthy 
measures of capital growth in Indian agriculture will be produced. For this ac- 
complishment alone the study deserves acclaim. 

The growth of inventories portrayed in this study makes it clear that some 
net investment occurred in Indian agriculture during the 40-year span which 
ended in 1960, but the increases in durable capital assets which reflect it aver- 
aged only about one per cent per annum. This was barely enough to provide 
even the traditional, relatively inefficient implements to the ever expanding 
supply of farm labor, and it barely. kept the capital-labor ratio from declining. 
Certainly it provided little with which Indian agriculture could mount a tech- 
nological advance! 

small though the increase in farm assets was, it may come as a surprise 
that, except for funds which government had invested in irrigation and land 
reclamation projects (which before 1950 amounted to less than three per cent 
of total gross agricultural capital formation), the savings which made possible 
the growth of agricultural capital came mainly from the income of Indian 
farmers themselves. That capital from this source was obtained only as a re- 
sult of considerable privation will hardly be doubted. The surprisingly strong 
motivation to save seems to have been associated with the inexorable growth 
of farm labor, and with the imperative need of farmers to equip the additional 
workers with at least traditional rude forms of capital. So, the relentless 
growth of the labor supply, and the low substitutability of labor for capital, 
have been the forces, more than any others, which determined the rate of capi- 
tal formation in Indian agriculture. Moreover, the forms which the new capi- 
tal assets have taken were greatly influenced by the source of the savings. 
Plagued by very low incomes and a relentless need to equip additional work- 
ers, farmers generally have been reluctant to invest their meager savings in 
anything but the traditional types of capital. So much is this so that Dr. 
Shukla reports evidence of “excess capacity” for some of the traditional 
forms of capital. There is, however, also evidence that farmers in India may 
relax a little this ultracautious approach to investment in periods of rising in- 
comes, or when prospects for prices or crops are especially bright. Thus tradi- 
tional types of capital like bullocks and wooden plows continue heavily to 
dominate the Indian farmer’s holdings, despite recent impressive percentage 
gains of nontraditional types. Such high percentage gains—687 for tractors 
and 939 for iron plows—made in the quarter century before 1960, have had 
small influence on the composition of farm assets so far because they were 
measured from very small bases. 

Still, these high percentage increases of nontraditional types of capital her- 
ald the beginnings of improvement in methods of cultivation. Further evidence 
that some slight improvement has occurred since World War II is found in the 
comparison of the share of gross investment in farm implements which was 
directed to the nontraditional, or technology-improving, types. In a five-year 
period ending in 1946 nontraditional implements (iron plows, sugar cane 
crushers, electric pumps, oil engines and tractors) accounted for twelve per 
cent of the gross investment in implements. Fifteen years later, in a similar pe- 
riod, the nontraditional types accounted for thirty-nine per cent. But it must 
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be reiterated that despite these encouraging indications of change, the great 
mass of capital formed in recent decades has continued to be along traditional 
lines—bullocks, wooden plows and carts. It is significant that the capital- 
product ratio began to decline only after 1950. 

One of India’s basic needs is for substantial and continued improvement in 
farm technology. A mild improvement occurred during the 1950’s in connec- 
tion with efforts to plan the economy, to alter the structure of agriculture by 
land reforms, and to reform credit institutions and market organization. 
Above all farm technology was improved by the establishment of extension 
services and community development projects. This stirring on many fronts to 
improve the methods of production was accompanied by capital formation 
more active than at any other period within the 40 year survey. 

India’s experience during the 1950’s seems to indicate that, in an underdevel- 
oped country, technological improvement, broadly defined, is a more potent 
activator of the saving-investment process than high incomes. Dr. Shukla sug- 
gests that “probably one explanation of the low rate of investment is the lack 
of technological improvement over much of the period we studied.” Cause and 
effect become somewhat blurred here. There is much in this study which right- 
ly suggests that poverty of ideas and lack of technical knowledge are not the 
least among the deficiencies which account for low productivity in underde- 
veloped countries. 

ALVIN S. TosTLEBE 

College of Wooster 


Labor Economics 


Manpower Planning in a Free Society. By RICHARD A. LESTER. Princeton: 
Princeton University Press, 1966. Pp. xiv, 227. $5.00. 


The Economics of Manpower Planning. Edited by M. R. SiNZ4. Bombay: In- 
dian Institute of Asian Studies, 1965. Pp. xv, 194. $4.00. 


Is it conceivable and technically feasible to “plan” allocation and pricing of 
resources in a given sector while the whole system remains predominantly a 
“free” (unplanned) economy? This is one of the fundamental questions that 
arise from Manpower Planning in a Free Society, a “think piece” as its author 
calls it. This reader’s reaction to the question is that “planning” in the context 
of the book is needlessly provocative. “Labor market policy” would be a neu- 
tral and more fitting expression for the kind of public measures proposed by 
the author. The need for “manpower planning,” in this book, arises from 
widespread and entrenched imperfections in labor markets that result in 
wasteful redundancies of certain human resources and acute shortages of 
others. 

If “planning” is only a sales word, Professor Lester’s analysis of labor-mar- 
ket imperfections and of the lack of fit between the formal system of educa- 
tion and the economy’s occupational requirements is extremely illuminating. 
Of particular importance is his analysis of much neglected imperfections on the 
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demand side of the labor market (Ch. 2 and 5). Many firms seem to entertain 
economically irrational desires and values. They tend to prize formal educa- 
tion for its own sake with little regard to other equally important indicators of 
skill and ability. The obsession with formal education has led to an escalation 
of hiring standards far beyond the basic requirements of job performance and 
to personnel policies that tend to dissociate the employees from labor markets. 
Seniority rights, fringe benefits, and welfare facilities further reduce inter-firm 
labor mobility. In addition, some firms discriminate against disadvantaged 
workers and members of minority groups for no valid economic reasons. 
Under the circumstances, employment does not respond to wages in the man- 
ner expected from the theoretical wage-employment relationship in which 
wages serve as inducements to mobility. 

Imperfections on the supply side of the labor market are already well 
known in the literature and major findings are summarized in Chapter 6. 
Taken as a whole, labor market imperfections described and analyzed in this 
book do appear formidable and generate a sense of crisis for the urgency of 
a rational labor market policy. The author's references to the successes of var- 
ious measures in Western Europe also make it clear that much of the waste of 
human resources resulting from market imperfections in the United States is 
wholly unnecessary. Lester thus proposes an Employment Service as a central 
instrument of his manpower “planning,” though it is to be an institution re- 
structured on a radically different basis from the existing institution (Ch. 3). 

In other chapters, the author pleads for more research in the benefit-cost 
analysis of various manpower measures than has hitherto been undertaken 
(Ch. 7) and evaluates the contributions of research results toward effective 
manpower utilization (Ch. 8). His policy proposals, summarized in the con- 
cluding chapter, include & reorganized Employment Service, improvements in 
career counselling in high schools, a vocational training network, employment 
opportunities for disadvantaged workers, governmental guidelines for labor 
mobility, and benefit-cost analysis of manpower measures (Ch. 9). An appen- 
dix reproducing the "Manpower Development and Training Act of 1962" and 
an index complete the book. 

Economics of Manpower Planning is a collection of seven articles that pre- 
viously appeared in the International Labor Review. The common theme of 
these papers is how to fill the skill requirements of rapid economic develop- 
ment in underdeveloped countries. Thus, ^manpower planning" takes on a 
different, and quite specific, meaning in this context. Manpower planning 
means planned increase in the supply of skills that require long periods of. 
training whose absence create bottlenecks of planned economic development. 

The most concise statement of the operational principle of manpower plan- 
ning in underdeveloped countries is made by Michael Debeauvais in his open- 
ing essay, “Manpower Planning in Developing Countries.” He feels that until 
more sophisticated calculations can be made of skill requirements, *manpower 
planning is restricted to the more modest aim of estimating the minimum, 
rather than optimum, resources to be directed to training purposes in order to 
safeguard economic planning targets." This means, according to Debeauvais, 
“deducing manpower requirements at the different levels of skill in the light of 
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production aims, and then drawing up the corresponding training programs. 
In this way an attempt is made to harmonize or, if possible, integrate econom- 
ic planning, manpower planning, and educational planning.” Debeauvais and 
others add some insights and variations to this basic principle. 

The other six articles are: “The Interdependence of High Level Manpower 
Planning and Economic Planning" by F. Paukert, “The Labour Market and 
the Manpower Forecaster: Some Problems" by John Vaizey, “The Economics 
of Manpower Forecasting" by R, G. Hollister, “Long Term Planning of Em- 
ployment in the Hungarian People's Republic” by Janos Timar, *Manpower 
Planning in the Restructuring of Education" by Anver Hovne, and “Manpower 
Policy in Japan" by Saburo Okita. 

Hollister's article is a world apart from the others. Much to the delight of 
academic economists, it is theoretical and rigorous. Hollister explores the rela- 
tionship between skill mix and product mix at different levels of national in- 
come in order to evaluate the success or failure of forecasting future skill re- 
quirements, Success is assured only under stringent conditions, i.e., constant 
skill coefficients and accurate knowledge of future product mix. This conclu- 
sion is enriched by considerations of major variations in the elasticity of sub- 
stitution between different skills or between skill and capital. However, em- 
pirical testing of various hypotheses that follow from Hollister's analysis is 
fraught with great difficulties. Even the best empirical studies of changes in 
labor input that existed at the time of Hollister's writing (studies by Chenery, 
Fabricant, Komiya, and some others) fell far short of the requirements of his 
model. 

In view of the complexity of factors that shape the course of skill mix in 
economic development as analyzed by Hollister, the practical propositions and 
strategies made by other authors in this book do sound unbelievably auda- 
cious. But this is the difference between the world of administrators and that 
of academic economists. Administrators often have to make decisions on the 
basis of insufficient evidence and analysis. If their propositions and actions 
broadly agree with academic analysis as exemplified by the articles in this 
book, they are justified for administrative efficiency. 

Koji TAIRA 

Stanford. University 


The Urbanization of Japanese Labor, 1868-1955. By THomas O. WILKINSON. 
Amherst: University of Massachusetts Press, 1965. Pp. xvi, 243. $6.00. 

Mr. Wilkinson, who teaches sociology at the University of Massachusetts, 
has written an uneven book. When his analysis concentrates on Japanese ur- 
ban demography (Chapters 5-10) the results are most interesting and informa- 
tive. But when he attempts to place the demographic developments in histori- 
cal, economic, and comparative perspective, the outcome is far less satisfac- 
tory. 

The book deals with three broad questions: (1) How urban has Japan been 
throughout her modern period and what have been the rates of change of ur- 
banization? (2) What are the demographic and ecological traits of Japan’s 
urbanizing population and specifically her employed population? (3) What 
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are the significant parallels and contrasts between Japanese urbanization and 
that of the West? Questions (1) and (2) are well handled in a set of chapters 
on demographic characteristics of the urban population, a functional clas- 
sification of Japanese cities, urban growth and demographic differentials by 
functional classification, and a particularly valuable chapter on metropolitan 
development in Japan. Wilkinson concludes that “In terms of the universals of 
the urbanization process, Japanese experience conforms to the theoretical 
model” (p. 205) which stresses the shift from agriculture to industry, more 
extensive division of labor, and the development of metropolitan complexes. 
He also underlines some unique elements in the Japanese urban-industrial 
transition: the role of government, “the penetration of agricultural activities 
into the administratively defined urban population’s labor force [showing] the 
narrowness of the line between urban and rural labor force differentiation” (p. 
207), and the continuing social and economic role of the traditional Japanese 
familial unit in the city. 

Throughout the book, but especially in Chapter 2 on preindustrial urbani- 
zation, there are allusions to Japanese economic history. Many of these are 
inaccurate or vague. For example, Wilkinson speaks of “The relative stability 
of Japan's total population . . . during the Tokugawa Period... ." (p. 19). 
This period lasted from 1603 to 1867, and most informed scholars believe that 
the period of stability lasted only from the 1720's to perhaps the 1840's.* On 
the same page we read that “. . . the Kanto Plain, containing Edo (Tokyo) is 
by far the largest and most productive . . ." agricultural area in Japan during 
the rule of the shogunate. 'This must be false on two counts. First, the 'Tosan 
region produced a larger total agricultural output.? However, if by productive 
we are meant to infer something concerning land productivity, it is also well 
known that the yields in the Kanto Plain were below those of the southwest.? 
Nor is it correct to say that “the practice of sankin kotai or alternate resi- 
dence instituted by the shogun required that the lord spend a specified period 
of each year in residence in Edo" (p. 21). The period of residence varied, but 
generally it was alternate years, Readers may also be surprised by the state- 
ment that “landlords were little concerned with agricultural productivity" (p. 
58) when applied to the Meiji Period. 

Equally questionable are some of the more economic statements and conclu- 
sions. Two examples will suffice. Take the following about the period 1908-20: 
"Industrialization based largely upon a narrow export production, i.e. textiles, 
and the exploitation of limited mineral resources had almost reached a pla- 
teau" (p. 47). Yet, in 1913-17, the export-output ratios for cotton fabrics 
were 24.2 per cent, and for cotton yarn 30.1 per cent, at a time when these in- 
dustries were growing rapidly.* Total population was about 55 million, and 
Japanese industrialization certainly had a more solid base than narrow export 
production. In another place (p. 199) the author distinguishes two basically 


* E.g. Irene B. Taeuber, The Population of Japan, Princeton 1958, pp. 20 ff. 
T., C. Smith, The Agrarian Origins of Modern Japan, Stanford 1959, p. 72. 


' C. T. Ogura, ed., Agricultural Development in Modern Japan, Tokyo, Japan FAO 
Association, 1963, Ch. 24. 


* M. Shinohara, Growth and Cycles in the Japanese Economy, Tokyo 1962, p. 48. 
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dissimilar productive systems in Japan currently and historically: the strate- 
gic industries—‘shipbuilding, chemicals, armaments, and the like"—having 
since their beginning utilized advanced industrial technology, and production 
of goods for home consumption which is largely in the hands of household- 
handicraft units. Many scholars have used two-sector models in approaching 
the Japanese economy, but this version makes little sense. If we talk about 
modern industries, how can they be confined to “strategic” manufacturing? 
And don’t the modern industries cater to the home market? Aren’t the house- 
hold-handicraft units engaged in exporting? Wilkinson even has his house- 
hold-handicraft sector engaging in subsistence production, and that is pretty 
hard to imagine except in most unusual circumstances. 

Finally, a word or two about comparative analysis, as used by the author. 
At many places in the book comparisons are made with “the West,” but just 
exactly what this concept means or why it is the proper comparative standard 
for Japan is not explained. Frequently the West seems to mean Great Britain 
and France, and this creates problems in the form of artificial contrasts. A 
meaningful comparison of Japanese and European urbanization must, it seems 
to me, recognize the distinction between pioneer industrializers and follower 
countries. Only in this fashion can we make intelligent analogies. By way of 
illustration, let us look at the following statement: “The Industrial Revolu- 
tion came to Western Europe at the culmination of a long period of revolu- 
tionary pressure from below, from an urban-based merchant class clamoring 
for destruction of the old social order and creation of a new one in which new 
institutions generated in an urban, commercial context could flourish” (p. 
32), Wilkinson points out that it was not this way in Japan, and I agree. Even 
if this description fits Britain and France—and I have my doubts—one could 
still ask: so what? The industrial revolution did not come to Germany and 
Russia after a long period of revolutionary pressure from below, and that may 
be much more relevant in trying to generalize Japan’s experience. 

All in all, I would sum up this way: very valuable information on Japanese 
urbanization between 1868 and 1955 with, however, an interpretation of the 
results not up to the level of the demographic work. 

HENRY Rosovsky 

Harvard University 


Strategtes for the Displaced Worker. By GEORGE P. SHULTZ AND ARNOLD R. 
Weser. New York: Harper & Row, 1966. Pp. ix, 221. $4.95. 


Automation and its concomitant evil, the displacement of labor, are the 
problems to which this work is directed. Endeavors to find similar employ- 
ment for the labor so displaced, or, alternatively, to retrain and place such 
labor elsewhere are the main topics under discussion. The book also deals with 
the problem of financial hardship endured by a worker during the transitional 
period, as well as the services rendered to displaced workers by private and 
public agencies. 

This is a lucid, detailed, straightforward, and well-written interim report of 
a novel attempt in the meatpacking industry by Armour & Company and two 
labor unions, the Amalgamated Meat Cutters and Butcher Workmen of North 
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America, and the United Packinghouse Food and Allied Workers, to solve the 
problem of large-scale labor displacement due to mechanization. The nature of 
the problem, and the manner in which labor and management dealt with it 
should be of interest to everyone, but most of all to those who are likely to be 
exposed to a similarly challenging situation. This work is an indispensable 
guide to such individuals insofar as it reveals the problems and pitfalls which 
are sure to attend any attempt to solve the problem of labor displacement. 

In the fifteen years ending in mid-1965, twenty-one Armour plants employ- 
ing about 14,000 workers had borne witness to the pervasive reorganization of 
the meatpacking industry (p. 6). Armour & Company agreed with the unions 
(which negotiate jointly) to the formation on September 1, 1959 of an Automa- 
tion Fund to be administered by a committee of nine. Four representatives 
were from the company; four were from the unions. The impartial chairman 
was Professor Clark Kerr who wrote the Foreword to this report. In 1961, 
George P. Shultz, dean of the Graduate School of Business, University of Chi- 
cago, and co-author of this book, was made co-chairman. Professor Arnold R. 
Weber, also of the University of Chicago and co-author, worked in behalf of 
the committee. The functions of the committee as described in the 1961 
Agreement (pp. 203-4) are: “to utilize the fund for the purpose of studying 
the problems resulting from the modernization program and making recom- 
mendations for their solution. . . .” 

Armour & Company contributed $500,000 to the Fund, $140,000 of which 
still remained by the summer of 1965, The work of the committee was mainly 
concerned with labor displacement after the formation of the AFC and partic- 
ularly with the closure of plants in Oklahoma City, Oklahoma; Fort Worth, 
"Texas; Sioux City, Iowa; and Kansas City, Missouri. The problem facing the 
committee was further complicated by the fact that the skills of workers in the 
meatpacking industry are not transferable to other industries, that the median 
age of the workers ranged from 45 to 48, that most of them did not go beyond 
eighth grade in school and that their number included many Negroes and 
Latin Americans. 

Chapter 2 contains & detailed and comprehensive account of the various 
measures for dealing with the effects of automation on the labor force which 
may be contained in a collective bargaining agreement. The next chapter dis- 
cusses the sharing of job opportunities through a system of mterplant trans- 
fers. Chapter 4 discusses at some length the role of financial cushions, espe- 
cially severance pay and retirement income. Statistical tables are provided 
here. Chapter 5 discusses the role of the AFC in the placement campaigns. Of 
significance to future joint committees is the endeavor of the committee to ex- 
pand the range of its placement activities by visiting prospective employers. 
“The response to these visits ranged from cordiality to outright hostility . . ." 
(p. 111). The longest and most informative part of the book is the sixth chap- 
ter which deals with experiments in retraining. 

It is chimerical to hope that the incubus of unemployment due to automa- 
tion will disappear without conscious attempts to provide for such unavoid- 
able and even desirable eventualities. Chapter 7 is, therefore, devoted to a dis- 
cussion of the aid which may be given by private agencies and by the federal 
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government under various Acts to those communities which are endeavoring 
to cope with a major displacement of labor. The last chapter of this edifying 
work gives a brief appraisal of the committee’s endeavors and concludes with 
some valuable recommendations for labor market administrators. For those 
interested in pursuing this study in even greater detail, Appendix C contains a 
list of the publications arising out of the work of the AFC. 

The workers assisted by the Automation Fund Committee, in this novel and 
highly laudable experiment, were small in number. Nevertheless, this report 
highlights many problems of certain future recurrence in such situations and 
so provides a basis for future policy. In this small project, the qualifications of 
the displaced workers were such as to render their re-employment exceedingly 
difficult. One wonders, therefore, if labor displaced in the future by the intro- 
duction of the techniques of “operations research” and “heuristic program- 
ming" will be absorbed with less difficulty. This study emphasizes the need for 
continuous cooperation between the communities involved and private and 
public agencies; it also foretells the increasing influence of the federal govern- 
ment in these affairs. Although not in every sense a complete success, the 
AFC, nevertheless—to use one of the authors’ bromides—could not be ex- 
pected to make a “silk purse out of a sow’s ear.” 

Joun C. O'BRIEN 

Fresno State College 


Labor Relations and Collective Bargaining. By Brvars D. Masry. New 
York: Ronald Press, 1966. Pp. vii, 475. $7.50; Cases, $3.00. 


This is a relatively small, well-written textbook prepared for a one-semester 
course in collective bargaining. It assumes that the student has already had 
some training in labor economics. Moreover, since a large part of the book re- 
quires a good grasp of microeconomic and macroeconomic theory, the use of 
this text in its entirety is limited to graduate courses in economics or under- 
graduate students who have had work in price theory and aggregate econom- 
ics. 

The volume is divided into four parts. Part I, which consists of seven chap- 
ters, comprises nearly two-fifths of the book. It deals with the nature of labor 
relations and the roles of the participants. The author develops the idea that 
efforts by management and labor to achieve their respective goals sometimes 
leads to industrial conflict. The roles of workers, unions, and management are 
looked at from an interdisciplinary approach, particular emphasis being 
placed on sociological and psychological elements, The worker is considered 
within the framework of class structure and in terms of his attempt to achieve 
job security. The author suggests that it is logical to include professional and 
occupational associations (e.g., doctors, teachers) among labor organizations. 
The union is examined in connection with its structural and leadership prob- 
lems. The relationship of the union to its membership, management, and the 
government is discussed. Then the changing role of management during the 
past few decades is indicated. Three chapters are devoted to a straightforward 
and factual presentation of federal and state legislation bearing on labor rela- 
tions. The material relating to the states, however, is excessively detailed, 


1354 . THE AMERICAN ECONOMIC REVIEW 


Part II, which has five chapters, represents the major raison d'étre for the 
text. The theory of collective bargaining is explored with the basic tools of 
. economic analysis. After expounding the customary theory of collective bar- 
gaining—a case of bilateral monopoly and the consequent indeterminacy of 
the wage settlement—the author sets forth his own complex theory based on 
concepts of the net gains of the parties. The less developed bargaining models 
worked out by Neil W. Chamberlain, Jan Pen, and Carl Stevens are discussed 
and compared. Two chapters are devoted to the economic effects of bargain- 
ing. The theoretical implications of the effects of increases in wages on 
the position of the firm and the economy are delineated. Empirical research 
and data in these areas are carefully reviewed to determine their relevance 
and consistency. The attempt to show the linkage between theory and empiri- 
cal studies is particularly valuable for students. 

The last two sections of the book are primarily descriptive. Part III con- 

tains three chapters on the techniques of collective bargaining. These include 
a chapter on the strategy and tactics of negotiations that might serve as a 
manual for participants in the process, another on the content of the contract, 
and the third on administering the agreement. Part IV on labor disputes in- 
cludes four chapters. 'The first, dealing with the weapons available to the dis- 
putants, needs strengthening. The relative effectiveness of the weapons is not 
indicated, nor are they all included (e.g., whipsawing). The next two chapters 
cover the procedures used in emergency disputes by the state and federal gov- 
ernments and mediation processes. The final chapter is an unduly lengthy and 
general discussion of ethics, containing only a few remarks relevant to labor 
relations. 
. Each chapter ends with a conclusion. This section ordinarily summarizes 
the material in the chapter, although regrettably in a number of cases new 
facts and ideas are introduced for the first time. This is especially true in 
those chapters dealing with state laws, such as 7 and 17. Every chapter is fol- 
lowed by a group of approximately eight discussion questions and a short se- 
lected bibliography of books and government documents. 

'The book is written at several distinct levels. Five chapters (8 through 12) 
can best be understood by students well versed in economic theory; eight 
chapters (5-7 and 14-18) are basically descriptive; five chapters (1-4 and 19) 
use an interdisciplinary analysis; and one chapter (13) seems more suited as 
a set of reference materials for negotiators than for students using a text in 
collective bargaining. For those students not well trained in economics, only 
the first four chapters of the book are likely to be appropriate; the material in 
the remainder is either too difficult or more fully discussed in many of the 
basic texts on labor economics. 

The book will be useful in many advanced courses in labor economics or 
collective bargaining. Nevertheless, it requires some supplementation to cover 
the field of labor relations and collective bargaining. Despite its 1966 publica- 
tion date, the statistical material rarely goes beyond 1963. A variety of rele- 
vant and important subjects are omitted or inadequately discussed, including 
the special problems involved in collective bargaining for the very large group 
of government employees, the impact of Title VII of the Civil Rights Act of 
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1964 (Equal Employment Opportunity Act) as it affects admission practices 
of unions, and the meaning and importance of the bargaining unit and its rela- 
tion to the union. Recent and current bargaining issues between management 
and unions, such as tripartite bargaining and growth in fringe benefits of 
different kinds, are not included. 

The author has also written a brief companion book to the text, consisting 
of twenty-four actual cases involving a variety of labor problems. Each case 
is followed by a series of discussion questions. 

ROBERT D. LEITER 

City College of the City University of New York 


The Measurement and Interpretation of Job Vacancies. NBER Conference 
Report. New York and London: Nat. Bur. of Econ. Research, 1966. Pp. 
ix, 593. $12.50. 


The papers appearing in this NBER volume were given at a conference de- 
signed to present a “state of the arts” picture of a statistic which has evoked 
considerable interest in recent years—job vacancies. This interest derives from 
the fact that a measure of unfilled jobs is necessary in obtaining a complete 
estimate of labor demand. The material is organized around four basic themes. 
Part I considers some of the theoretical and operational uses to which job va- 
cancy data may be put. The experiences with this information in several 
foreign countries are treated in Part II. In Part ITI aspects of several recent 
surveys (some still in process) undertaken in the United States are evaluated, 
and in Part IV three possible alternatives to job vacancy data are evaluated. 

While the central theme of this volume is a single statistic, in treating it 
many of the papers deal in considerable detail with the overall functioning of 
labor markets. Thus, as has been the case with several recent NBER confer- 
ence volumes, this publication will be of interest and use to all students of 
labor economics—both theoretical and institutional. For example: Dunlop 
outlines a theory of labor hiring which places considerable emphasis on the 
"internal labor market," that is, movement up and down the skill ladder with- 
in the firm. À prevalence of this kind of market limits the usefulness of job 
vacancy information since, in the extreme, there is only one “port of entry” 
for the unemployed—at the low skill job. It is interesting to note the similari- 
ty between the theoretical scheme of John Dunlop and the Nenkoh system 
(lifetime commitment) in Japan, as described in the paper by G. Somers and 
M. Tsuda. The latter suggest that under the pressure of very tight labor-market 
conditions, the increasing premium placed on labor mobility has tended to di- 
lute the Nenkoh system. The Japanese experience suggests that Dunlop's 
model should not be adopted as a general description of the U. S. labor mar- 
ket. The fine paper by C. Holt and M. David presents an exploratory general 
demand-supply model of the labor market which yields a wealth of empirical 
implications, and should provide many students food for thought and research. 
Of particular interest will be the way in which the "Phillips hypothesis" falls 
out of their model. In much of the published empirical work on the wage-un- 
employment relationship, the theoretical basis has been either omitted or pres- 
ented without much rigor. 


1356 THE AMERICAN ECONOMIC REVIEW 


In addition to the many theoretical insights contained in these conference 
proceedings, several institutional aspects of the labor market are treated com- 
petently. Among these are the private employment agency and the temporary 
help industry. Although these two institutions seem to offer little in the way of 
substitute information on job vacancies, the authors have provided a useful 
service in simply describing and analyzing some aspects of these infrequently 
treated areas. 

On the major questions of the usefulness and feasibility of collecting job 
vacancy statistics, a reading of this volume raises several troublesome issues. 
It is not at all clear that the same set of job vacancy statistics can be utilized 
optimally for both employment service activity and aggregate economic analy- 
sis. The former purpose requires a fairly detailed breakdown in terms of job 
content and location, while the information necessary to implement the Holt- 
David type model need not be nearly so detailed. A more important distinc- 
tion for the two purposes is in the defmition of a job vacancy itself. Informa- 
tion on anticipated vacancies would seem to be highly relevant to the employ- 
ment service officer concerned with educational policies and advising. Should 
temporary jobs be included in the vacancy list? The answer would be yes as 
far as employment service needs are concerned. From the point of view of ag- 
gregative analysis, however, it appears that the notion of a job vacancy is 
every bit as troublesome as that of its counterpart on the supply side, the un- 
employed worker. 

Even if satisfactory definitions for both purposes could be agreed upon, 
there would still remain the problem of obtaining the information from em- 
ployers. The general tone of the papers presented in Part III—" Tob Vacancy 
Surveys in the United States"—is cautiously optimistic on this point. How- 
ever, several discussants do not share this optimism. (The outspoken dissent 
of some of the discussants enlivens this volume a good bit.) Differences in em- 
ployer hiring policies, hoarding of skilled workers, employer. pessimism or op- 
timism concerning future availability of labor are some of the factors men- 
tioned in casting doubt on the ability to gather meaningful estimates of job 
vacancies. The fact that wage rates are not attached to the vacancy estimates 
thus far obtained presents an additional problem of interpretation. 

"The general conclusions obtained in Part II, dealing with foreign experi- 
ences, cause this reviewer, also, to view somewhat skeptically the reliability 
and usefulness of job vacancies as a major statistic in our present manpower 
program. An economy operating with unemployment close to 4 per cent is not 
apt to create the pressing need for detailed job vacancy information, the kind 
of information which would be so useful under conditions of very tight labor 
markets, It is not just coincidence that the demand for job vacancy data arose 
during the recent structuralist-aggregate demand controversy. Since this con- 
troversy is subsiding somewhat, it would be well to reconsider the need for an 
additional aggregate statistic—particularly since the opportunity cost of ob- 
taining this information is greater than zero. 

Davin E, Kaun 

University of Californta, Santa Crus 
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Poverty in America, Edited by Lours A. FERMAN, Joyce L. KORNBLUH, AND 
ALAN HABER. Ann Arbor: University of Michigan Press, 1965, Pp. xxv, 
532. $9.00. 


Poverty in America. Edited by Marcaret S. Gorpon. Proceedings of a 
National Conference held at the University of California, Berkeley, Feb- 
ruary 26-28, 1965. San Francisco, California: Chandler Publishing Com- 
pany, 1965. Pp. xxiv, 465. $5.00; paper $2.50. 

So many books on poverty have appeared in the last couple of years that 
the publishers have run out of titles. Here are two substantial compendia with 
the same title, Poverty in America. 

The Ferman book is an anthology, containing more than forty recent con- 
tributions to the literature of poverty, culled from books, magazines, and 
scholarly journals. It includes the now-classic New Yorker article by Dwight 
Macdonald, “Our Invisible Poor," Mollie Orshansky's statistical tour de 
force, “Counting the Poor,” a fascinating article by Hylan Lewis, “Child 
Rearing in Low-Income Families,” the pronouncements of the Ad Hoc Com- 
mittee on the Triple Revolution, and a potpourri of other items. There is a 
brief introduction by Michael Harrington, as well as several bits of commen- 
tary from the editors. 

This reviewer found the editorial comments far more irritating than enlight- 
ening. Ferman and his co-editors apparently hold a conspiracy view of pover- 
ty (sick society, power elite, the rich conspiring to profit from the misery of 
the poor, and so forth). They take an alarmist view of automation, and have 
no fear of the undocumented assertion. Their selection of articles, however, is 
excellent—balanced, comprehensive, and interesting. 

The tone of the Gordon book is far more restrained. The only editorial com- 
ment is a lucid foreword by Lloyd Ulman which points out, among other 
things, that most economists view technological change as “a boon rather than 
a bugbear.” The book consists of thirty papers presented at a conference on 
poverty held at Berkeley in 1965. It was a better-than-average conference and ' 
most of the contributions are worth reading. The professional economist will 
find more to chew on here than in the Ferman book (especially in Hyman P. 
Minsky’s article on “The Role of Employment Policy," and Fritz Machlup's 
«Strategies in the War on Poverty"). The general reader, however, might get 
more ideas from the Ferman collection. 

The spectrum of views represented in the two collections is actually quite 
similar and some of the poverty regulars (Robert Lampman, Sar Levitan, 
Frank Reissman, Michael Harrington) are represented in both. Taken to- 
gether, these two books provide a good survey of what America academicians 
and government officials are thinking and writing about poverty and how to 
eliminate it. What does it all add up to? Is there a consensus—either on cause 
Or Cure? 

We have clearly amassed a great many statistics about the poor. We have 
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detailed counts of people falling below a “poverty line” defined in terms of in- 
come and family size. We know how many of the poor are black and white, 
old and young, rural and urban, employed and unemployed. We know some- 
thing about how the numbers and characteristics of the poor change over time 
given various methods of redefining the poverty line. However, judging from 
the evidence presented here, we know almost nothing about specific individ- 
uals and families who fall into poverty or move out of it. How many of those 
who were poor five years ago are still poor and what happened to the rest? 
Our statistics do not tell us. The persistent moan of the social statistician— 
too many cross-sections, no longitudinal studies—echoes through both collec- 
tions. 

Perhaps surprisingly, the books reflect little disagreement on public policy to 
reduce poverty, only differences of priority or emphasis. Minsky and others 
would put fiscal policy to ensure full employment at the top of their list. Fred- 
erick Harbison and others emphasize training and human investment pro- 
grams. But everybody really wants both. Even the prophets of the Triple Rev- 
olution—for all their startling predictions—are in favor of education, public 
works, and other less-than-startling public policies. 

The reader of these volumes is also impressed by the number and variety of 
public programs to combat poverty which are already on the books. He is pro- 
vided with some descriptions of these programs and with a few poignant ex- 
amples of their failures. The best-written article in the Ferman book is Mary 
Wright’s, “The Dusty Outskirts of Hope,” which describes the experiences of 
a proud, shy man seeking help in a busy, over-organized welfare office. It is 
followed by Charles Lebeaux’s “Life on ADC: Budgets of Despair.” There 
are no descriptions of successes, no analyses of programs that have been effec- 
tive in moving people out of poverty. We know that poverty is declining, albeit 
slowly. We have a variety of public programs to hasten that decline. But we 
lack any real analysis of the effectiveness of these programs on which to base 
decisions about future emphasis in public policy. These books reflect this lack 
of analysis. 

ALICE M. Rivlin 

Department of Health, Education, and Welfare 


Poverty Amid Affluence. Edited by Leo FisHman. New Haven and London: 
Yale University Press, 1966. Pp. xii, 246. $6.00; paper, $1.75. 


Poverty Amid Affluence. By Oscar ORNATI, with J. S. Sweet. New York: 
Twentieth Century Fund, 1966. Pp. xiii, 208. Paper, $3.25. 

Two books with precisely the same title published at the very same time are 
likely to be much alike. These, however, could have been very different, for 
one presents the results of an integrated series of research projects five years 
in the doing, while the other is a collection of conference papers, most of 
which were written, it would seem, in no more than five days. The two are, in 
fact, very much alike: both are comprehensive, systematic, and technically 
unpretentious. Their comparison yields another surprise: apparently a skillful 
conference convener can, undoubtedly with much luck, assemble a group of 


BOOK REVIEWS 1359 


experts who, with only slight duplication, can more competently survey an 
issue than a single author. 

Ornati’s book, as he reminds the reader whenever some utterly mundane 
point is to be made (which is often), reports the results of a continuing re- 
search project at the New School. The report is in four parts. The three chap- 
ters of the first Part define the poor and estimate their numbers now and in 
the past. In the nine chapters of Part Two, the socioeconomic attributes 
which characterize the poor are catalogued. Part Three is devoted to examin- 
ing actual and proposed antipoverty programs. These twenty-two chapters, 
many of which are too long, average just under six pages each. Finally the 
basic data and the methodology of the study are presented in thirty-five Ap- 
pendices. 

The Fishman volume consists of a set of invited papers presented at West 
Virginia University in May, 1965. It, too, is in four parts the first of which is 
devoted to definitions. Selected psychological and sociological consequences of 
being poor are taken up in the second Part. Part Three examines three pover- 
ty related attributes of people and areas, while the concluding section is de- 
voted to policy. 

The first two chapters are far and away the best of Ornati’s book. Their es- 
sence is an examination over five decades of the elevating definitions of pover- 
ty that can be derived from an enormous time series of worker family budgets. 
Having learned from this exercise that poverty is relative in time and place 
and that, by the definitions of each period, poverty in the past will afflict 
fewer people (and just about the same proportion of people in each period 
too) than if any later definition is employed persistently through time, the 
message is promptly forgotten for the rest of the book. All of the second and 
third sections proceed from the belief that poverty today is different from pov- 
erty in the past, because it is now not a general affliction but is confined to 
particular groups. The crucial issue to Ornati is “whether a self-professing 
‘open society’ can tolerate, not the existence of income differentials, but the 
existence of income differentials on the basis of social and demographic ‘class- 
es? (p. 124). The issue, posed this way, is as phony as an Army General 
opposing socialized medicine. For if poverty is always defined by contempo- 
raries to embody a virtually fixed proportion of the lower income tail, then 
surely it has embraced virtually the same group (except for the immigrants) 
since at least 1860, although their proportions vary with the age and race 
profile of the nation and the business cycle. This point comes through very 
clearly in Oscar Handlin’s useful essay in the Fishman volume. The literature 
on poverty is widening but not deepening and perhaps this excessive taxonomy 
of the poor is the reason, for as Harry Johnson put it, “preoccupation with the 
categories of poverty can obscure or prevent understanding of the broader eco- 
nomics of the poverty problem and of the economic strategy required for the 
war on poverty” (Fishman, p. 183). 

Only a short comment on the eleven papers of the Fishman volume is feasi- 
ble. They are mainly descriptive; by and large each author relied heavily on 
his prior publications, and since they were written to be read, they are clear 
and pointed. Two of the papers are especially good for their genre and both 
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are by Robert Lampman. When a man has written so often about “Population 
Change and Poverty Reduction, 1947-1975” and "Ends and Means in the 
War Against Poverty,” the probability of a flat, stale rehash is high, but in 
these two essays Lampman is really in tip-top form. E 
Putting things in better perspective, both books have some things to recom- 
mend them, but both are highly uneven. Ornati has a good discussion of the . 
measurement problem, and many data appendices that will be useful for un- 
dergraduate term papers. The Fishman volume has good coverage with superi- 
or articles by Handlin and Lampman, and interesting articles by Alexander 
and Dorothea Leighton, Theodore Schultz and Harry Johnson, the main ideas 
of which have already been published elsewhere. For general classroom use, 
most instructors will prefer one or another of the many collections of readings 
which are available. 
. EUGENE SMOLENSKY 
University of Chicago 


Private Pensions and Individual Saving. By GEoRcE Katona. Ann Arbor: 

University of Michigan Survey Research Center, 1965. Pp. v, 114. $1.50. 

This monograph may well prove to be one of the most significant research 
reports in many years. 

Armed with the facilities of the Survey Research Center at the University 
of Michigan and a grant from the Social Security Administration, Dr. Katona 
has undertaken to test the widely held premise that the spread of collective . 
retirement security arrangements must adversely influence individual incen- 
tive to save. He felt justified in the challenge by two theories pointing in the 
opposite direction: “Aspirations may grow with achievement” and “Effort is 
intensified the closer one is to one's goal.” During 1962 and 1963 his survey- 
ors interviewed about 5,000 family units carefully selected to represent (in 
age distribution, income distribution, location, occupation, and education) the 
entire labor force. He decided to exclude the responses where the family head 
was already retired or a housewife or a student or under 35 or single, or where 
the family income was under $3,000, on the ground that such people's retire- 
ment expectations, if any, would be atypical. There remained a crucial group 
of 1,853 respondents who were found to be representative, in the above men- 
tioned respects, of about half the labor force. 

Direct questions disclosed that members of this group were overwhelmingly 
optimistic about retirement. They were well informed about what Social Secu- 
rity benefits they could expect, and the great majority were confident that 
their retirement incomes would be adequate to meet their needs. Many ex- 
pected to continue earning some income by part-time employment or self em- 
ployment after retirement. Slightly fewer than one-half were participants in 
private pension plans, and relatively few of these were clearly aware of any 
impact of their pension plan participation on their spending and saving behav- 
ior. 

Recognizing that direct questions often yield inaccurate information in such 
sensitive areas as saving behavior and expectations, the surveyors used the in- 
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direct method by asking questions with no apparent bearing on the central 
issue which produced answers that could by analysis be made to yield the de- 
sired information with a high degree of reliability. From this information 
there were formulated four independent variables (participation in private 
pension plans, expected retirement income high in relation to current income, 
expected retirement income greater than expected need, expected retirement 
income “‘enough”) and three dependent variables (proportion of income saved 
in the past year greater than 5 per cent of current income, saving “behavior,” 
and saving "mindedness"). The complex relations between these variables 
were examined through cross-tabulation and through multivariate analysis by 
digital computer calculation of regression equations. Both methods revealed 
that participants in private pension plans were greater savers—with respect to 
both past saving and expected future saving—than nonparticipants. 

Further analysis indicated that this conclusion was unaffected by other 
variables such as differences of liquid asset holding, of expenditures on con- 
sumer durables, of education, and of home ownership. In addition, analysis of 
the relationships between the variables by a new computer technique called 
the Automatic Interaction Detector Program confirmed the conclusion. 

The neatness and orderliness of the project are slightly flawed by some 
vagueness about the concept of saving, Respondents were asked, not to sub- 
tract their consumption expenditures from their incomes, but to indicate their 
“discretionary saving" which was defined as “net change in various forms of 
deposits with banks and savings institutions as well as stocks and bonds"; 
that is, saving was conceived as the application of saved funds to increase of 
financial asset holdings. The saving component of life insurance premiums, 
however, and the repayment of debt (even on homes) were excluded on the 
ground that they were “contractual” and not “spontaneous”; and the 
definition wandered over to the source side in announcing that “we neglect in- 
currence of debt because it is usually motivated by expenditure considerations 
(e.g., the desire to purchase & house or durable goods) rather than by saving 
considerations." These imperfections do not seriously compromise the study, 
of course, and certainly it would be unreasonable to expect a very sophisticat- 
ed concept of saving in a survey of this type. 

A more fundamental reservation concerns the likelihood of change in the 
outlook of middle-aged people generally. At present their retirement expecta- 
tions are based mainly on promises. Later on, if they actually see large num- 
bers of their older relatives and friends enjoying comfortable and worry-free 
retirement, their attitudes might become significantly different. That Katona 
is not unaware of such possibilities is indicated by several notes of caution 
about drawing inferences from his central conclusion. He says at the very out- 
set, *It will be several years before a sufficient number of people covered by 
private pension plans will have retired so that there will be a pronounced im- 
provement in the standard of living of the average retired person.” At another 
point he reminds the reader that the effectiveness of the principle that achieve- 
ment raises aspirations depends on prevailing conditions. “Aspirations for 
higher income and for an improved standard of living are raised when people 
are optimistic and confident rather than pessimistic or uncertain in their view 
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of the future.” Finally, “Circumstances may change, and habituation to pen- 
sion plans may change and therefore saving behavior. The studies reported in 
this monograph need to be repeated later." 
This reviewer would add that the present report constitutes an excellent 
foundation for the later studies. 
RosERT W. MAYER 
- University of Illinois 


Population in History: Essays in Historical Demography. Edited by D. V. 
Grass AND D. E. C. Everstey. Chicago: Aldine, 1965. Pp. xii, 692. 
$17.50. 

Historical demography, the field represented by this volume, is of interest 
to economists working on population, labor, and economic history, and also, 
currently, to growth economists for the light it may shed on demographic as- 
pects of historical economic development. In the past two decades work in his- 
torical demography has enjoyed something of a revival. The present volume, 
edited by David V. Glass, a demographer-sociologist, and D. E. C. Eversley, an 
economic historian, provides a valuable picture of the recent evolution of this 
field and a cross-section of representative research approaches and results. Of 
the 27 contributions to the volume, seven are unabridged reprints of earlier 
papers; the remaining ones are either entirely new, or represent revisions of 
work published elsewhere. 'The contributors are divided almost evenly between 
the fields represented by the two editors; there is no one who holds an eco- 
nomics appointment. 

The title of the volume somewhat misleadingly suggests an encyclopedic 
scope. Actually, the primary focus in space and time, presumably reflecting 
the emphasis of recent research, is selected populations of Western Europe in 
the 18th century. Studies of small local areas are especially favored. In con- 
tent the papers range from questions of sources and methodology to substan- 
tive observations on demographic experience and attempts to assess the causes 
and, to a very limited extent, effects of demographic change. A truly outstand- 
ing contribution is a previously unpublished piece by J. Hajnal, placing West- 
ern European marriage patterns since the Middle Ages in broad spatial and 
temporal perspective and speculating on their interrelations with demographic 
and economic phenomena. In addition to an introductory chapter by each ed- 
itor, other valuable contributions include papers relating to all or parts of 
France by Louis Henry, Pierre Goubert, J. Bourgeois-Pichat, and J. Meuvret; 
Scandinavia by G. Utterstróm; Finland by Eino Jutikkala; Germany by W. 
Koellmann; and Flanders by P. Deprez. Much of this represents reports on 
research not previously published or available in English, Economists working 
in the field of economic history will recognize well-known pieces (though in a 
few cases slightly revised) by K. F. Helleiner, H. J. Habakkuk, K. H. Connell, 
J. D. Chambers, D. E. C. Eversley and T. H. Marshall, and may profit from 
the skeptical view taken by the editors of the recent emphasis in some of this 
literature on fertility increase as the main factor in increased British popula- 
tion growth in the 18th century. Also noteworthy, though available elsewhere, 
are studies of the demography of British ducal families by T. H. Hollings- 
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worth and of Europe's ruling families by S. Peller, and one on medical evi- 
dence related to English population changes in the 18th century by Thomas 
McKeown and R. G. Brown. 

With regard to substantive results, the primary yield is on facts of demo- 
graphic experience; attempts to relate this experience to economic and other 
determinants are, on the whole, much less satisfying. But the facts are tantal- 
izing and provocative ones. Although the evidence is fragmentary, the papers 
rather consistently point to the conclusion that by the end of the 18th century, 
Western European demographic conditions were quite distinctive. As Hajnal 
points out, “all that is pre-industrial, including eighteenth-century [Western] 
Europe, is often lumped together in generalizations about ‘agricultural’ or 
‘peasant’ or ‘underdeveloped’ societies” (p. 131). Yet it appears that com- 
pared with contemporary Eastern Europe or pre-World War IT underdevel- 
oped economies, populations in Western Europe married noticeably later and a 
larger percentage remained single, life expectancy was noticeably longer, and 
fertility lower. Was there a time in Western Europe when “peasant society” 
demographic conditions equivalent to those in the other areas prevailed? Per- 
haps the fifteenth century with regard to marriage pattern; perhaps the sev- 
enteenth with regard to mortality; the picture for fertility is obscure. In any 
event, it would seem that in most of this area pronounced (if uneven) changes 
in demographic conditions occurred well before the periods commonly associ- 
ated with modern economic growth. People were living longer, with more 
years of adulthood free from family and childcare responsibilities, Why? 
What bearing did this have on the current and subsequent process of economic 
development? These are some of the fascinating and perplexing questions 
raised by these essays in historical demography, questions to which economics 
along with the disciplines represented in the volume should be able to make 
significant contributions. 

RICHARD A. EASTERLIN 

University of Pennsylvania 
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Coorry, R. A. Alaska—a challenge in conservation. Madison and London.: Univ. of Wis- 
consin Press, 1966. Pp. xv, 170. $5.50, 

FRANE, C. S. The sugar industry in East Africa—an analysis of some problems and policy 

: questions relating to the expansion of the sugar industry in a developing economy. East 
African stud. no. 20. Nairobi: East African Pub. House, 1965. Pp. 115. $3. 

GEosAL, S, N. Agricultural financing in India—with special reference to land mortgage 
banks. New York: Asia Pub. House, Taplinger, distrib., 1966. Pp. xxiii, 199. $7. 

Gowrenzz LANDINEZ, V. Capacitación para la reforma agraria integral—conceptos, metodo- 
logías.e instrumentos idóneos. Materiales de ensefianza para reforma agraria no. 8. Bogotá: 
IICA-CIRA, 1966. Pp. 62. 

Hayner, N. S., in collab. with Haywer, U. M. New patterns in old Mexico—a study of 
town and metropolis. New Haven, Conn.: College & Univ. Press, 1966, Pp. 316. $6; 
paper, $2.45. 

Hurscmwüpr, M. M. anb FrgzRING, M. B. Simulation techniques for design of water- 
resource systems. Cambridge: Harvard Univ. Press, 1966. Pp. xi, 212. $7.50. 
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Hunner, N., Jr. Dividing the waters—a century of controversy between the United States 
and Mexico. Berkeley: Univ. of California Press, 1966. Pp. xii, 266. $6.95. 

Kaun, M. H. The role of agriculture in economic development—a case study of Pakistan. 
Wageningen, The Netherlands: Centre for Agric. Pub. and Doc., 1966. Pp. 161. 

KiREENDALL, R. S. Social scientists and farm politics in the age of Roosevelt. Columbia: 
Univ. of Missouri Press, 1966. Pp. ix, 358. $7. 

Moser, A. T. Getting agriculture moving—essentials for development and modernization. 
New York and London: Praeger, 1966. Pp. 190. $6.50. 
A training manual and set of selected readings related to the chapter topics are available 

from the Agricultural Develop. Council, Inc., 630 Fifth Ave., N.Y., N.Y. 10020. 


Nicumornrs, W. H. AND Parva, R. M, Ninety-nine fazendas: the structure and productivity of 
Brazilian agriculture, 1963. Ch. II, The Itapecuru Valley of Maranhão: Caxias. Prelim. 
ed. Nashville: Grad. Center for Latin American Stud., Vanderbilt Univ., 1966. Pp. ix, 
151. $3.50. 


PANDYA, H. L. India could and can export food—an introduction to the study of Indian 
food grains. Bombay : Pandya, 1966. Pp. 23. Rs. 2. 


ParERSON, R. W. Forecasting techniques for determining the potential demand for high- 
ways, Columbia: Bus. and Pub. Admin. Research Center, Only of Missouri, 1966. Pp. 128. 
Paper, $3. 

PELL, C. Megalopolis unbound—the supercity and the transportation tomorrow. New York: 
Praeger, 1966. Pp. vil, 233. $5.95. 


Perrier, L. C. AND Pearcy, G. E. Military geography. New York and London: Van Nos- 
trand, 1966. Pp. 176. Paper, $1.95. 


PoncELL, J. C. anp Forp, K. E. Long-run consumption trends and comparative shares by 
regions for fresh and processed food products. Athens: Univ. of Georgia Agric. Experi- 
ment Stations, 1966. Pp. 25. 


Purcert, J. C., Erron, J. C. AND RauNIXAR, R. Price-quantity-expenditure relations for 
food, Atlanta consumer panel quarterly estimates. Tech. bull. no. 52. Athens: Univ. of 
Geórgia College of Agric., 1966. Pp. 82. 


Rao, V. K. R. V. AND Desar, P. B. Greater Delhi—a study in urbanisation—1940-1957. 
New York: Asia Pub. House, Taplinger, distrib., 1965. Pp. xxxiii, 479. $21. 


RAUNIXER, R., PuscELL, J. C. AND Erron, J. C. Consumption and expenditure analysis for 
dairy products, fats, and oils in Atlanta, Georgia. Tech. bull. no. 51. Athens: Univ. of 
Georgia College of Agric., 1966. Pp. 68. 


. Consumption and expenditure analysis for fruits and vegetables in Atlanta, Georgia. 
Tech. bull. no. 53. Athens: Univ. of Georgia College of Agric., 1966. Pp. 64. 


Russii, E, J. A history of agricultural science in Great Britain—1620-1954. New York: 
Humanities Press, 1966. Pp. 493. $10. 


SHANAHAN, E. W. Western and Central Europe—a regional geography. New York: St. 
Martin's Press; London: Macmillan, 1965. Pp. xv, 493. $6. First pub. in 1964. 


SmairH, W. F. Aspects of housing demand—absorption, demolition, and differentiation. Re- 
search report no. 29. Berkeley : Univ. of California Inst. of Urban and Regional Develop., 
1966. Pp. vli, 89. $2.50. 


SPIEGELMAN, R. G. Analysis of urban agglomeration and its meaning for rural people. 

~ Agric. econ. report no. 96. Washington: U.S. Dept. of Agric. Econ. Research Svce., 1966. 
Pp. 24. 

Stocker, F. D. The role of local government in economic development of rural areas— 
research needs and opportunities, Agric. econ. report no. 94, Washington: U.S. Dept. of 
Agric. Econ. Research Svce., 1966. Pp. 20. 

Wremer, A. M. ann Hoyr, H. Real estate. 5th ed. New York: Ronald, 1966. Pp. xiv, 
758. $8.50. First pub. in 1939. 
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Weiss, S. F., Surra, J. E, Karser, E. J. anp KENNEY, K. B. Residential developer de- 
cisions—a focused view of the urban growth process. Urban stud. research monogr. Chapel 
Hill: Center for Urban and Regional Stud., Univ. of North Carolina, 1966. Pp. v, 94. $2. 


Informe de la reunión internacional de ejecutivos de la reforma agraria y de la reunion de 
evaluación y planeamiento del proyecto 206. Lima-Bogot& 1965. Bogotá: IICA-CIRA, 

= 1966. Pp. 132. 

Land tenure conditions and socio-economic development of the agricultural sector—Argen- 
tina. CIDA (Inter-American Com. Agric. Develop.). Washington: Pan Am. Union, 1966. 
Pp. x, 141. $2.50. 

Statistical summary of the mineral industry—world production, exports and imports 1959- 
1964. Prepared by Mineral Resources Div., Overseas Geological Surveys. London: H. M. 
Stationery Office, 1966. Pp. iv, 417. $5.50. 

Tenencia de la tierra y desarrollo socio-económico del sector agricola—Colombia. CIDA 
(Inter-American Com. Agric. Develop.). Washington: Pan Am. Union, 1966. Pp. xviii, 
563. $4.50. 

Tenencia de la tierra y desarrollo socio-económico del sector agrícola—Ecuador. CIDA 
(Inter-American Com. Agric. Develop.). Washington: Pan Am. Union, 1966. Pp. xxv, 
539. $4.50. 

Tenencia de la tierra y desarrollo socio-económico del sector agrícola—Guatemala. CIDA 
(Inter-American Com. Agric. Develop.). Washington: Pan Am. Union, 1966, Pp. xx, 244. 
$2.50. 


Labor Economics 


Baxxr, E, W. Mutual survival—the goal of unions and management. 2nd ed. Hamden, 
Conn.: Archon Books, 1966. Pp. ix, 116. $3. First pub. in 1946. 


BERNSTEIN, I. The lean years—a history of the American worker 1920-1933, Baltimore: 
Penguin Books, 1966. Pp. xi, 577. Paper, $2.25. 

Brown, E. C. Soviet trade unions and labor relations. Cambridge: Harvard Univ. Press, 
1966. Pp. ix, 394. $6.95. 

Davies, J. African trade unions. Baltimore: Penguin Books, 1966. Pp. 256. Paper, $1.25. 

pe ScHwenirz, D. Labor-management consultation in the factory—the experience of 


Sweden, England, and the Federal Republic of Germany. Honolulu: Univ. of Hawaii, 
College of Bus. Admin., 1966. Pp. ix, 128. $2.50. 


Dopoz, N. T. Women in the Soviet economy—their role in economic, scientific, and technical 
deveolpment. Baltimore: Johns Hopkins Press, 1966. Pp. xviil, 331. $10. 


GILPATRICK, E. G. Structural unemployment and aggregate demand—a study of employ- 
ment and unemployment in the United States, 1948-1964. Baltimore: Johns Hopkins 
Press, 1966. Pp. xviii, 235. $8.50. 


Hanser, W., ed. Labor in a changing America. New York and London: Basic Books, 1966. 
Pp. ix, 341. $5.95. 


Kay, E. R. How to establish current reporting of employment hours, and earnings in de- 
veloping countries. Bur. Labor Stat., report no. 302. Washington: U.S. Dept. of Labor, 
1966. Pp. 150. 


Kvan, J. W. Scientific and managerial manpower in nuclear industry. New York and 
London: Columbia Univ. Press, 1966. Pp. xv, 209. $7.50. 


Leprut, R. Sociologie du chômage. Paris: Presses Univ. de France, 1966. Pp. 547. E 30. 


Mosxow, M. 'H. Teachers and unions—the applicability of collective bargaining to public 
education, Philadelphia: Wharton School, Univ. of Pennsylvania, 1966. Pp. xiii, 288. 


Precx, S, M. The rank-and-file leader. New Haven, Conn.: College and Univ, Press, 1963. 
Pp. 398. $6; paper, $2.95. 
Roserrs, H. S., ed. The challenge of industrial relations in Pacific-Asian countries—proc. of 
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conference on . .. vol. 1. Honolulu: Univ. of Hawaii College of Bus. Admin., 1966. Pp. 
174. Single copies free. 

. Who's who in industrial relations . . . vol. 1. A-L. Honolulu: Univ. of Hawaii Col- 
lege of Bus. Admin., 1966, Pp. 171. $1. 


STIEBER, J., ed. Employment problems of automation and advanced technology—an in- 
ternational perspective. Proc. of conference at Geneva, Internat, Inst. Labour Stud., 19-24 . 
July 1964. New York: St. Martin's Press; London: Macmillan, 1966. Pp. xvii, 479. $16. 


SURACE, S. J. Ideology, economic change, and the working classes: the case of Italy. Berke- 
ley : Univ. of California Press, 1966. Pp. xiii, 196. $5. 

Collective bargaining adjustments to technological change. Dept. of Labor Stat. and Re- 
search. COMMAT report no. 65-5. Sacramento: Comm. on Manpower, Automation and 
Technology, 1965. Pp. 170. 


Michigan manpower study—phase 1. An analysis of the characteristics of Michigan’s labor 
force in the next 15 years. Battelle Memorial Inst., Socio-Econ. Research Section, Detroit : 
Michigan Employment Security Comm., 1966. Pp. 81. $2.50; includes phase 2 and suppl. 
material, 

National Conference on Labour-Management Relations, 9-10 Nov. 1964. Ottawa, Canada. 
Ottawa : R. Duhamel, 1965. Pp. 353. 

Ocupación y desocupación—Gran Santiago, marzo de 1966 Pub. no. 84. Santiago: Inst. de 
Econ., Universidad de Chile, 1966. Pp. 30. 

Ocupación y desocupación—Gran Santiago, junio de 1966. Inst. Econ. pub. no. 86. Santiago: 
Inst. de Econ., Univ. de Chile, 1966. Var. pp. 

Ünemployment insurance amendments of 1966— report together with minority views to 
accompany H.R. 15119, a bill to extend and improve the federal-state unemployment 
compensation program. 89th Cong., 2nd sess, Senate, Com. on Fin. report no. 1425. 
Washington: Supt, Docs., 1966. Pp. 92. 





Population; Welfare Programs; Consumer Economics 


Backer, J. E. AND AAGENAES, Ø. Dødelighet blant spedbarn i norge 1901-1963, (Infant mor- 
tality in Norway 1901-1963.) Samfunnsékonomiske stud. no. 17. Oslo: Central Bur. 
Stat. of Norway, 1966. Pp. 74. NKr. 7. 

Benson, C. S. The school and the economic system. Chicago: Sci. Research Associates, 1966. 
Pp. 117. Paper, $1.95, 

Brauc, M. Economics of education—a selected annotated bibliography. New York and 
London: Pergamon Press, 1966. Pp. xiii, 190. $6.50. ` 

CHOUDHORI, S. R. Sickness insurance in India and Britain. Calcutta: World Press Private, 
1966. Pp. xvi, 318. $5. 

GirMAN, C. P. Women and economics—a study of the economic relation between men and 
women as & factor in social evolution. Ed. by C. N. Degler. New York: Harper & Row, 
1966. Pp. xxxir, 356. Paper, $2.75. First pub. in 1898 by Small, Maynard & Co. 

Haser, W. AND Murray, M. G. Unemployment insurance in the American economy-—an 
historical review and analysis. Homewood, IH.: Irwin, 1966. Pp. xx, 538. $8.50. 

Hastinos, J. E. F. anb Mostry, W. Organized community health services. Royal Comm. 
on Health Svces. stud. Ottawa: Queen’s Printer, 1966. Pp. xix, 328. $3.50. 

IstAM, N. Studies in consumer demand, vol. 2. Pakistan: Oxford Univ. Press for Dacca Univ. 
Bur. of Econ. Research, 1966. Pp. 166. 

Jsromin, U. Die Uberseechinesen—ihre Bedeutung fiir die wirtschaftliche Entwicklung 
Südostasiens. Okonomische stud. no. 12. Stuttgart: Gustav Fischer, 1966. Pp. viii, 191. 
DM 29.50. 

LassrrzR, R. L., Jr. The association of income and educational achievement. Soc. sci. 
monogr. no. 30. Gainesville: Univ. of Florida Press, 1966. Pp. 52. $2. 

Lusove, R. ed. Social welfare in transition—selected English documents, 1834-1909. In- 
troductory essays by J. Duffy and S. Mencher. Pittsburgh: Univ. of Pittsburgh Press, 
1966. Pp. xiii, 334. $8. 
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Marca, G. B., ed. Occupational data requirements for education planning, Proceedings of 
a conference. Madison: Univ. of Wisconsin Center Vocational and Technical Educ., 1966. 
Pp. xii, 165. 

NasH, P. Culture and the state—Matthew Arnold and continental education, New York: 
Teachers College Press, Columbia Univ., 1966, Pp. 283. $4.95; paper, $2.95. 

RoniNsoN, E. A. G. AND Varzey, J. E., eds. The economics of education—proc. of confer- 
ence held by the Internat. Econ. Assoc. New York: St, Martin's Press; London: Mac- 
millan, 1966. Pp. xvii, 781. $16. 

SrEVENS, R. Medical practice in modern England—the impact of specialization and state 
medicine. New Haven and London: Yale Univ. Press, 1966. Pp. xii, 401. $10. 

Srvcos, J. M. anb Arias, J., eds. Population dilemma in Latin America, Washington: 
Potomac Books, 1966. Pp. xiii, 249. $3.95; paper, $2.45. Contributions by various authors. 

SWANSON, J. E., AgbEeN, W. AND Srur, H. E, Je. Financial analysis of current operations 
of colleges and universities, Ann Arbor: Inst. Pub. Admin., Univ. of Michigan, 1966, 
Pp. xvi, 443. Paper, $3.50. 

Wesr, E. G. Education and the state—a study in political economy. London: Inst. of Econ. 
Affairs, 1965. Pp. xiii, 242. 40s. 

Children and youth in national development in Latiu America, Report of Conference in 
santiago, Chile, 28 Nov. to 11 Dec. 1965. New York: UNICEF, 1966. Pp. 132. $2.50; 
paper, $1.25. 

Economic aspects of the social security tax, Research pub. no. 5. New York: Tax Founda- 
tion, 1966. Pp. 63. $1.50. 

Family incomes and expenditures in greater Santiago—experimental survey. Inst, Econ. 
pub. no. 85. Santiago : Inst. de Econ., Univ. de Chile, 1966. Pp. 256. 

Opening fall enrollment in higher education, 1965. Nat. Center for Educ. Stat. circ. no. 796. 
Washington : Supt. Docs., 1966. Pp. 90. 504. 

Population—revue bimestrielle de VInstitut National d'Etudes Démographiques. Nov.- 
Dec. 1965. Paris: Presses Univ. de France, 1965. Pp, 941-1189. F 6.50. 
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Public finance and education. Public Finance, 1966, XXI (1-2). Papers and proc. of the 
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ADLER, S. The isolationist impulse—its twentieth-century reaction. New York: Free Press; 
London: Collier-Macmillan, 1957. Pp. 507. Paper, $2.95. 
Cann, E. H. German-Soviet relations between the two World Wars, 1919-1939. New York: 
Harper & Row, 1966. Pp. 146. Paper, $1.25. Orig. pub. in 1951 by Johns Hopkins Press. 
FAULENER, E. J., ed. Man's quest for security--a symposium. Lincoln: Univ. of Nebraska 
Press, 1966. Pp. xiv, 198. $5. 
Contributions by 5. Hook, K. Davis, H. P. Rome, H. W. Stoke, H. S. Beers, C. E. Walker 
and T. S. Power. 


Gatun, B. Hsin Hsing, Taiwan: a Chinese village in change. Berkeley: Univ. of California 
Press, 1966. Pp. xi, 324. $8.50. 


Gorpon, G. Role theory and illness—a sociological perspective. New Haven, Conn.: Col- 
lege & Univ. Press, 1966, Pp. 158. $4.50; paper, $1.95. 

Hav, D. Europe—the emergence of an idea. New York: Harper & Row, 1966. Pp. ix, 132. 
$1.25. Orig. pub. in 1957 by Edinburgh Univ. Press. 

Hitter, E. T. The nature and basis of social order. New Haven, Conn.: College & Univ. 
Press, 1966. Pp. 160. $4; paper, $1.95. 
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Irrrrp, F., Je. AND Laver, R. Social nudism in America. New Haven, Conn.: College and 
Univ. Press, 1964. Pp. 240, $5; paper, $1.95. 

Lacy, D. The meaning of the American Revolution. New York and Toronto: New Am. 
‘Lib.; London: New English Lib., 1964. Pp. 303. Paper, 95¢. 

Laqueur, W. AND MosszE, G. L., eds. International fascism 1920-1945. New York: Harper 
& Row, 1966. Pp. x, 197. Paper, $1.75. 

Contributions by various authors. Originally pub. as Vol. 1, no. 1, 1966, of the Journal 
of Contemporary History, by Weidenfeld & Nicolson, Ltd. 

Lasxv, V. The ugly Russian. New York: Pocket Books, 1966. ‘Pp. vii, 274. Paper, 75€. First 
pub. by Trident Press, 1965. 

LEgoPoLp, R. W., Ling, A. S. AND COBEN, 5., eds. Problems i in American history. Vol. I, 
Through reconstruction; Vol. II, Since reconstruction. 3rd ed. Englewood Cliffs, N.J.: 
Prentice-Hall, 1966. Pp. xxi, 436; x, 437. $4.95 each. First pub. in 1952. 

Levin, M. B. Kennedy campaigning—the system and the style as practiced by Senator Ed- 
ward Kennedy. Boston: Beacon Press, 1966. Pp. xix, 313. $5.95. 

LOEWENSTEIN, K. Max Weber's political ideas in the perspective of our time. Transl. from 
the German by R. and C. Winston. Amherst: Univ. of Massachusetts Press, 1966, Pp. xii, 
104. Paper, $2. 

MaNcoNz, G. J., ed. UN administration of economic and social programs. Columbia Univ. 
stud, in internat. organization no. 3. New York and London: Columbia Univ. Press, 1966. 
Pp. xxi, 291. $6.95. 

Contributions by L. M. Goodrich, R. Gregg, G. J. Mangone, T. Meron and W. R. Sharp. 

MOoNTAGUZ, J. B., Jr. Class and nationality-—English and American studies. New Haven, 
Conn.: College & Univ. Press in assoc. with Washington State Univ., 1963. Pp. 246. $5; ` 
paper,$1.95. 

Namme, L. Facing East—essays on Germany, the Balkans, and Russia in the twentieth cen- 
tury. New York: Harper & Row, 1966. Pp. 143. Paper, $1.25. Orig. pub. in 1947 by 
Hamish Hamilton, Ltd. 

NxuEMXKIS, P. R. Latin America: myth and reality. Rev. ed. New York and Toronto: New 
Am. Lib., 1966. Pp. xi, 317. Paper, 956. First pub. in 1964. 

NrgHorz, A. H., ed. A casebook of social change. Chicago: Aldine, 1966, Pp. 312. $6. 

PANNELL, J. P. M. The techniques of industrial archaeology. New York: Taplinger, 1966. 
Pp. 191. $7.50. 

. Rosg, A. J. Dilemmas down tmder—Australia and the Southwest Pacific. New York and 
London: Van Nostrand, 1966. Pp. 112. Paper, $1.45. 

SMELSER, N. J. AND Liser, S. M., eds. Social structure and mobility i in economic develop- 
ment. Chicago : Aldine, 1966. Pp. ix, 399. $10.75. 

Vort, D. Q. American basebalIl—from gentleman’s sport to the commissioner system. Nor- 
man: Univ. of Oklahoma Press, 1966. Pp. xxxi, 336. $5.95. 

Werner, M., ed. Modernization—the dynamics of growth. New York and London: Basic 
Books, 1966. Pp. xvi, 355. $6.95. 

Basic facts about the United Nations. New York: United Nations, 1966. Pp. 62. 35é 

Latin America in Soviet writings—a bibliography. Vol. I: 1917-1958; Vol. II: 1959-1964. 
Comp. by L. Okinshevich, ed. by R. G. Carlton. Baltimore: Johns Hopkins Press, 1966. 
Pp. xvii, 257 ; xii, 311. $15 each; both vols., $25. 
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New York: Am. Behavioral Scientist, div. of Sage Publications, 1966. Pp. 220. $12.50. 
South Africa and United States policy. Johannesburg: South Africa Foundation, 1966. 

Pp. 27. Paper, 504 

United States government organization manual 1966-67. Washington: Supt. Docs, 1966. 

Pp. viii, 811. $2. 


NOTES 


In order to provide a year-round placement service for economists, the American Eco- 
nomic Association in cooperation with the Chicago Professional Office of the Illinois State 
Employment Service has established a National Registry for Economists. Candidates are 
asked to fill out and return a standard application form to the Chicago office. This will be 
kept on file and upon request will be duplicated. and submitted to prospective employers. 
All inquiries concerning this service should be sent directly to the National Registry for 
Economists, 208 South La Salle Street, Chicago, Illinois 60604. 


AER MANUSCRIPTS 


The following manuscripts, exclusive of comments and replies and in addition to those 
listed in previous issues, have been accepted for publication in subsequent issues of the 
American Economic Review: 


D. J. Aigner and A. J. Heins, “On the Determinants of Income Equality” 

Abmad Al-Samarrie and H. P. Miller, “State Differentials in Income Concentration” 

A. Asimakopulos, "The Biological Interest Rate and the Social Utility Function" 

W. J. Baumol, “Macroeconomics of Unbalanced Growth: The Anatomy of Urban Crises” 


W. B. Bennett, “Cross-Section Studies of the Consumption of Automobiles in the United 
Sta » 


Royall Brandis, “The Myth of Absolute Advantage" 

J. A. Carlson, “Forecasting Errors and Business Cycles” 

R. H. Day, “The Economics of Technological Change and the Demise of the Sharecropper” 

Louis De Alessi, “The Short Run Revisited” 

P. A. Diamond, “The Role of a Stock Market in a General Equilibrium Model with Tech- 
nological Uncertainty” 

Robert Eisner, “A Permanent Income Theory for Investment: Some Empirical Explora- 
tion” 

F. T. Dolbear, Jr., “On the Theory of Optimum Externality" 

T. J. Finn, “A Graphical Proof of a Property of a Closed Linear Model of Production" 

A. M. Freeman, III, "Income Distribution and Planning for Public Investment” 

R. E. Hall and D. W. Jorgenson, “Tax Policy and Investment Behavior" 


J. A. Hanson and P. A. Neher, “The Neoclassical Theorem Once Again: Closed and Open 
Economies” 


L. R. Klein and R. S. Preston, “Some New Results in the Measurement of Capacity 
Utilization” 

M. K. Lewis, “Friedman-Meiselman and Autonomous Expenditures” 

P, A. Meyer, “A Paradox on Profits and Factor Prices” 

J. D. Mooney, “Urban Poverty and Labor Force Participation” 

m Pauly, “Mixed Public and Private Financing of Education: Efficiency and Feasi- 

ility” 
C. R. Plott, “A Notion of Equilibrium and Its Possibility under Majority Rule” 
F. M. Scherer, “Market Structure and the Employment of Scientists and Engineers” 


B. N. Siegel and Robert Campbell, “The Demand for Higher Education in the United 
States, 1919-1964” 


I. H. Silberman, “On Lognormality as a Summary Measure of Concentration" 
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G. J. Staller, “Patterns of Stability in Foreign Trade: OECD and COMECON, 1950- 
1963” 


Announcements 


The Census Bureau will publish early in October a new report, “Long-Term Economic 
Growth: A Statistical Compendium.” This report brings together almost 400 aggregate 
annual economic time series, almost 800 component series, and many analytical tables and 
charts that are helpful in studies of economic growth. 


Under the authority of the Manpower Act of 1963 as amended, the Department of Labor 
may enter into contracts or provide grants for the conduct of research by organizations and 
individuals outside the Department. The Office of Manpower Policy, Evaluation and Re- 
search provides support for the following research programs: (1) Contract research for 
relatively definitive projects on fundamental manpower problems; (2) Research grants of up 
to $10,000 in direct costs to (a) established scholars for the exploration and development of 
new research approaches to manpower problems and to (b) universities for the support of 
promising dissertation research in the manpower field; (3) Manpower research institutional 
grants of up to $75,000 a year for a period of three years to colleges and universities planning 
to establish or strengthen their activities in the manpower field. Detailed information on 
procedures for submission of research proposals is contained in the Guidelines prepared for 
each of these programs, copies of which may be obtained from the Director, Office of Man- 
power Policy, Evaluation and Research, Manpower Administration, U.S. Department of 
Labor, Washington, D.C. 20210. 


As part of its annual meeting in San Francisco, November 1966, the Medical Care 
Section of the American Public Health Association had a session devoted to contributed 
papers on the Economics of Health and Medical Care. The session was chaired by Selma J. 
Mushkin. The following papers were read: "The Cost of Treatment of Specific Illnesses: 
Some Estimating Problems and Preliminary Findings,” By Anne A. Scitovsky; “The Shapes 
of the Costs and Production Functions for Physician’s Services by Specialty, Type of Prac- 
tice and Geographic Area,” by Donald E. Yett; “Comparative Costs and Alternative In- 
stitutional Arrangements in the Treatment of the Mentally Ill," by Kenneth M. McCaffree; 
“The High Cost of Premature Death," by Dorothy P. Rice; and "Present States of Cost 
Benefit Analysis in the Health Field," by Herbert E. Klarman. 


The Social Sclence Institute, Washington University, St. Louis, announces vacancies in the 
Community Mental Health Research Training Program at both the postdoctoral and pre- 
doctoral levels. This program is designed to prepare social scientists for research and teach- 
ing positions involving the application of social science theory and method to problems of 
communty mental health. 

Appointments in the postdoctoral program carry a minimum stipend of $6,000 for the 
nine-month academic year, plus a dependency allowance. Appointments in the predoctoral 
program carry a minimum stipend of $2,000, plus tuition and dependency allowance. Ap- 
pointments may be renewed each year with increased stipend. Inquiries and requests for 
more detailed information may be addressed to George Psathas, Program Director, Com- 
munity Mental Health Research Training Program, Social Science Institute, Washington 
University, St. Louis, Missouri 63130, Applications for appointments for the academic year 
1967-68 should be directed to the Program Director by March 1, 1967. 


Deaths 


Arthur Z. Arnold, professor of economics, New York University. 

E. G. Smith, professor emeritus, department of marketing, College of Business Admin- 
istration, University of Texas. 

Perry D. Teitelbaum, Resources for the Future, July 3, 1966. 
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Rettrements 


J. Fred Bell, department of economics, University of Illinois, August 1966. 

Ruth Branigan, associate professor of business management, Old Dominion College, 
June 1966. 

Clyde M. Kahler, professor of insurance, University of Pennsylvania. 

Simeon Leland, dean, College of Arts and Sciences, Northwestern University, August 
1966. 

Charles L. Prather, professor of finance, College of Business Administration, University 
of 'Texas. 

John H. Prime, distinguished professor of finance, professor emeritus and dean emeritus, 
School of Commerce, New York University, August 1966. 

Donald Scoles, professor of insurance and finance, California State College, Los Angeles, 
June 1966. 

Emil G. Spitzer, International Monetary Fund, November 1965; consultant, department 
of economic and social affairs, United Nations, February-June 1966. 

John A. White, dean and professor of accounting, College of Business Administration, 
University of Texas. 


Visiting Foreign Scholars 


Robert L. Crouch, University of Essex: visiting associate professor of economics, North- 
western University. 

Michael J. Farrell, Gonville and Caius College, Cambridge: visiting professor of eco- 
nomics, University of California, Berkeley, 1966-67. 

Norman J. Gibson, University of Manchester: visiting associate professor, University 
of Wisconsin. 

Laurence Harris, London School of Economics and Political Science: visiting assistant 
professor of economics, University of California, Berkeley, 1966-67. 

Werner Hildenbrand, University of Heidelberg Technische Hochshule at Karlsruhe: visit- 
ing assistant professor of economics and mathematics, University of California, Berkeley, 
1966-67. 

Edmond Malinvaud, Institut National de la Statistique et d'Etudes Economique, Paris: 
visiting professor of economics, University of California, Berkeley, 1966-67. 

E. Victor Morgan, University of Manchester: visiting professor of economics and com- 
merce, Simon Fraser University, fall 1966. 

André L. Müller, University College, Durban, Republic of South Africa: visiting assistant 
professor of economics, Dartmouth College, fall 1966. 

A. Qayum, American University in Cairo: visiting professor of economics, University of 
Towa, second semester 1966-67. 

John M. Samuels, University of Birmingham: visiting associate professor of economics, 
Purdue University. 

Frans Van Winckel, University of Louvain: visiting professor of applied mathematics, 
Graduate School of Business, University of Chicago, winter and spring 1967. 


Promotions 


Dennis J. Aigner: associate professor of economics, University of Illinois. 
Dean F. Berry: associate professor of industry, University of Pennsylvania. 
Richard A. Bilas: associate professor of economics, University of Southern California. 


Francis E. Brown: associate professor of marketing and statistics, University of Penn- 
sylvania. 
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John A. Carlson: associate professor of economics, Purdue University. 
' Charles R. Carr: professor of economics and management, Purdue University. 

M C. Clelland: professor of statistics and operations research, University of Penn- 
sylvania, 

John R. Cox: professor of finance, California State College, Los Angeles. 

Ed F. Crim, Jr.: professor of economics, University of Oklahoma. 

Jean B. Crockett: professor, department of finance, University of Pennsylvania. 

Michael E. DePrano: associate professor of economics, University of Southern California. 

Wiliam P. Dommermuth: associate professor of marketing, College of Business Admin- 
istration, University of Texas. 

John E. Elliott: professor of economics, University of Southern California. 

Robert P. Fairbanks: associate professor of economics, Northern Illinois University. 

Antonio Giles: specialist, Interamerican Institute of Agricultural Science, OAS, Agrarian 
Reform, Rio de Janeiro. 

David K. Hildebrand: assistant professor of statistics, University of Pennsylvania. 

Eugene C. Holshouser: professor of economics, University of Georgia. 

Edgar M. Hoover: university professor, University of Pittsburgh. 

Mamoru Ishikawa: assistant professor of economics, University of Pittsburgh. 

Shirley B. Johnson: assistant professor of economics, Washington Square College, New 
York University. 

Jerome B. Kernan: associate professor of marketing, College of Business Administration, 
University of Texas. 

Charles W. King, Jr.: assoclate professor of industrial management, Purdue University. 

Robert L. Knox: associate professor of economics, Arizona State University. 

Anne O. Krueger: professor of economics, University of Minnesota. 

Jürgen Ladendorf: assistant professor of production, Harvard Business School. 

Mildred Levy: assistant professor of economics, College of Business Administration, 
University of Illinois. 

Cliff L. Lloyd: associate professor of economics, Purdue University. 

Samuel M. Loescher: professor of economics, Indiana University. 

John J. Murphy: associate professor of economics, The Catholic University of America. 

David M. O'Neill: assistant professor of economics, University of Pennsylvania. 

James A. Papke: professor of economics, Purdue University. 

George M, Parks, associate professor of industry, University of Pennsylvania. 

W. Nelson Peach: research professor of economics, University of Oklahoma. 

Richard H. Puckett: assistant professor of economics, The American University. 

J. C. Ray: professor of accounting, California State College, Los Angeles. 

Eldon Reiling: assistant professor of economics, Northern Illinois University. 

Dean Rickenbach: associate professor of economics, Brigham Young University. 

John H. Riew: associate professor of economics, Pennsylvania State University. 

Jack L. Robinson: associate professor of economics, University of Oklahoma. 

Richard L. Rowan: associate professor of industry, University of Pennsylvania. 

John Sagan: treasurer, Ford Motor Company. 


Herbert L Schiller: professor, Bureau of Economic and Business Research, University 
of Illinois. 


Thomas F. Schutte: assistant professor of marketing, University of Pennsylvania. 


Graham K. Shaw: assistant professor of economics, Washington Square College, New 
York University. 
Franklin Sherwood: assistant professor of economics, University of Massachusetts. 
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John J. Sherwood: associate professor of administrative sciences, Purdue University. 

Raynard M. Sommerfeld: associate professor of accounting, College of Business Admin- 
istration, University of Texas. 

William H. Starbuck: associate professor of administrative sciences and economics, Pur- 
due University. 

Benjamin H, Stevens: professor, department of regional science, University of Penn- 
sylvania. 

Gene B. Tipton: professor of economics, California State College, Los Angeles. 

Paul Wells: professor of economics, University of Illinois. 


Thomas H. Williams: professor of accounting, College of Business Administration, 
University of Texas. 

Julian Wolpert: associate professor, department of regional science, University of Penn- 
sylvania. 

F. O. Woodard: professor of economics, Wichita State University. 


Administrative Appointments 


Nathan M. Becker: dean, School of Business Administration, Pace College. 
Philip W. Cartwright: dean, College of Arts and Sciences, University of Washington. 
Wayne W. Clark: chairman and professor of economics, Brigham Young University. 


E. Kennedy Cobb: associate dean and professor of accounting, School of Business and 
Economics, California State College, Los Angeles. 


Eirik G. Furubotn: chairman, department of economics, State University of New York, 
Binghamton and Harpur College. 


John M. Gersting, John Carroll University: chairman, department of economics and 
business administration, Birmingham-Southern College. 

Thomas P. Gilroy: program director, Center for Labor and Management, University of 
Iowa, February 1967. 


Benton E. Gup: director of research, department of economics, University of Cincinnati. 
Donaid W. Hill: dean, Rollins College. 


Sherwood G. Huneryager: assistant dean, College of Business Administration, University 
of Illinois. 


Finn B. Jensen: chairman, department of economics, Lehigh University. 

Leonard Kent: associate dean, College of Business Administration, University of Illinois. 
George Kozmetsky: dean, College of Business Administration, University of Texas. 
John M. Kuhlman: chairman, department of economics, University of Missouri. 


Laurence E. Leamer: chairman, division of social sciences, State University of New York, 
Bingbamton and Harpur College. 


E. E. Liebhafsky : chairman, department of economics and finance, University of Houston. 

Francis B. McCormick: acting chairman, department of agricultural economics and rural 
sociology, Ohio State University. 

Francis McIntyre: associate dean and chairman, Graduate Faculty, College of Business 
Administration, University of Hawaii. 

Edmund A. Mennis: senior vice president and chairman, Trust Investment Committee, 
Republic National Bank of Dallas. 

Bruce R. Morris: acting head, department of economics, University of Massachusetts. 

Thomas P. Murphy, National Aeronautics and Space Administration: director and pro- 
fessor of public administration, University of Missouri, Kansas City. 


Gerald P. Nordquist: director, department of economics graduate program, University of 
Iowa. 
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Edwin P. Reubens: executive officer of Ph.D. program in economics, City University 
of New York. 
Henry B. Schechter: director, Office of Economic and Market Analysis, Department of 
Housing and Urban Development, Washington, D.C. 
William E. Schlender: chairman, department of management, College of Business Ad- 
ministration, University of Texas. 
Ei S. Sgontz: acting director, Bureau of Business and Economic Research, University 
of Iowa. 
Howard J. Sherman: chairman and associate professor, department of economics, Uni- 
versity of California, Riverside. 
Jack W. Skeels: acting head, department of economics, Northern Ilinois University. 
Mervin G. Smith: assistant dean of international agriculture, Ohio State University. 
Frank M. Tamagna: chairman, department of economics, The American University. 
John G. Turnbull: associate dean, College of Liberal Arts, University of Minnesota. 
Jack T. Turner, University of Illinois: dean, School of Business Administration, Old 
Dominion College. 
George W. Ulseth: chairman and professor, department of accounting, Wisconsin State 
University. 
Ralph von Gersdorff: regional adviser on social and economic development and planning 
in Africa, United Nations Economic Commission for Africa, Addis Adaba, Ethiopia. 
Ray O. Werner: chairman, department of economics and business administration, Colo- 
rado College. 
J. Earl Williams: director of the Institute of Human Resources and professor of eco- 
nomics, University of Houston. 
D. A. Worcester: acting chairman, department of economics, University of Washington. 


Appointments 


Rein Abel; lecturer in accounting, Wharton School, University of Pennsylvania. 

George A. Akerlof: acting assistant professor of economics, University of California, 
Berkeley. 

Juan B. Aponte: visiting associate professor of insurance, Wharton School, University of 
Pennsylvania. 

Julius F. Aronofsky: visiting professor of statistics, Wharton School, University of Penn- 
sylvania. 

W. Michael Bailey: instructor in economics, The American University. 

Maurice Baker, Rutgers—The State University: associate professor of agricultural 
economics, University of Nebraska. 

Nancy S. Barrett: instructor in economics, The American University. 

Charles L Barteld: assistant professor of management sciences, School of Business 
Administration, The American University. 

Richard C. Barth: assistant professor of economics, University of Maryland. 

Edward Bell: instructor in economics, Miami University. 

David A. Belsley, Dartmouth College: assistant professor of economics, Boston College. 

Frank Benson, University of Pennsylvania: associate professor of statistics, University 
of Southampton. 

A. V. Berger-Voesendorf: professor of economics, Sacred Heart University, Bridgeport, 
Connecticut. 

John A. Bergeron: associate professor of business administration, Boston University. 


Lawrence A, Boland, University of Wisconsin: assistant professor, department of eco- 
nomics and commerce, Simon Fraser University. 
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Jean Bourgeois-Pichat: visiting professor of economics, Wharton School, University of 
Pennsylvania. 

Robert D. Bowers: assistant professor of economics, Western Reserve University. 

David M. Bramhall: professor elect of economics, University of Pittsburgh, fall 1967. 

Keith C. Brown: assistant professor of economics, Purdue University. 

Antonio Camacho: assistant professor of economics, Purdue University. 

Gordon Cameron: visiting associate professor of economics, University of Pittsburgh, 
spring trimester, 1966-67. 

Vincent Cangelosi: associate professor, department of general business, College of Busi- 
ness Administration, University of Texas. 

Thomas F. Carroll: professor of economics, George Washington University. 

Hollis B. Chenery, Harvard University: visiting professor of economics, University of 
California, Berkeley, winter 1966. 

N. K. Choudhry: visiting associate professor of economics, Wharton School, University 
of Pennsylvania, spring term, 

Neil C. Churchill, Carnegie Institute of Technology: visiting associate professor, Harvard 
Business School, 1966-67. 

Norman Coates: lecturer in industry, Wharton School, University of Pennsylvania. 


Stanley H. Cohn, Research Analysis Corporation: associate professor of economics, 
State University of New York, Binghamton and Harpur College. 


John Conlisk, Rice University: assistant professor of economics, University of Wisconsin. 
Arthur J. Corazzini: instructor in economics, Dartmouth College. 


Arthur J. Cordell, National Commission on Food Marketing: Joel Dean Associates, New 
York City. 


Harley Courtney: assistant professor of accounting, College of Business Administration, 
University of Texas. 
Robert Crockett: lecturer in finance, Wharton School, University of Pennsylvania. 


John M. Culbertson, University of Wisconsin: visiting professor in economics, University 
of California, Berkeley, 1966-67. 


Anthony J. Curley: lecturer in finance, Wharton School, University of Pennsylvania. 

Edgar R. Czarnecki: assistant professor and program director for labor education, Center 
for Labor and Management, University of Iowa. 

Clarence H. Danof: professor of economics, George Washington University. 

Philip Davidowitz: visiting associate professor, Harvard Business School 

Marcia Davidson, U.S. Treasury: assistant professor of economics, Boston College. 

Charles M. Dehority: assistant professor of business management, Old Dominion Col- 
lege. 

David R. Denzler: assistant professor of industrial management, Purdue University. 

Gary Devino: assistant professor of agricultural economics and marketing, Rutgers— 
The State University. : 

Walter A. Dinsdale: visiting professor of finance, College of Business Administration, 
University of Texas. 

Bagio Di Venuti, St. Louis University: professor of economics, Catholic University, 
Dominican Republic. 


Ryszard Domanski: visiting lecturer in regional science, Wharton Schóol, University of 
Pennsylvanía. 


John A. Domonkos, Federal Reserve Bank, Cleveland: instructor in finance, Western 
Reserve University. 


Richard E. Dutton: visiting associate professor of management, College of Business 
Administration, University of Texas. 


1386 THE AMERICAN ECONOMIC REVIEW 


Bruce E. Edwards: associate professor of economics, Bowling Green State University. 

Kenneth K. L. Fan: computer research specialist, College of Business and Social 
Sciences, Utah State University. 

Barry C. Field: assistant professor of economics, George Washington University. 

Charles Fishbaugh: assistant professor of economics, Florida State University. 

Boyd L. Fjeldsted: assistant professor of economics, University of Utah. 

F. Marion Fletcher: lecturer in industry, Wharton School, University of Pennsylvania. 

Carter L. Franklin: lecturer in industry, Wharton School, University of Pennsylvania. 

E. Bruce Fredrikson: University of Pennsylvania, appointment at Syracuse University. 

William O. Freithaler: research staff, department of economics, Ranp Corporation. 

R. J. Freund: associate professor of economics, Texas A & M University. 

Bruno Frey: visiting lecturer in economics, Wharton School, University of Pennsylvania. 

Ann Friedlaender: assistant professor of economics, Boston College. 

Emma L. Fundaburk: assistant professor of economics, Bowling Green State University. 

Nelda Garcia: instructor in general business, College of Business Administration, Uni- 
versity of Texas. 

John L. Gardner: instructor in economics, University of Minnesota. 

Charles E. Gearing: assistant professor of industrial management, Purdue University. 

William F. Glueck: assistant professor of management, College of Business Administra-. 
tion, University of Texas. 

Andrew Gold: assistant professor of economics, Miami University. 

H. Scott Gordon: professor of economics, Indiana University. 

Bertram Gottlieb, AFL-CIO: visiting professor, Center for Labor and Management, 
University of Iowa, 1966-67. 

David H. Greenberg, ‘Massachusetts Institute of Technology: research staff, logistics de- 
partment, RAND Corporation. ? 

Stephen A. Greyser, Harvard Business Review: assistant professor of marketing, Harvard 
Business School, 

Irwin Gross: lecturer in marketing, Wharton School, University of Pennsylvania. 

James A. Gross, Holy Cross College: assistant professor, New York State School of 
Industrial and Labor Relations, Cornell University. 

Herbert Grubel: associate professor of finance, Wharton School, University of Pennsyl- 
vania. 
E K. Gupta: visiting professor of statistics, Wharton School, University of Pennsyl- 


Charles W. Hackett, Tr.: assistant professor of finance, College of Business Administration, 
University of Texas. 


Ernest J. Hall, Jr.: associate professor of management, College of Business Administra- 
tion, University of Texas. 


Michael J. Hamburger, University of Pennsylvania: Federal Reserve Bank of New 
York. 


John S. Hammond, IIl: instructor in managerial economics, reporting and control, 
Harvard Business School. 


Bent Hansen: professor of economics, University of California, Berkeley. 
H. O. Hartley : professor of economics, Texas A & M University. 


Gerald R. Hartman: assistant professor of insurance, Wharton School, University of 
Pennsylvania. 


Michio Hatanska, University of Rochester: professor, Osaka University. 
John M. Hatcher: assistant professor of accounting, Purdue University. 
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Robert H. Hayes, Stanford University: assistant professor of management, Harvard 
Business School 

Rolf Hayn: senior economist, Pan American Union. 

Thomas Havrilesky: assistant professor of economics, University of Maryland. 


Upton B. Henderson, University of Missouri: assistant professor of economics, Hiram 
Scott College. 


J. L. Heskett, Ohio State University: associate professor of marketing and business 
logistics, Harvard Business School. 


Sidney Hess: associate professor of statistics, Wharton School, University of Pennsylvania. 

R. R. Hocking: associate professor of economics, Texas A & M University. 

Thomas E. Holland: associate professor of economics, Texas A & M University. 

Ann M. R. Horowitz: assistant professor of economics, Indiana University. 

Donald C. Horton: associate professor of economics, Bowling Green State University. 

Howard T. Hovde: distinguished visiting professor of marketing, College of Business 
Administration, Kent State University. 

Edward Howle: lecturer in economics, Indiana University. 

H. W. Huegy: visiting professor of marketing, College of Business Administration, Uni- 
versity of Texas. 

Shinichi Ichimura: visiting professor of economics, Wharton School, University of Penn- 
sylvania. 

James W. Jenkins: special instructor in economics, Brigham Young University. 

Eugene Jentges: instructor in business administration, Hiram Scott College. 

Gaylord A. Jentz: associate professor of general business, College of Business Administra- 
tion, University of Texas. 

Dudley D. Johnson, University of Virginia: instructor in economics, Dartmouth College. 

Howard E. Johnson: assistant professor of management, College of Business Administra- 
tion, University of Texas. 

Mildred E. Jones: fuels economist, Tennessee Valley Authority. 

Ronald D. Jones, Rann Corporation: associate professor, School of Business and 
Public Administration, University of Missouri, Kansas City. 

Hyman Joseph: assistant professor of economics, University of Iowa. 

Ralph Kaminsky: associate professor of public finance, Graduate School of Public 
Administration, New York University. 

Edward J. Kane, Princeton: associate professor of economics, Boston College. 

John W. Kendrick: professor of economics, George Washington University. 

Edward R. Kittrell, University of Alberta: associate professor of economics, Northern 
Ilinois University. 

Benjamin J. Klebaner: economic adviser, Second National Bank Region of New Vork, 
New Jersey, Puerto Rico and the Virgin Islands. 

Linda J. Kleiger, University of California, Los Angeles: research staff, logistics depart- 
ment, RAND Corporation. 

Michael Klein: lecturer in economics, Indiana University. 

Lennis M. Knighton: assistant professor of accounting, College of Business Administra~ 
tion, University of Texas. 

Shou Eng Koo: associate professor of economics, College of Business Administration, 
University of Georgia. 

Richard Kosobud, Wayne State University: visiting associate professor of economics, 
College of Business Administration, University of Illinois, Chicago. 

john F. Kottas: lecturer in industry, Wharton School, University of Pennsylvania. 

Ezra Krendel: visiting professor of statistics, Wharton School, University of Pennsylvania. 
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Harvey A. Krow: visiting associate professor of economics, University of Pittsburgh. 

Kermit D. Larson: assistant professor of accounting, College of Business Administration, 
University of Texas. 

Prem S. Laumas, Ohio University: assistant professor of economics, Northern Minois 
University. 

Alton D. Law, Rutgers—The State University: assistant professor of economics, Western 
Maryland College. 

Chung Lee: assistant professor of economics, Miami University. 

James Leontiades: assistant professor of marketing, Wharton School, University of Penn- 
sylvania. 

Abba P. Lerner: professor of economics, University of California, Berkeley. 

Larry G. Little: special instructor in economics, Brigham Young University. 

Philip J. Lund: visiting lecturer in economics, Wharton School, University of Penn- 
sylvania. 

Craig C. Lundberg: assistant professor of industry, Wharton School, University of Penn- 
sylvania. 

Asatoshi Maeshiro: assistant professor of economics, University of Pittsburgh. 

Miles Martin, University of Pennsylvania: appointment at Michigan State University. 

Ferdinand J. Mathis, University of Iowa: assistant professor of economics, College of 
Business Administration, University of Illinois, Chicago. 

S. Charles Maurice: temporary instructor in RES College of Business Administra- 
tion, University of Georgia. 

Melvin L. Meer: assistant professor of — University of Maryland. 

David I. Meiselman, U.S. Treasury Department: visiting professor of economics, Univer- 
sity of Minnesota, spring quarter 1967. 

Robert D. Mettlen: assistant professor of finance, College of Business Administration, 
University of Texas. 

Marcel Michel: visiting lecturer in marketing, College of Business Administration, Uni- 
versity of Texas, spring 1965-66, fall 1966-67. 

Norman C. Miller: assistant professor of economics, Bowling Green State University. 

Ralph E. Miller: acting assistant professor of economics, University of California, Berke- 
ley. 

J. Sayer Minas, University of Pennsylvania: appointment at University of Waterloo, 


A. L. Nagar: visiting professor of economics, Wharton School, University of Pennsylvania. 

Richard E. Neel, University of South Florida: director of institutional planning, Florida 
Technological University. 

John P. Nieuwenhuysen: visiting associate professor, University of Pittsburgh, fall tri- 
mester 1966. 

J. Randolph Norsworthy, University of Chicago: assistant professor of economics, College 
of Business Administration, University of Illinois, Chicago. 

John H. Norton, University of Pennsylvania: appointment at George Washington Uni- 
versity. 

Mamoru Ogata: assistant professor of economics, Brigham Young University. 

Alper Y. Orhon, Vanderbilt University: instructor in economics, Dartmouth College. 

Jerry H. Padgett: assistant professor of economics, College of Business LEE 
University of Georgia. 

John B. Parr, assistant professor of regional science, Wharton School, University of 
Pennsylvania. 

Charles R. Perry: lecturer in industry, Wharton School, University of Pennsylvania. 
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Robert F, Pethia: assistant professor of management, College of Business Administration, 
University of Texas, 

Maurice Pfannestiel: assistant professor of economics, Wichita State University. 

Edmund S. Phelps: professor of economics, Wharton School, University of Pennsylvania. 

Clynn Phillips: assistant professor of economics, University of Wyoming. 

George B. Pidot, Jr., Harvard University: assistant professor of economics, Dartmouth 
College. ] 

dun Pollaczek: visiting professor of statistics, Wharton School, University of Penn- 
sylvania. 

Edward C. Prescott: lecturer in economics, Wharton School, University of Pennsylvania. 

Wilfred Prest: visiting professor, University of Pittsburgh, fall trimester 1966. 

Charlotte Price: visiting assistant professor of economics, Vassar College. 

Arthur M. Rade: financial analyst, research department, Shields & Company. 

J. N. K. Rao: associate professor of economics, Texas A & M University. 

Robert H. Rasche: assistant professor of economics, Wharton School, University of 
Pennsylvania. 

Albert Rees, University of Chicago: professor of economics and public affairs, Princeton 
University. i 

Raymond L. Richman: professor of economics, University of Pittsburgh. 


Myles E. Robinson, National Coal Association: professor of transportation and marketing, 
School of Business Administration, The American University. 


C. Stevenson Rowley, Saint Cloud College: assistant professor of business administration, 
Whittemore School of Business and Economics, University of New Hampshire. 


David S. Salsburg: assistant professor of statistics, Wharton School, University of 
Pennsylvania. 

Phillip J. Scaletta, Jr.: associate professor of business law, Purdue University. 

Stanley S. Schor, University of Pennsylvania: appointment at Temple University. 


Harold M. Seeberger, St. Louls University: assigned to Pontificia Universidad Catélica 
del Ecuador. 


David Seymour: lecturer in regional science, Wharton School, University of Pennsylvania. 
G. L. S. Shackle: visiting professor, University of Pittsburgh, winter trimester 1966-67. 
James F. Shepherd: assistant professor of economics, Purdue University. 

Donald R. Sherk, U.S. Military Academy: assistant professor of economics, Boston College. 
Philip H, Siegel: assistant professor of economics, Auburn College. 

Tony E, Smith: lecturer in regional science, Wharton School, University of Pennsylvania. 
Daina Smits: instructor in economlcs, University of Minnesota. 


Robert A. Solo: professor of economics and management, Graduate School of Business 
Administration, Michlgan State Untversity. 


Frank Stafford: study director, Survey Research Center, University of Michigan. 

Henry B, Steele: asociate professor of economics, University of Houston. 

Frank I. Stern: assistant director, Marketing Information System, New York Central 
System. 

W. W. Stevens: visiting assistant professor of economic education, Purdue University. 

Hans S. Stoll: assistant professor of finance, Wharton School, University of Pennsylvania. 


Theo Suranyi-Unger, Goettingen University: professor of economics, Northern Illinois 
University. 


Ben B. Sutton: professor of finance, University of Houston. 
Akira Takayama: visiting associate professor of economics, Purdue University. 
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Paul J. Taubman: associate professor of economics, Wharton School, University of 
Pennsylvania. 

Benjamin J. Taylor: assistant professor of economics, Arizona State University. 

Azriel A. Teller, Johns Hopkins University: assistant professor of economics, College of 
Business Administration, University of Illinois, Chicago, 

Rollin G. Thomas: visiting professor of economics, Bowling Green State University. 

Douglas J. Tigert: assistant professor of industrial management, Purdue University. 

Arthur Treadway: instructor in economics, Northwestern University. 

David G. Tuerck, University of Virginia: assistant professor of economics, College of 
Business Administration, University of Illinois, Chicago. 

Tze H. Tung: assistant professor of regional science, Wharton School, University of 
Pennsylvania. 

Franklin D. Van Buer, University of Nigeria: assistant profesor of economics, Northern 
Illinois University. 

Terence J. Wales: lecturer in economics, Wharton School, University of Pennsylvania. 

Franklin V. Walker: professor of political economy, Graduate School of Public Affairs, 
State University of New York, Albany. 

Richard Wallace, Florida State University: assistant professor of economics, University of 
Missouri. 

Brendan Walsh, University of Massachusetts: appointment at Tufts University. 

Bernard Warner: visiting professor of statistics, Wharton School, University of Penn- 
sylvania. 

Samuel Webb: assistant professor of economics, Wichita State University. 

John E. Weinrich, University of Alberta: visiting professor of economic and business 
enterprise, State University of New York, Binghamton and Harpur College. 

Louis T. Wells, Jr.: assistant professor, Harvard Business School. 

William F. Whitbeck: assistant professor of marketing, Old Dominion College. 

Melvin I White, Brooklyn College: deputy assistant secretary (for tax policy), U.S. 
Treasury, Washington, D.C. 

Jeremy L. Wiesen: assistant professor of business law, Wharton School, University of 
Pennsylvania. 

C. Glyn Williams, Indiana University: assistant professor of economics, Boston College. 

John J. Willingham: visiting associate professor of accounting, College of Business 
Administration, University of Texas. 

Sidney G. Winter, Jr., University of California, Berkeley: research staff, economics s 
partment, RAND Corporation. 

Rufus Wixon: professor of accounting, Wharton School, University of Pennsylvania. 

Richard C. Yates: assistant professor of economics, Arizona State University, 


Elinor B. Yudin: lecturer in economics, New York University. 


Leaves for Special Appointments 
F. Gerard Adams, University of Pennsylvania: consultant on questions of forecasting for 
US. State Department, OECD, Paris, 1966-67, 


Sabbah Al Haj, Bowling Green State University: visiting lecturer, American University, 
Beirut, 1966-68. 


Jim G. Ashburne, University of Texas: professor of accounting, University of Hawaii, 
1966-67. 


Viadimir N. Bandera, Boston College: Fulbright professor of economics, Pavia University, 
Italy, 1966-67. 
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Raul M. Branco, University of Texas: on assignment with United Nations, 1966-67. 

John S. Chipman, University of Minnesota: visiting professor, Harvard University, 
1966-67. 

Geoffrey P. E. Clarkson, Massachusetts Institute of Technology: visiting professor, 
London School of Economics and Political Science, 1966-67. 

Bernard L. Codner, California State College, Los Angeles: consultant in economics, Uni- 
versity of Paraíba, Brazil, and professional staff member on the RITA project, 1966-67. 

Herbert S. Denenberg, University of Pennsylvania: associate director of staff, Wisconsin 
Legislative Council, 1966-67. 

H. Peter Gray, Wayne State University: visiting professor of economics, Thammasat Uni- 
versity, Bangkok, 1966-67. 

Peter Gregory, University of Minnesota: International Labor Organization, Switzerland, 
1966-67. 

Marshal Howard, University of Massachusetts: visiting professor, University of Cali- 
fornia, Berkeley, 1966-67. 

Pamela Kacser, The American University: visiting lecturer in economics, Columbia Uni- 
versity, 1966-67. 

Dennis C. Mueller, Simon Fraser University: staff, Brookings Institution, 1966-68. 

jJ. A. Nordin, Kansas State University: visiting professor of economics, University of 
Wisconsin, second semester 1966-67. 

EE W. Olm, University of Texas: visiting professor, University of New Merico, 
1966-67. 

Jonas Prager, New York University: assistant professor, Bar-Ilan University and Bank 
of Israel, 1966-67. 

Lawrence L. Schkade, University of Texas: visiting professor, Monterrey Technological 
Institute, 1966-67. 

John Y. D. Tse, Purdue University: Lucas visiting professor, University of Birmingham, 
England. 

Lewis Wagner, University of Iowa: program adviser in economic development, Ford 
Foundation program in Middle East and Africa. 

Richard J. Ward, Department of State AID: chief, planning division, Bureau for Near 
East, South Asia, AID, fall 1965. 

Wilfred H. Watson, University of Texas: visiting professor, University of Hawaii, 1966-67. 

Arthur Welsh, University of Iowa: staff economist, Joint Council on Economic Educa- 
tion, New York. 


Resignations 


James E. Adams, University of Georgia, June 1966. 

E. Norman Bailey, University of Texas. 

Richard M. Duvall, University of Texas. 

Henry A. Einhorn, City University of New York. 

Wayne R. Evenson, Purdue University. 

John E. Fleming, California State College, Los Angeles, June 1966. 
Stanley L. Friedlander, City University of New York. 

Alfred E. Hofflander, University of Texas. 

Harry L. Johnson, University of Texas. 

David Laidler, University of California, Berkeley, summer 1966. 
Eugene W. Lambert, University of Texas. 

Barbara W. Newell, Purdue University. 
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Betty Orr, University of Texas. 

James P. Quirk, Purdue University. 

John M. Scheidell, University of Georgia, June 1966. 

Robert E. Seiler, University of Texas. 

Robert M. Taylor, University of Texas. . 

K. J. Walraven, University of Texas. 

Robert B. Zevin, University of California, Berkeley, June 1966. 


Miscellaneous 


Charles A. Bliss, faculty chairman of the Program for Management Development at 
Harvard Business School is first incumbent of the Royal Little Professorship, established in - 
March 1966 in bonor of Royal Little, New England industralist and founder of Textron Inc. 

Ernest Bloch, professor of finance, School of Commerce, New York University : designated 
the Charles William Gerstenberg Professor of Finance for 1966-67. 


Howard Raiffa, professor of economics and business at Harvard Business School is 


first incumbent of the Frank Plumpton Ramsey Professorship, established in August 1966 
in honor of the late British scholar. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
seeking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
office will merely afford a central point for clearing inquiries; and the Re- 
view will publish in this section a brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
_ the Association has no other way of knowing whether or not this section 
is performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
5 with those submitting such announcements to publish name and 
address or to use a key number. Deadlines for the four issues of the Review 
are February 1, May 1, August 1, and November 1. . 


Communications should be addressed to: The Secretary, American 
Economic Association, 629 Noyes Street, Evanston, Illinois 60201. 


Vacanctes 


Engineering, economics, economic development, industrial development: Position 
available with consulting engineering firm having an established department of 
Engineering Reports, This department has a history of successful analysis and 
creative thinking in project evaluation for industry and government. Applicant 
would e a junior to middle-rank position in a definitely technology-oriented 
frame of reference. Applicant would be expected to contribute the viewpoint of 
economic training to round out the scope of a fitm's activity in engineering eco- 
nomics. An interest in and a flair for clear, succinct writing is essential. Under- 
graduate degree in science, mathematics, or engineering plus a master's degree in 
economics is desired. Salary in $10,000 range. Write to: Lee Carter, Manager, 
Engineering Reports, R. W. Booker & Associates, Inc, 1139 Olive St, St. Louis, 
Missouri. 63101 


Economics: Saginaw Valley College seeks a Ph.D. to institute a highly quantitative 
pro in economics and business. Familiarity or interest in the use of computers 
1s desirable. Send vita to: Dr. Samuel Levine, Saginaw Valley College, University 
Center, Michigan, 48710. i 


Regional economist: The Department of Commerce has begun a new program of 
economic development for large multistate regions in the United States. The Depart- 
ment is looking for persons experienced in economic development or regional eco- 
nomics to staf up a new Office of Regional Economic Development or multistate 
regional commissions. Please send résumé to: Kenneth A. McLean, Office of Regional 
Economic Development, U.S. Department of Commerce, Washington, D.C. 20230. 


Economics: Position available: chair of economics and department chairman. Salary is 
approximately $9,250 (U.S. dollars) for ten-month period, oe certain allowances. 
Travel of the professor and his family are provided. The University would 
prefer retired professor who could spend some Aig in Singapore, but would also 
welcome someone available on sabbatical leave who could arrive for the beginning of 
the academic year in mid-May, 1967. An American professor on leave need absent 
himself for the summer vacation period and one regular fall semester only to com- 
lete the University’s academic year which runs from mid-May to the end of the 
ollowing January. Detailed information may be obtained from: Lim Tay Boh, Vice- 
Chancellor, University of Singapore, Sukit Timah Road, Singapore 10. 


Cost/effectiveness analyst: Douglas Aircraft Company requires economist with engi- 
neering or bard science background. Position involves weapon or space system cost 
estimating, mathematical ing of techno-economic alternatives, cost estimating of 
equipment and functions. Knowledge of resource allocation and marginal pricing re- 
quired; background in externality analysis useful, B.S. in engineering; advanced 


degree in economics preferred. Salary competitive, dependent upon background and 
experience. Contact: S. Kline, Douglas Space Systems Center, 5301 Bolsa Avenue, 
Building 14, Huntington Beach, California. Phone Collect Area Code 714, 897-0311, 
Extensions 4820 or 4821. 


Economist: Ph.D. or appropriate experience. Statistical methods; international eco- 
nomics preferred; other fields considered. Assistant or associate professor. New 
university, organized on collegiate system; 90 miles from Toronto. Send résumé to: 
President, Trent University, Peterborough, Ontario, Canada. 


Business research specialist: Position open for senior business research analyst who is 
experienced and capable of conducting industrial or business research as major re- 
sponsibility of faculty appointment. Teach graduate work as one-fourth load. Ph.D. 
in business, economics, or related research tool areas required. Salary $14,000 to 
$18,000. Write to: Dean Robert L. Thistlethwaite, College of Business, Northern 
Illinois University, De Kalb, Illinois, 60115. 


Labor economists and/or statisticians: The measurement of the economic damages 
suffered by those who are wrongfully injured or killed is a new area for the applica- 
tion of economic and statistical knowledge and research techniques. This field has 
been pioneered successfully and Associated Appraisers of Earning Capacity is now 
roviding this service to attorneys on a nationwide basis. Those in it appraise the 
osses and are required to testify as an expert in court trials and must withstand hostile 
cross-examination. It is one of the highest-paid forms of work in the profession and 
it is possible to engage in it as a part-time activity. Requirements: (1) minimum 
status of associate professor; (2) experience in research in collective bargaining 
agreements and fringe benefit prose (3) location in or near a major metro- 
olitan area. Openings now available in fol owns areas: Boston, Philadelphia, Pitts- 
urgh, Chicago, Minneapolis, St, Louis, New Orleans, Kansas City, Oklahoma City. 
Waiting list open in other areas. Send résumé and list of publications to: Philip 
Eden, President, Associated Appraisers of Earning Capacity, 1303 Walnut Street, 
Berkeley, California, 94709. 


Economists: With continued poan and a new M.A. program in economics the De- 

artment of Economics, California State College at Fullerton will have openings in 

ptember, 1967, for two additional staff members. Need a Ph.D. economist (rank 
and salary open) whose primary responsibility will be teaching economic theoty at 
the graduate level in the M.A. program. Ideally (but not necessarily), this person 
should have an additional interest in teaching in the area of research, development 
and technological change. Also need a Ph.D. (or near-Ph.D.) labor economist (rank 
&nd salary open), with a theoretical and quantitative as well as institutional orienta- 
tion. This person will be expected to assist in developing a new, interdisciplinary In- 
stitute of Industrial and Labor Relations in the College. In general, Department seeks 
persons with a high degree of technical economic competence, dedicated to teaching, 
and devoted to continuing professional activity and development. The College, 6 years 
old and rapidly expanding, is located on the fringe of the Los Angeles metropolitan 
area. For funtier details, write (enclosing detailed résumé): Dr. N. Townshend- 
Zellner, Department of Economics, California State College, 800 North State College 
Boulevard, Fullerton, California. 


Economist: Large midwestern commercial bank is seeking economist to do research and 
writing on general business conditions and financial markets. A career position with 
unusual potential, this work involves contact with commercial banking, trust, and 
bond departments. Minimum requirement: master's degree or equivalent. meet de- 
ndent upon qualifications and experience. Excellent working conditions and bene- 
ts. Please submit résumé. P331 


Statistics, business mathematics, principles of accounting, cost accounting, market- 
ing, industrial management: Openings in September, 1967, in graduate program. Ap- 

licants should be able to teach at least two of the above subjects. Salary open. Mov- 
ing allowance. Relatively light teaching load. No committees or other academic 
duties. For further details, write, enclosing vita, to: John C. Bradley, Director, AFIT 
Minuteman School, Minot AFB, North Dakota, 58701. 


Economist: Indiana University of Pennsylvania, the state’s newest university and 
third largest in undergraduate enrollment in Pennsylvania, has an opening for the fall 
of 1967 for an economist with strength in money, banking, and monetary policy and 
in international trade. Must also teach at least one section of principles. Twelve-hour 


facies load maximum, with controlled class size. Ph.D. or near Ph.D. in economics 
required. Teaching excellence emphasized; professional growth prospects most favor- 
able. Rank of assistant or associate professor available, depending on qualifications. 
Salary ranges: assistant professor, $7,610-$10,200; associate professor, $9,260- 
$12,400. Write to: Dr. Francis G. McGovern, Chairman, Department of Economics, 
Indiana University of Pennsylvania, Indiana, Pennsylvania, 15701. 


Economics, business administration: Norwich University will have a vacancy and a 
new position in the Department of Economics and Business Administration begin- 
ning in the academic year of 1967-68. One position requires a Ph.D. or D.B.A. in 
economics or business, with emphasis on managerial economics, systems analysis, and 
industrial management. Candidate for this opening must have teaching experience, 
and experience with government or business will be given full Bin M m The 
second position requires at least a master's degree and teaching experience in account- 
ing through the intermediate level as well as principles of economics. Salaries and 
rank are competitive with other undergraduate colleges in New England. Write to: 
Dr. Charles J. Jorgensen, Chairman, Department of Economics and Business Ad- 
ministration, Norwich University, Northfield, Vermont, 05663. 


Economics, business administration: Teaching, with excellent research opportunities. 
Quantitative analysis, production management, international economics, micro- 
economic theory, public finance, business cycles. Salary and rank dependent on quali- 
fications. Ph.D.'s strongly preferred. Apply with résumé to: Dean Leo M. Loll, Uni- 
versity of Alaska, College, Alaska, 99735. 


Economic analyst: To form part of a comprehensive regional planning staff for bud- 
ding southern New Jersey metropolitan area, Master's degree in economics preferred, 
with some planning experience. Salary dependent on qualifications. Send résumé to: 
John J. Holland, Director, Cumberland County Planning Board, Bridgeton, New 
Jersey, 08302. 


Economists: Positions are available at the assistant and associate professor rank in 
the economics department of a rapidly expanding Canadian university. Needed are a 
transportation economist and a monetary theorist to teach both graduate and under- 
graduate courses. Salary and rank will depend on qualifications and experience. The 
present salary scale is $8,325-$11,375 for assistants and $11,475-$15,125 for as- 
sociates. Vacancies also exist for micro and macro specialists to teach at the under- 
graduate level. Entollment at the University is 4,000 and is increasing at about 20 

rcent per year, Appointments are from July 1, with the academic session running 
rom mid-September to mid-April. Salary is paid on an annual basis. The University 
offers generous fringe benefits such as travel and research grants and sabbatical leave 
at 80 percent of salary after six years. (In calculating sabbatical, teaching experience 
elsewhere is transferable up to a maximum of two years.) Teaching load is not more 
than 9 hours per week. Send detailed résumé to: Dr. F. R. Anton, Head, Department 
of Economics, University of Calgary, Calgary, Alberta, Canada. 


Economics, statistics, business administration, production management: Positions 
available in September, 1967, Robert College, Istanbul, Turkey. Professor, associate 
professor in above fields. B.A., M.A. programs; language of instruction is English. 
Challenging career with interesting research possibilities. Salary $9,000-$11,000 per 
annum according to experience and qualifications. For further details and application 
forms write to: Recruitment Secretary, Office of Trustees, Robert College, 548 Fifth 
Avenue, New York, New York, 10036, before December 31, 1966. 


Economists: Rapidly expanding state college has several openings. Ph.D. or near 
Ph.D. required. Background in statistics and mathematics desirable. Rank and salary 
dependent upon background. Send résumé to: Dr. Robert Rippey, Central Connecticut 
State College, INew Britain, Connecticut, 06050. 


Economists (industry): Needed by the Office of International Operations, Internal 
Revenue Service, in Washington, D.C. Salary is $10,927 and $12,873 per annum for 
Grades 12 and 13, respectively. Unique and challenging positions in new fields re- 
lating to taxation where guidelines and precedents are virtually nonexistent. Incum- 
bents conduct studies on pricing and trade practices for projects or cases to determine 
the market or arm's length prices for goods, services, or intangibles flowing between 
controlled international organizations. Ánd whether, under section 482 of the Internal 
Revenue Code, it is necessary to apportion or allocate income among them to clearly 


reflect true taxable income. Studies may aid in the development of federal tax pro- 
grams, affect entire industries, or, to support significant tax cases in litigation, in- 
-cumbent may serve as expert witness for the government. Applicants should have a 
doctorate or master’s degree in economics plus responsible professional experience, 
preferably in industry. To apply send résumé or application Form SF-57 to: Director 
of International Operations, Attention Chief, Economic Advisory Branch, 1229 20th 
Street, Washington, D.C., 20225. Or see representative at the Employment Register 
at eu annual meeting of the A.E.A. in San Francisco, California, December 27-29, 
1966, l 


Economics: September, 1967, position open at assistant or associate professor rank 
in rapidly growing economics curriculum of a state college. Courses to be taught in- 
clude principles and undergraduate electives (negotiable) as well as first-year gradu- 
ate level courses (also negotiable). Requirements are Ph.D. or master's with advance 
credits and college teaching or other allied experience. Salary range is $7,250-$12,000 
for nine months, depending on education and other qualifications. Summer extra. 
Write to: Dr. Eugene W. Schooler, West Chester State College, West Chester, Penn- 
sylvania, 19380. 

Economics: Visiting professorship, August 14, 1967, through June 30, 1968. Teaching 
load of twelve credit hours each semester; not more than three different pr tions, 
in beginning and advanced undergraduate courses in the visitor's specialty. Ph.D. from 
an accredited United States college or university required. Must have ability to lecture 
and teach in Spanish. Man or woman equally acceptable; no age limits. Three years 
of full-time college or university teaching experience required. Salary is $1,000 
monthly; $10,500 for the 1014 months’ contract. Mayaguez campus of the University 
of Puerto Rico; west coast seaport town; colleges of agriculture, engineering, nursing, 
and liberal arts; 4,500 students. Send curriculum vitae to and obtain additional in- 
formation from: Dr. Frederick E. Kidder, Director, Department of Social Sciences, 
University of Puerto Rico, Mayaguez, Puerto Rico, 00708. 


Economics: One new position for 1967-68 in the areas of micro-macro theory and 
international trade. Appointment available in June, 1967, for participation in produc- 
tion of televised introductory course or September, 1967, on discretion of candidate. 
Appointment will be made at either assistant or associate professor level. Ph.D. or 
near Ph.D, required, with principal interest in teaching. Salary open from $10,500 
upward. Address applications to: Dr. David A. Martin, Chairman, Economics De- 
partment, State University College, Geneseo, New York, 14454. 


Fishery economists: Wide variety of economics research ranging from international 
apreements, quotas, and tariffs to price analyses, business management of firms, cost- 
benefit analyses, and whole field of the economics of natural resources. Positions 
are in the federal Civil Service at Grades GS-9 ($7,696) to GS-14 ($15,106). Basic 
requirements are Ph.D. or master's in economics or agricultural economics; ae 
in international, natural resource, and/or quantitative economics would be helpful. 
Civil Service Commission Form 57 (application for federal employment) should be 
sent to: Assistant Director for Economics, Bureau of Commercial Fisheries, U.S. 
Department of the Interior, 18th and C Street, N.W., Washington, D.C., 20240. 


Economists: Permanent teaching positions (one starting February 1, 1967) in an ex- 
panding economics department. Salary, $8,500-$12,000 for academic year. Openings 
in several fields of specialization. Ph.D. or near Ph.D. required. For further infor- 
mation, write and send résumé to: Phillip A. May, Department of Economics, School 
of Arts and Sciences, Northern Michigan University, Marquette, Michigan, 49855. 


Chairman of department of economics: Associate-full. Available in September, 1967. 
Appointee expected to take leadership in developing curriculum, directing faculty 
activity, some teaching, and other matters appropriate to the position. Must have 
Ph.D. degree or be very close to it with compensating qualifications. Some years of 
teaching rience preferred, Salary commensurate with education and experience. 
Write to: Dr. Quinn G. McKay, Weber State College, Ogden, Utah, 84403. 


Chairman of department Mi accounting: Associate-full. Available in September, 1967. 
Appointee expected to take leadership in developing curriculum, directing faculty 
activity, some teaching, and other matters appropriate to the position. Must have 
Ph.D. degree or terminal equivalent or be very close to it with compensating qualifica- 
tions. Some years of teaching experience preferred. Salary commensurate with edu- 
cation ore experience. Write to: Dr. Quinn G. McKay, Weber State College, Ogden, 
Utah, 84403. 


Chairman of department of business management: Associate-full. Available in S 
tember, 1967. Appointee expected to take leadership in developing curriculum, di- 
recting faculty activity, some teaching, and other matters appropriate to the position. 
Must have Ph.D. degree or terminal equivalent or be very close to it with compensat- 
ing qualifications. Some years of teaching experience preferred. Department includes 
subject areas of marketing, management, business finance, and production. Salary 
commensurate with education and experience. Write to: Dr. Quinn G. McKay, Weber 
State College, Ogden, Utah, 84403. 


Economics and business: Rapidly expanding new university, favorably located in the 
Vancouver metropolitan area, aiming at excellence in undergraduate teaching and 
strong graduate program, invites applications at all rank levels. Doctorate or near- 
doctorate required. Favorable academic conditions and advancement opportunities. 
Additional specialists needed in many areas, including accounting, business finance, 
commercial law, econometrics, economic history, economic theory, educational eco- 
nomics, international business, management, marketing, mathematical economics, 
monetary economics, operations research, production, public finance, regional eco- 
nomics, statistics. Write to: Dr. Parzival Copes, Head, Department of Economics 
and Commerce, Simon Fraser University, Burnaby 2, British Columbia, Canada. 


Chairman of department of economics: Associate or full professor level. Requirements 
call for a Ph.D. degree from a major university, scholarly writing, and evidence 
of leadership and administrative ability. Approximate salary range is $11,000-$17,000, 
depending upon experience and qualifications. The Department of Economics is in 
the School of Business Administration and Economics. Major interest is directed 
toward the bachelor and master of arts in economics and provides the background 
necessary for continuation of the student's education in economics at the graduate 
level in any major university and for obtaining quality employment in industry or 
government, In addition, the d ent offers undergraduate service courses for 
various majors in the college and provides graduate courses for the master of arts 
in social science and the master of business administration programs. The under- 
graduate program of the School of Business Administration and Economics is fully 
accredited by the American Association of Collegiate Schools of Business. The College 
is a rapidly growing eight-year-old institution located on the fringe of Los Angeles, 
25 minutes from Newport Beach, an hour from the mountains and within easy driving 
distance of the University of California at Irvine. The position of department chair- 
man under bs conditions such as the College is experiencing provides ample 
opportunity for innovation, dynamic leadership, and professional evelopment Please 
address inquiries to: Dr. Donald S. Tull, Dean, School of Business Administration 
and Economics, California State College at Fullerton, Fullerton, California, 92631. 


Department chairman: Church-related (Baptist), coeducational liberal arts college 
with about 1,500 enrollment. A Ph.D. in economics and teaching experience required. 
Some administrative experience and liberal arts background and interest preferred. 
Emphasis on teaching. The position is available at once. Salary and rank open for 
negotiation. Send inquiries and résumé to: Dr. Garland F. Taylor, Dean, College of 
Liberal ‘Arts, Mercer University, Macon, Georgia, 31207. 


Economics, management, marketing: 'Three positions with flexible course assignments. 
Terminal degrees or progress toward same i with rank dependent upon ex- 
perience and qualifications. Salary range from $8,500 to $11,000. Write to: Director, 
School of Business, Nevada Southern University, Las Vegas, Nevada. 


Economics: State University College at Buffalo has two positions, beginning in Sep- 
tember, 1967. One is for an assistant professor to teach introductory courses; salary 
around $7,500. The second is for an associate professor to teach principles and 
advanced courses. For this position a Ph.D. is required; salary range is $9,550- 
$11,230. Please write to: Dr. Mohamed El-Behairy, Chairman, Economics—Political 
Science, State University College, 1300 Elmwood Avenue, Buffalo, New York, 14222. 
Telephone: 862-5118. 


Marketing: Position available in September, 1967, for Ph.D., D.B.A,, or candidates 
for the degree. Seek persons with a high degree of technical competence, dedicated 
to teaching and devoted to continuing professional activity and development. Growing 
professionally accredited state college. For further details, write, enclosing vita, to: 
Dr. Frank L. Roberts, Chairman, Department of Marketing, California State College, 
Fullerton, California, 92631. 





Economist: Ph.D. preferred; doctoral candidates and those with master’s degree will 
be considered. Principles of economics, labor economics, public finance, ‘history of 
economic thought, macroeconomics. Rank of instructor or assistant professor, de- 
pending on advanced degree and teaching experience. Salary range, $7,500-$10,000, 
Liberal fringe benefits. Please send résumé and names and addresses of two references 
to: Chairman, Department of Economics and Business Administration, Lebanon Valley 
College, Annville, Pennsylvania, 17003. 


Economics: Two openings, American University of Beirut, Lebanon, September, 1967. 
Associate or full professor; price theory, theory of the firm, theory of income dis- 
tribution; rank open for economic thought and economic development, Teaching 
load PY nine semester hours each semester. Ph.D. with considerable post- 
doctoral teaching and publication beyond dissertation. Appoint for three years; round 
trip transportation allowance for appointee and family; salary dependent upon ex- 
perience; generous fringe benefits. Apply to: Personnel Services, American University 
of Beirut, 555 Fifth Avenue, New York, New York, 10017. 


Business statistics and operations research: Liberal arts college seeks assistant profes- 
sor for September, 1967. Minimum qualifications include a good academic record 
with a solid background in mathematics, all course work completed and a disserta- 
tion in progress for the Ph.D., D.B.A., or D.C.S., and a real interest in applying his 
knowledge to the solution of problems in business management. Initial base salary 
will be at least $9,500, and for a man with more than the minimum qualifications it 
could be as high as $12,000. Send inquiries and résumé to: Dr. ERE, Everett, 
Chairman, Department of Business Administration, Franklin and Marshall College, 
Lancaster, Pennsylvania, 17604. 


Economists and econometricians: developing countries turn to the U.N. and 
its specialized agencies for help and advice in dealing with their economic problems. 
Consequently, the United Nations needs the services of highly qualified economists in 
almost every field of specialization for its technical assistance and pre-investment 
programs. Assignments vary from a few months to several years, although most of 
them are for “one year with possibility of extension.” Positions with the U.N. De- 
velopment Program offer economists with graduate degrees and 10 or more years of 
practical experience an unusual opportunity to participate in the stimulating programs 
of economic development which characterize a large number of emerging countries. 
Such assignments often can be fitted into the university professor's sabbatical year; 
for longer assignments universities have been willing to grant leaves of absence. This 
program provides a unique opportunity for university economists to fll interesting 
and worthwhile jobs which will benefit the developing countries and contribute to 
their academic careers. The U.N. also seeks economists and econometricians for 
research and operational posts at its headquarters and Regional Economic Commis- 
sions. These posts occur at all levels and candidates with an M.A. or Ph.D. in eco- 
nomics or econometrics are invited to apply. Further information may be secured 
from: Director, Office of International Organization Recruitment, Department of 
State, Washington, D.C. 


Economics: Chairman of new Department of Economics effective February 1 or 
June 1, 1967. Ph.D. required. Rank of professor or associate professor, depending 
on experience. Salary, $15,000 for two trimesters (eight months) with the option 
of teaching the third trimester for an additional stipend of $4,000. Must be very able 
lecturer, since economics is a required general education course. Outstanding fringe 
benefits. Send credentials to: James R. East, Dean of the College, Midwestern College, 
Denison, Iowa, 51442. 


Accounting: Assistant or associate professor of accounting, effective June 1, 1967. 
Ph.D. required. Salary, $12,000 for two trimesters (eight months) with the option 
of teaching the third trimester (four months) for an additional stipend of $3,000. 
Must be able lecturer. Outstanding fringe benefits. Send credentials to: James R. 
East, Dean of the College, Midwestern College, Denison, Iowa, 51442. 


Economists, mathematicians, statisticians, operations analysts: Needed by the Research 
Analysis Corporation to participate in defense-related studies of resource allocation 
techniques and applications. Areas of interest include systems analysis of defense 
forces, weapon systems, and manpower and material resources, and its constituent 
elements of cost-effectiveness analysis and military cost analysis. A strong capability 
i$ maintained in computer-assisted model building. Staff members are assisted in 


acquiring a working knowledge of computer techniques if they do not already have 
it. Candidates should have at least a master’s degree. For additional information, 
send résumé to: Mr. John G. Burke, Supervisor of Professional Staffing, Research 
Analysis Corporation, McLean, Virginia, 22101. 


Economist: September, 1967. Principles and advanced course to be selected. Twelve- 
hour load. Assistant or associate. Ph.D. required. Small college of about 2,000 en- 
rollment where emphasis is placed on eine. Write to: Dick Smith, Head, De- 
partment of Social Science, Tarleton State College, Stephenville, Texas, 76402. 


Accounting: A full-time accounting instructor is needed beginning January, 1967. 
Teaching load four or five three-credit courses. Salary and rank based on experience 
and education. Christian liberal arts college. Write to: Dr. Stewart Lee, Geneva Col- 
lege, Beaver Falls, Pennsylvania, 15010. 


Managerial economics or business administration and economics: Doctoral degree or 
doctoral candidate preferred; to associate professor, depending upon qualification; 
salary to $12,000. Opportunities for consulting work available. Research and publica- 
tion encouraged but not required for promotion. Position open September 1, 1967. 
Send vita to: Dr. Jack Robertson, Director, Division of Business Administration 
and Economics, West Virginia Institute of Technology, Montgomery, West Virginia, 
25136. 


Economists, statisticians, operations research, systems analysts: Positions in all cate- 
gories available immediately in the Small Business Administration to perform eco- 
nomic, statistical, and systems analysis research in: (1) small business policy prob- 
Jems; (2) agency policies and program goals; (3) internal program planning, analysis, 
and evaluation; and (4) information systems design, implementation, and operation 
utilizing computer technology in the application of the art of planning-programming- 
budgeting. American citizenship is a ota Minimum requirement is master’s degree. 
Salary is open. Send Application for Federal Employment (SF-57) or résumé to: Dr. 
Padraic P. Frucht, Assistant Administrator for Economics, Small Business Administra- 
tion, 811 Vermont Avenue, N.W., Washington, D.C., 20416. 


Economists: Wellington College (Arts and Science) of the University of Guelph, a 
rapidly expanding new college, has vacancies at all ranks for economists in most 
areas of specialization. Ph.D. or near Ph.D. required. Write to: Dr. J. W. Skinner, 
Head, Department of Economics, Wellington College, University of Guelph, Guelph, 
Ontario, Canada. 


Economist: Ph.D., assistant or associate professor, preferably someone in mid-career 
needed for instruction of undergraduate courses in comparative economic systems, 
public finance, labor economics, and economic history, in the Department of Eco- 
nomics-Political Science at the American University in Cairo. Applications should be 
sent to: Dr. D. A. Breebart, Economics-Political Science Department, American Uni- 
versity in Cairo, 113 Sh. Kasr El Aini, Cairo, U.A.R. 


Economist: Ph.D., assistant or associate professor, preferably someone in mid-career 
needed for instruction primarily at the graduate level in the field of economic policy, 
economics of public enterprise, and economic development. Applications should be 
sent to: Dr. D. A. Breebart, Economics-Political Science Department, American Uni- 
versity in Cairo, 113 Sh. Kasr El Aini, Cairo, U.A.R. 


Economist: Ph.D., assistant professor qualified to teach undergraduate courses in 

rinciples of economics, national income accounting and analysis and money and 
faking: etc. Applications should be sent to: Dr. D. A. Breebart, Economics-Political 
irs Department, American University in Cairo, 113 Sh. Kasr El Aini, Cairo, 
U.A.R. 


Tax economists: Office of Tax Analysis, U.S. T Department, has opening for 
several economists in Washington, D.C. Candidates should have a doctorate or mas- 
ter's degree in economics with some background in public finance and orientation 
toward quantitative economics. Duties involve studies of the effects of proposed re- 
visions of tax law relating to both domestic and foreign activity. Positions are within 
the competitive Civil Service at Grades 9 through 15, depending on qualifications, 
salaries from $7,696 through $17,550 per annum. Write to: Director, Office of Tax 
Analysis, U.S. Treasury Department, Room 4217, Main Treasury, Washington, D.C, 
20220. 





Ane economist: For Paris-based, international research group. Senior position 
offering challenging assignments in national accounts analysis, forecasting of economic 
conditions, structural industry studies and market projections. Salary, $7,500-$10,000 
pa. depending on qualifications and experience (minimum of five years in relevant 
eld). Send detailed résumé. P332 


Economics: A leading liberal arts college of 800 men seeks a well-qualified and dy- 
namic teacher to add to its present three-man Department of Economics. The applicant 
should be able to offer a semester course in public finance and fiscal policy. It would 
be useful for the candidate to be qualified in a few of the following areas: economics 
and social welfare policy, financial markets and institutions, managerial economics, 
comparative economic systems, industrial organization, and accounting. P333 


Marketing, statistics, quantitative analysis, marketing logistics, marketing research: 
Two new permanent teaching positions. Both require doctorate degree or near in 
business or economics. Openings are available in February or September, 1967. School 
is located in an excellent climate where the temperature is never below freezing and 
the summers are never excessively warm. The current nine-month salary schedule for 
persons holding doctorate degree is from $9,120 to $16,212. A salary increase is 
scheduled to start in Sal nat 1967. Summer employment, when available, pays 
an additional one-sixth of the annual salary. P334 


Economists and econometrictans: We seek several outstanding men or women for the 
professional staff of a management consulting firm whose principal clients are blue 
chip industrial companies. Graduate training in economics at a leading university and 
several years of experience in business, consulting, or teaching required. New York 
City location. Ten percent travel. Salary open and depends on qualifications and 
previous achievements. P335 


Economists Available for Positions 

(Italics indicate fields of specialization) 
Business and mathematical statistics, macro and micro economic theory, money and 
king, econometrics, mathematics for economists: Man, 45, foreign-born, educated 
in the U.S.; M.A., Ph.D. Four years of teaching experience. Presently teaching in 
& arts college. Desires a teaching position with a progressive institution. 
Available in June or September, 1967. E1494 
Agricultural economics: Man, 26, single; M.A., working towards Ph.D. in agricul- 
tural economics. Two years of graduate and undergraduate teaching Se more 


than 2 years of research experience; several research papers published. Seeks college 
teaching or position at research organization. Available immediately. E1513 
Urban economics, city planning, capital improvements programming: Man, 45; B.A., 
B.B.A., M.C.P. Hight years in both accountancy and th planni A Experienced in 
government finance, cost-benefit studies (transportation, housing, renewal, other 
city S E A capital budgets. Desires responsible research/administrative 
position. Available immediately. E1515 


Public fnance, fiscal policy and theory, planning amd economics o] development 
(India), financial problems of underdeve e countries, elementary statistics, mo- 
bilization of governmental resources of development: Man, 35, married; MA., 
Ph.D. Eight years of experience in university; 7 years of research experi- 
ence in government. Fluent in English. Desires teaching-research position. Intends 
settling in U.S. or Canada. Presently employed as research officer under a state 
government in India. E1519 


Labor economics, social insurance, labor law, collective bargaining, industrial rela- 
tions: Man, 38, married; Ph.D. Over 40 publications. Considerable part-time and 
full-time teaching experience; 6 years of full-time research experience. Present 
academic rank is full professor. Seeks research and/or teaching position. Available 
in June, 1967. E1530 


Comparative economic systems, planning, Soviet and European economics, develop- 
meni, economic integration, principles: Man, 38, married; Dr. rer. pol, 1 year at 
Harvard University. Associate professor; 11 years of research and 6 years of teaching 
experience. Seeks teaching and/or research position for the academic year dpa 

1538 


Micro- and macroeconomics, economic development, bistory of economic thought, 
international economics: Man, 54; Ph.D. Mature economist; professor and department 
head; tenured. U.S. ovem and international job experience; two-time Fulbright 
to Asia; research fellowship in South Asia. Publications. Desires relocation in de- 
veloping university or college. E1539 


Economic education: Man, 40; A.B. in economics, M.S. in education. Ten years in 
teaching. Knowledge of research; writing ability. Desires work with foundation, 
publication, ot school. Interested in methods of education regarding present economic 
system, or situations where information is being gathered on specific problems and 
material ís synthesized into reports and Pac unes son. E1540 


Macroeconomics, money and banking, business cycles, public finance: Man, 45; PhD., 
Harvard. Nine years of teaching, graduate and undergraduate; 3 years as fore mamni 
economist; 7 years of business experience. Modest publication record, including text 
in macroeconomics. At present associate professor at large university. Desires teaching 
position, preferably in metropolitan university in midwest or northeast. Available in 
June or September, 1967. E1541 


Manpower, labor, economic theory, economic history, bistory of thought, principles: 
Man, 30, married; Ph.D. University teaching and research experience. A number of 
publications, Seeks academic position with chance to combine teaching and research. 
Available in September, 1967. E1542 


International economic development, international trade, finance, marketing: Man, 42, 
married; lacking thesis for M.A. Bilingual; over 8 years of experience in economics 
and marketing research and development. Desires international trade development 
opportunity. 1543 


Labor, welfare, manpower, theory, development, history of thought: Woman, 26 

Ph.D. Teaching and research experience. Woodrow Wilson Fellow. Several publice- 

tions. Desires teaching with opportunity to do research. Available in a 
15 


Money and banking, macroeconomics, principles, public finance, land economics, 
economic history, comparative systems, Soviet economy: Man, 39, married, Canadian; 
Honors B.A. and M. A. in economics, Ph.D. thesis well under way. Fluent in German. 
Fifteen years of business experience (accountant) and 3 years of university teaching 
experience in economics. S research and/or teaching position. Will consider other 
positions, West Coast of U.S. or Canada. Available in 1967 (perhaps late i-a 


Macroeconomics, economic development, bousing and urban economics, labor: Man, 
52, married; Ph.D. Four years of teaching experience; 4 years federal civil service; 
18 years international civil service. Many publications; traveled widely; fluent French; 
international orientation; interdisciplinary approach. Desires combination of teachin 
and research (expertise—public works and full employment and economic gro 
policy). Prefers medium-size liberal arts college west of Mississippi River with accent 
on good teaching. E1546 


Operations research, econometrics, statistics, matbematical economics: Man, 48; B.S. 
in §.S., Ph.D. course work virtually completed. Desires research position. Willing to 
relocate. Available immediately. . i E1548 


Economics, business: Man, 56, married; Ph.D. Twenty years of teaching experience, 
9 as department head; business experience. Various publications. Desires teaching, 
research, administration, or some combination. Available immediately. E1550 


Economic development, international trade, microeconomic and macroeconomic theory, 
statistics: Man, 33, married; Ph.D. Three years of graduate and undergraduate nni- 
versity teaching experience; presently assistant professor of economics. Publications. 
Desires teaching and/or research position. Available in fall, 1967. E1552 


Theory, economic development, a C Man, married, Latin American; B.A. in 
Latin America with honors, M.A., Ph.D., University of Minnesota, doctoral disserta- 
tion with Ford Foundation fellowship. Three years of teaching experience; 1 year 
advising governmental development agencies; currently teaching in O.A.S. program in 
Brazil and preparing book on public finance and economic development with Latin 
American application. Seeks permanent teaching and/or research position. 51553 


Public finance and fiscal policy, monetary economics, micro- and macroeconomic theory, 
economic history and development: Man, 28, married; M.A., Ph.D. Three years of 
teaching experience as a graduate teaching assistant; 1 year as instructor at a leading 
state university in the U.S. Publications in European learned journals. Interest in 
econometrics. Currently assistant professor at a large state university. Desires teachin 
position with opportunity for research, preferably in a university offering a docto 
program. E1556 


International economics, quantitative methods, economic development, economic the- 
ory; Man, 32, Indian; Ph.D. Five years of research experience; 3 years of graduate 
teaching experience. Currently on the faculty of an Indian university. Desires a posi- 
tion at university or research institute. E1558 


Economic theory: Man, 34, married; all but dissertation completed for Ph.D. Trained 
in one of the leading economics departments and at several important research insti- 
tutes. Broad and successful teaching experience. Seeks position conducive to continu- 
ing research and professional development in situation which will utilize and reward 
competence. E1560 


Marketing, management, communications, data processing, international business, 
government and business, principles, thought, agricultural economics, development, 
systems, public finance, consumer economics: Man, 36, married; M.B.A. (marketing), 
M.A. (economics), U.S.C. Extensive price and cost analysis work, systems and pro- 
cedures, and procurement exposure in industry. Presently teaching in community col- 
lege in California. Seeking professional advancement in four-year liberal arts college. 
Will relocate to any area. Salary and position open. l E1561 


Economic development, demography, manpower economics, labor economics: Man, 
34, married, Indian citizen; Ph.D. from a leading Canadian university. Eight years 
of teaching and research experience. Several publications in Western and Indian 
journals. Interested in research and/or teaching position in U.S.A. or Canada. Salary 
negotiable. E1564 


Economic theory, monetary theory, international relations, business cycles and fore- 
casting, labor economics: Woman; M.B.A. and additional work towards Ph.D. Pub- 
lications. Experience in college teaching, business, and government. Seeks teaching 
or research and writing position. Prefers Midwest location. E1565 


Principles of economics, Latin-American economics, economic systems, business cycles, 
marketing, organization theory, buman relations: Man, 32, married; Ph.D. Three 
years of experience as economist in a national planning board and professor in an 
American accredited university. Substantial number of publications; Spanish is native 
language. Desires teaching or research position in Latin America. E1566 


International economies, economic development and growth, price-distribution theory, 
macroeconomics: Man, early 40's, married; B.A., Washington, M.B.A., M.A., Ph.D., 
Chicago (1951); Phi Beta Kappa, Magna cum laude. Teaching, government, and 
research experience; fluent Spanish; book, articles, reviews in quality journals; knows 
and uses mathematics, statistics. Last position, Academic Staff, London School of 
Economics. Seeks quality academic position teaching and research in university with 
graduate program; likes students. References. Available immediately. E1567 


International economics, international monetary relations, comparative economic 
Wild comparative economic systems, theories of economic policy, government and 

usiness: Man, 43, married; M.S., Columbia University; Ph.D., University of Geneva. 
Ten years of university teaching experience; economics consultant to major corpora- 
tions; many honors and awards; 4 books, many articles. Currently distinguished visit- 
ing professor, major university. Desires teaching position with research opportunities. 
Available in September, 1967. E1568 


Economies: Man, 33; M.A. Hons. (economic science), B.Com., B.Sc, A.C.C.S. Sev- 
eral years of teaching experience at various levels; chairman, department of com- 
merce at a school. Desires teaching and/or research position at school or college 
level, preferably in a state with warm climate. Available any time at six-month notice. 

E1569 


Agricultural economist: Man, 29, married. British university teacher and research 
worker. Experienced in organizing and teaching graduate and undergraduate courses. 
Specialist, structural problems in European agriculture. Seeks position in American 
summer school in 1967. E1570 


Principles, theory, development statistics, money and banking, fiscal policy: Man, 
38, married; B.A. (USC), M.P.A. and Ph.D. (Harvard). Employed by an interna- 
tional organization. Extensive experience in teaching, training, research and policy 
advice; publications include one book. Seeks a permanent teaching position in the 
United States beginning in September, 1968. E1571 


Corporation finance, commercial banking, economic and financial analysis: Man, 32, 
martied; Ph.D. candidate; M.B.A. in finance. President of textile manufacturing con- 
cern; former New York banker; 3 languages; pilot's license; Army veteran; well 
traveled in United States and Europe. Anxious to expand horizons in new creative 
endeavors, whether academic or business, anywhere in the world. E1572 


Principles, growth and development, economic theory, economic history, international 
economics: Man, 30, single; Ph.D. to be completed in 1967. Assistant professor; 5 
years of teaching and research experience; publications; experience overseas. S 
poston teaching and/or research, U.S. or overseas location. Available from Septem- 
er, 1967. E1573 


Principles, money and banking, micro and macro theory, history of economic thought, 
labor, government and business: Man, 35; Ph.D. Five years of college teaching ex- 
perience. Desires teaching position in the East or Northeast. Available in June or 
September, 1967. E1574 


Principles, economic theory, mathematical economics, money and banking, public 
finance: Man, 35; B.A., M.A., Ph.D. course work except dissertation completed in 
1959. Seven years of full-time teaching experience at various state universities and 
colleges; 3 years as associate professor. Substantial research in empirical and theoretical 
studies. In Whos Who in South and Southeast U.S.A. Currently working as a senior 
research economist with a U.S. government agency. Interested in a teaching position 
in a metropolitan area or an area close to large libraries and research environments. 
Will relocate. Available in June, 1967, or earlier if desired. E1575 


International economics, international business, comparative economic systems, com- 
parative management systems: Man, 37; M.B.A., Ph.D. Four years of teaching and 
research experience. Several articles and three books edited. Coauthoring a book pres- 
ently. Desires teaching position with research opportunities, in the international busi- 
ness area, in a graduate school of business. Available in September, 1967. E1576 


Urban economics, industrial organization, microeconomics, macroeconomics, business 
administration, urban planning: Woman, married; B.S. (geology), M.B.A., M.A. 
(economics), Ph.D. dissertation ready for initial draft. Fellowships. Several years 
of teaching experience at the university level; also experience in teaching in the 
elementary schools. Prefers teaching-research position or consultant for public or 
private organizations. Prefers location in Detroit metropolitan area. Other locations 
subject to negotiation. E1577 


International trade, economic development, problems of developing economies, micro- 
economic theory: Man, 36, married; Ph.D. Eight years of teaching experience; 1 year 
as consultant and research economist. Seeks responsible position in teaching or with 


government. Available in May, 1967. E1578 
Business adminisiration, management; Man, 44; Ph.D. Professor; experienced ad. 
ministrator and teacher; publications. Available during 1967-68. E1579 


Money and banking, financial institutions, theory, international finance, quantitative 
methods: Man, 41, married; Ph.D. Eight years of university teaching, some ad- 
ministrative experience and some prior government and business experience. Prefers 
Pacific Coast or Great Lakes area. Available in June or September, 1967. E1580 


Economic development policies, programs, and problems, resource anaylsis, eco- 
nomic history, history of economic 1 ought, public finance and fiscal policy: Man, 
54; Ph.D. Fifteen years of teaching in American colleges plus 2 years as visiting 
professor in Latin-American D YE induding supervision of graduate instruc- 
tion and research, combined with work as consultant on tax policies and measures 
to state legislatures and taxpayers' organizations, Fifteen years overseas as senior 
economist and administrator in federal agency concerned with development, in- 
cluding 3 years as director of resource survey and development planning opera- 
tion in Peru, Broad experience in analyzing development resources and potential; 
preparing and editing reports of findings, action recommendations, and plans; 


guidance of U.S. assistance activities in three developing countries, Numerous 
publications; fluent Spanish; Whos Wao listing. Prefers teaching or consulting 
on East or West Coast or in southeastern U.S. or Puerto Rico, without adminis- 
trative responsibilities. Available in March, 1967. E1581 


Economic principles, accounting, public finance, macro- and microeconomic theory: 
Man, 25, married; A.B., M.S., eonomics, minor in accounting. Corporate eri- 
ence; evening school instructor; 2 years of teaching at top flight liberal arts college. 
Available for fall, 1967. E1582 


Micro- and macroeconomics, public finance, international economics, statistics: Man, 
28; candidate for M.A., near completion, currently finishing thesis. Mathematics 

und; research assistantship in medical economics; publications. Seeks re- 
search position. E1583 


Macro and micro theory, economic history and history of economic doctrines, de- 
velopment and international economics, money and banking, public finance: Man, 
30, married; Ph.D., 1965. Romance languages. Five years of teaching experience. 
Some publications. Desires teaching position. E1584 


United States economic development, labor economics, health, industry studies: 
Man, 27, married; Ph.D., Columbia University, requirements completed except 
defense of dissertation. Six years of diversified research experience, last 4 years with 
well-known nonprofit economic research organization; several independent research 
studies and responsible research assistance on many more; strong knowledge of 
statistica] methods. Seeks responsible research position or teaching position with ex- 
tensive opportunities for research, preferably in New York area. Available in Feb- 
ruary, 1967. E1585 


Economic principles, macro and micro theory, statistics, business literature, geog- 
raphy, regtonal development, management, marketing: Man, 29, married; B.B.A., 
M.B.A. (economics). Experience in business, research, teaching, including chair- 
manship of small department. Has publications and other pe oaos of abilities. 
Seeks teaching position in northeastern college or university (Ph.D. program with- 
in commuting distance). Available in summer or September, 1967. E1586 


Econometrics, linear programming, inventory control, simulation, agricultural 
economics, applied and mathematical economics, micro- and macroeconomics, eco- 
nomic development: Man, 33, married; B.S, M.A, M.S. Ph.D. from one of the 
top universities of the US. Two years of teaching experience. Desires teaching 
and research position. Available in summer, 1967. E1587 


Economic bistory, economic theory, population, money and banking: Man, single; 
B.S., M.B.A., Ph.D. requirements completed, dissertation considerably advanced. 
Ten years of teaching experience; business experience. Desires permanent position 
with an opportunity for research and for an advancement in a growing college. 
Available in September, 1967. E1588 


Corporation finance, investments, financial institutions, public finance, money 
and banking, macro- and microeconomics, insurance: Man, 36, married; B.A. 
M.B.A., Ph.D. expected in economics and business adminsitration, dissertation in 
final draft stage. Currently assistant professor at large southern university. Three 
years of university teaching experience, including some graduate courses. Business 
experience in finance and life insurance management. Will relocate for: better 
teaching and research enviroment near a metropolitan center. Desires teaching 
and/or research position st undergraduate or graduate level. Available in once 
1967. 1589 


iE history of thought, macro theory, money and banking, development and 
growth; Man, 46, married; Ph.D. Eleven years of teaching experience; department 
chairman for 5 years; full professor 2 years. Presently on two-year contract with 
U.S. government as economic adviser in Middle East. Prefers medium size or 
smaller school. Some preference for region between Illinois and East Coast. Avail- 
able in September, 1967. E1590 


International economics, economic development, economic history of Exrope and 
Asia, economic theory: Man, 35, married; B.A, M.S., Ph.D. Four years of college 
teaching experience; currently associate professor of economics; publications. Seeks 
teaching position with opportunity for research, Available in June or ere 
1967. 1591 


Micro theory, public finance, capital allocation theory, statistics, energy and 
natural resources: Man, 34, married; Ph.D. Teaching, research, and administrative 
experience. Presently with major corporation. Desires teaching, research, or adminis- 
trative position in liberal environment. E1592 


Economic theory, labor economics, economic history, monopoly amd competition, 
money and banking: Man, 36, married; Ph.D., Northwestern University. Nine years 
in teaching. Will ja on leave from position as associate professor and seeks teach- 
ing position during spring, 1967, semester. Preference for Southeast or sia er 
1593 
Principles, theory, American economic history, history of economic thought, money 
and banking, business economics: Man, 39, married; Ph.D, Twelve years of teach- 
ing experience; also experience as department chairman. Desires position in teach- 
ing, research, or business. Available in September, 1967. E1594 
Monetary theory and policy, statistics, economic theory, economic development, 
mathematical economics: Man, 27, married; all Ph.D. requirements completed ex- 
cept dissertation, which is in progress and should be completed by June, 1967. 
National Defense Fellow. Some teaching and research experience. Desires teaching 
position with research opportunities. Available in June, 1967. E1595 
Mathematical economics, econometrics, microeconomic and macroeconomic theory, 
international economics, statistics, economic development: Man; Ph.D. Graduate 
and undergraduate teaching and research experience. Interested in teaching posi- 
tion with opportunity for research in an institution offering a doctoral program. 


E1596 
Public finance, government and business: Man; Ph.D. Considerable teaching ex- 
petience; currently publishing text. E1597 


Quantitative economic and business analysis, regional economics, transportation, 
economic development, international trade and finance, money and banking, market- 
ing, management, statistics, accounting: Man, 39, single, U.S. citizen; Ph.D., Columbia 
University. Twelve years of progressive professional experience in economic re- 
search and teaching with leading institutions in N.Y.-D.C. area. Seeks a re- 
sponsible teaching and/or research position. Available in February, 1967. E1598 
Principles, public finance, money and banking, history of economic thought: Man, 
49, married; Ph.D. Fifteen years of college and university teaching experience. 
Desires position stressing good teaching. E1599 


Micro and macro theory, growth and development, international economics, public 
finance, od of economic thought, statistics: Man, 46, married; M.A., Ph.D. 
Associate professor; modest publications; over 12 years of university and college 
teaching. Available in fall, 1967. E1600 
Micro- and macroeconomics, money and banking, finance, investments, economic 
geography: Man, 27, married; B.A., M.B.A., Ph.D. candidate in economics. Four 
years of teaching experience, including graduate courses; publications. Seeks college 
teaching position in northeastern U.S, Available in June or September, ee 
1601 


Public finance, micro- and macroeconomics: Man, 31, married; Ph.D. expected 
in June, 1967. Ford Foundation Fellowship. Several years of full-time teaching 
experience at major eastern university. Desires college-university teaching position 
with the opportunity and facilities for research, Available in September, Eo 
1602 


Statistics, matbematical economics, economic tbeory, international economics, com- 
parative systems, economic development and planning, economic growth: Man, 


early 30s; M.A, M.B.A., all Ph.D. irements except thesis completed. Six 
years of teaching experience. Desires teaching position in or close to aes 
City. l 1603 


Economic development, agrarian reform, Latin-American studies, agricultural labor, 
economic theory and thought: Man, 33, married; Ph.D., Berkeley, 1962. Employed 
in research and operational activities by international organization and U.N. agency 
since 1962; research in Latin America; teaching experience, Seeks teaching position 
with opportunity for research at university with interdepartmental program in Latin- 
American studies and/or economic development. Available in fall 1967. E1604 
Economic development and growih, planning, comparative systems, statistics: Man, 
35, married; M.A., Ph.D., University of California, Berkeley. Eight years of teaching 


experience in major North American universities. Currently on leave for research with 
a major international organization. Desires a teaching position with research oppor- 
tunities, preferably in U.S. West Coast. Available in September, 1967. E1605 


^ Business management, managerial economics, government and business, labor rela- 
tions, personnel management: Man, 52, married; B.S. (business administration) with 
highest distinction, M.A. (economics), Phi Beta Kappa, Beta Gamma Sigma. Twenty- 
five years of experience in all phases of general management in heavy consumer and 
defense industries; extensive operating and consulting experience with U.S. govern- 
ment in economic. stabilization and defense matters; university staff and visiting lec- 
turer in economics, labor relations, and government-business relationships. Seeks uni- 
versity or other inistrative or teaching position. Available on reasonable C. 
160 


Macro- and microeconomics, international economics, money and banking, business 
cycles: Man, B.A. M.A., Ph.D. in 1960. Six years of full-time teaching of various 
university economics courses; Ford Foundation Research Fellowship; modest publi- 
cation record; presently assistant professor in a state university. Desires a change in 
geographical location. 1607 


Labor economics and history, American economic history, comparative economic sys- 
tems, consumer economics, introductory statistics: Man, 28, married; Ph.D. is antic- 
ipated in June, 1967. Four years of college teaching experience. Desires teaching 
position at coeducational institution having economics as a major field. Also inter- 
ested in doing research on current policy issues. Available in June, 1967. E1608 


Statistics, money and banking, finance, macro- and microeconomics: Man, 36, mar- 
ried; Ph.D. expected soon. Teaching and research and analysis experience. Desires 
teaching and/or research position in or close to New York metropolitan e E 

1609 


Economic development, industrial organization, economic thought, labor, macro- 
economics: Man, 51, married; Ph.D. Now in top level post with leading research 
foundation. Twelve years of college teaching experience; 10 years of U.S. gov- 
ernment and overseas consulting. Nine books; over forty articles and reports. De- 
sires permanent professorship at good university, preferably one with a solid 
graduate program. Available in fall, 1967. E1610 


Micro- and macroeconomics, international economics, monetary theory and banking, 
economics of development: Man, 25, married; B.Sc.(Econ), University of London, 
with specialization in economics, analytical and descriptive, M.Sc.(Econ) with 
specialization in economic development; 2 more years of further graduate study 
and research at a leading American university. West Indian national migrating to 
Canada seeks suitable post in teaching or research. Available in March, M 
1611 


Statistics, microeconomics, money and banking: Man, 26; Ph.D. course work com- 
pleted. Secondary school, industrial and college iver Desires academic posi- 
tion. Prefers Midwest; will consider other. Available in September, 1967. E1612 


Economic development, international economics, economic history: Man, married; 
Ph.D. Long world-wide experience in economic development policy and administra- 
tion in headquarters and field. Interested in teaching, research, or combination 
with graduate student training and development of university contract and service 
program, preferably though not restricted to Southeast. Available in fura C 

1613 


Management, marketing, economics, government and business, transportation, per- 
sonnel and human relations: Man, 45; M.A., labor and industrial management, plus 
additional work. Presently director, graduate center, state university. Six years of 
teaching and administrative experience, graduate and undergraduate levels. Private 
industry and government experience. Primary interest in teaching and research 
but will consider combination of teaching and administration. Available in Sep- 
tember, 1967. E1614 


Macro- and microeconomics, development economics, monetary economics, economic 
thought, international economics, public finance: Man, 34, married; Ph.D. leading 
eastern university. Publications; several years of teaching; government experience 


and research. Desires teaching position or research. Available in June or Septem- 
ber, 1967. E1615 


Economic theory, economic development, international economics, comparative eco- 
nomic systems, business economics: Man, 35, married; Ph.D. expected in June, 
1967. Ford Foundation Fellowship. Several years of government experience and 
university teaching the last three years. Will relocate to any area. Salary and 
postion open, Seeks university or college teaching position starting in summer or 
all, 1967. E1616 


Development and international economics, labor economics, national income 
theory and cycles, principles, Latin-American economics: Man, 28, married; M.A. 
in Economics, Ph.D. candidate, working on dissertation. Two and a half years of 
college teaching experience. If job is in N.Y.C. or vicinity, might consider part- 
time assignment. Seeks teaching and/or research assignment. Available in June, 
September, or December, 1967. E1617 


Macroeconomics, government finance, history of thought, European economic bis- 
tory, customs unions, international trade, money and banking: Man, 46; Ph.D, Fluent 
German, Italian, French; executive and planning business experience; 7 years of 
teaching experience; some publications; present associate at a state university. Seeks 
equivalent position near metropolitan center either East or West Coast. E1618 


History of economic thought, macroeconomics, monetary theory, economic develop- 
ment, with emphasis on Latin America: Man, 35, married; Ph.D. (economics). Six 
years of teaching experience. Presently completing Rockefeller Foundation grant. 
Desires teaching position with research opportunities. Available in summer, ee 
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Principles, international trade theory, international monetary relations, comparative 
economic systems, money and banking, macro theory: Mao, 28, married; M.A. in 
June, 1967, will continue for Ph.D. Two years of teaching experience; also re- 
search experience. Desires position stressing good teaching with close student-teacher 
relationship. E1620 


THE REVIEW OF ECONOMIC STUDIES 
Journal of the Economic Study Society 


Volume 33 (3) No. 95 Contents July, 1966 


Short Term Fanpioysüedt Functions in British Manufacturing Ind 
dus R. J. Ball E. B. A. St Cyr 


The foforins Hon Approach to the Prediction of igri ism Trade Flows .... 
dad Eus . Uribe, H. Theil, and C. G. Leeww 


An honing of tineri Concept of Structural S 2n ,J. Vanderkamp 


Biases in ae ME of the Elesticities of Substitution of C.E.S. Produc- 
tion Functions 9 $* ^ $ 3 9? " 5» b b b $ B 5 B O 9 b à e 5-259 9892 erse, PRE CA C. Harcourt 


This Journal is published quarterly in January, April, July and October. The Annual 
subscription is 50a, (U.S.A. $8.00), single number 15s. (U.S.A. $2.50). Orders and sub- 
scriptions may be sent to any Bookseller or direct to: 

OLIVER & BOYD, LTD. 


Tweeddale Court, 14 High Street, Edinburgh 1 





JOURNAL OF REGIONAL SCIENCE 





Volume 6 Winter 1966 Number 2 





ARTICLES 
On the Theory of Interregional pusccenees in the Growth Rates of Manufacturing 
Employment 4.5229 vxvsE d E EPEEREF EAS Add auae d beet d aed . Noboru Sakashita 


The pemgad for Abstract Pránijórt Modes; Theory ‘and Measurement ...... 
err Terre ee eee re ren Richard E. Quandi and Wiliam J. Baumol 


Populations of Places in a Central Place Hierarchy- EEES Michael F. Dacey 


A Regional Analysis of the p of Age, Vici and Occupation on Median 
Income 40212644 ela OR RA EEEE Er Sosa EORR oe t icd oisi ire orat Jack L. Hervey 


À Note on the Measuresient of Regional Hombgeneity A Lawrence A. Sherr 


A Note on the Temporal iecit of Eater port Transition Matrices . 
EE a ea ee ee eee eee eran eer seg ecssecccscesditidrfi "Rogers 


A Comparative Evaluation of Gravity: and System Theory Models for Statewide 
Recreational Traffic Flows ............. Jack B. Elli; and Carlton S. Van Doren 


Book Reviews 
Index to Volumes 5 and 6 


The Journal of Regional Science 18 published in two issues per volume by the Regional 
Science Research Institute, G.P.O. Box 8776, Philadelphia, Pennsylvania 19101, in 
cooperation with the Department of Regional Science, Wharton School, University of 
Pennsylvania, The subscription rate is $5.00 per volume or $2.50 per issue. All orders 
should be addressed to the Regional Science Research Institute. Address all editorial 
communications to W, Isard, Editor, Journal of Regional Science, G.P.O. Box 8776, 
Philadelphia, Pennsylvania 19101. 
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A new era opens in educational communications 


This year dormitory rooms at hun- 
dreds of colleges wil! have their own 
telephones. 


What's happening? A new era in 
college dormitory life? Yes indeed. 
Colleges are installing room phones 
to help today's serious student use 
his time more prudently...to talk 
with family, friends and others with- 
out standing in line ata public phone. 


Colleges—and other institutions of 
learning, too—are facing up to the 
twin explosions of population and in- 
formation by looking more and more 
to communications. On many cam- 
puses, for example, the student will 
use his phone to “attend” language 


labs and to retrieve other information 
on tape. More students than ever be- 
fore will be able to share facilities. 


Soon the telephone will be used to 
get information from computers or 
set up problems for solution. Some 
colleges and high schools are already 
using teletypewriters for computer- 
assisted instruction. 


Communications that make the 
fullest use of our educational re- 
sources are under continuing devel- 
opment by us. They are another way 
that we serve America's communica- 
tions needs with imagination and 
economy... providing service of all 
kinds at low cost. 


TeT 


Bell System 


American Telephone & Telegraph 
and Associated Companies 





They're missing important news... 


INTRODUCTION TO ECONOMICS SERIES 


Edited by KENYON A. KNOPF, Jenizen Professor of Economics, Grin- 
nell College. 


This distinguished new series is designed to familiarize the reader with the 
concepts and relationships of elementary economics as well as with the nature 
of vital, enduring economic problems. The volumes in the Introduction to 
Economics Series ate written in clear and concise language ... are not abstruse 
or condescending . . . and are based on the premise that beginners in the field 
should learn how economists think about economic problems. 


THE VOLUMES 


THE MARKET SYSTEM 


By ROBERT H. HAVEMAN and KENYON A. KNOPF, both of Grin- 
nell College. What to produce, how, and for whom? This volume explains 
how the market system provides answers to the basic economic problems that 
face every society. 1966. 223 pages. Cloth: $4.95. Paper: $1.95. 


NATIONAL INCOME AND EMPLOYMENT ANALYSIS 


By ARNOLD COLLERY, Amberst College. Presents not only the modern 
analysis of economics but the classical analysis as well. Shows why orthodox 
economists believed that employment was self-regulating, while now eco- 
nomists agree that the national B T is responsible for maintaining 
prosperity. 1966. 154 pages. Clotb: $4.95. Paper: $1.95. 


THE ECONOMICS OF POVERTY 


By ALAN B. BATCHELDER, Kenyon College. Who are the poor? How 
is poverty determined? What lasting solutions can be applied to reduce it? 
This book approaches both questions and answers from a dispassionate point 
of view, setting forth clearly the various causes, characteristics, and cures of 
the poverty dilemma. 1966. 214 pages. Clotb: $4.95. Paper: $1.95. 


W 


JOHN WILEY & SONS, Inc. 
605 Third Avenue, New York, N.Y. 10016 
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DON'T READ ADS. 


. . . about an exceptional way to study economics. 


TOWARD ECONOMIC STABILITY 


By MAURICE W. LEE, University of North Carolina. A succinct, pene- 
trating examination of the Federal government's efforts toward achieving 
high ovel economic stability since passage of the Employment Act of 1946. 
1966, 177 pages. Cloth: $4.95. Paper: $1.95. 


WELFARE AND PLANNING 
An Analysis of Capitalism Versus Socialism 


By HEINZ KOHLER, Amherst College. The first systematic presentation of 
theoretical models of capitalism and socialism. Reasons for government inter- 
vention are described, as contrasted with models of centrally directed socialist 
economies (via input-output analysis or linear programming). 1966. 175 
pages. Cloth: $4.95. Paper: $1.95. 


CASE STUDIES IN AMERICAN INDUSTRY 


By LEONARD. W. WEISS, University of Wisconsin. Based on the author's 
successful Economics and American Industry. The core of the book is five case 
studies covering the development, structure, and performance of five sets of 
markets: agriculture, electric power, steel, retailing, and steel labor. 1967. 
Approx. 368 pages. Cloth: Prob. $6.45. Paper: Prob. $3.45. 


ECONOMIC DEVELOPMENT AND GROWTH 


By ROBERT E. BALDWIN, University of Wisconsin. Explores the major 
areas of the subject in depth—and traces the main economic theories from 
Adam Smith to the present. 1966, 133 pages. Cloth: $4.95. Paper: $1.95. 


INTERNATIONAL ECONOMIC PROBLEMS 


By JAMES C. INGRAM, University of North Carolina, Chapel Hill. The 
author selects a few major principles, explains them lucidly but briefly, and 
applies them to three currently-outstanding policy problems. 1966. 180 pages. 


Cloth: $4.95. Paper: $1.95. 


JOHN WILEY & SONS, Inc. 
605 Third Avenue, New York, N.Y. 10016 
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PRIMARILY PRACTICAL 


Wiley's books in Economics 
get right to the heart of the matter. 


W 


DETERMINING FORCES IN 
COLLECTIVE WAGE BARGAINING 


By HAROLD M. LEVINSON, The University of Michig an. One of a . 
series of books from the Research Program of the Institute of Industrial Re-. 
lations, University of California. 1966. 283 pages. $8.95. ` 


ECONOMETRIC MODELS AND METHODS 
By CARL F. CHRIST, The Johns Hopkins University. A Cowles Commis- 
sion Monograph. 1966. 705 pages. $14.95. | 


COMPUTER SIMULATION TECHNIQUES ` 


' By THOMAS H. NAYLOR, Duke University; JOSEPH L. BALINTFY, 
Tulane University; DONALD S. BURDICK, Duke University; and KONG © 
CHU, Georgia Institute of Technology. 1966. 352 pages. $9.50. 


MONOPOLISTIC COMPÉTITION THEORY: 

STUDIES IN IMPACT S. 

Essays in Honor of Edward H. Chamberlin o: 

. Edited by ROBERT E. KUENNE, Director, Generar Economic S jilm 
Project. 1967. 387 pages. Prob. $8.95. 

BASIC STATISTICS WITH BUSINESS APPLICATIONS 


aha RICHARD C. CLELLAND, JOHN S. DECANI, FRANCIS BROWN, ` 
the late J. PARKER BURSK, and DONALD S. ‘MURRAY, all of the Univer- -— 
sity of Pennsylvania. 1966. 708 pages. $11.50.. 


INTEGRATED DATA PROCESSING SYSTEMS . 


By E. JEROME McCARTHY, Michigan State University; J. A. Mc-- 
CARTHY, IBM Corporation; with the editorial assistance of DER ; 
HUMES, Humes and Associates. 1966. 565 pages. $8.95. 


PRICE POLICIES AND PRACTICES 
Edited by DONALD F. MULVIHILL and STEPHEN PARANKA, both 
of Kent State University. 1967. 333 pages. Prob. $8.95. 
MONEY AND FINANCE 
Readings in Theory, Policy, and Jistan 2 
po~ by DEANE CARSON, Northwestern TIERE 1966. 372 PARA 
0 
MANAGEMENT SY STEMS 
Edited by PETER P. SCHODERBEK, University of Iowa. 1967. In press. 


JOHN WILEY & SONS, Inc. 
| 605 Third Avenue, New York, N.Y. 10016 
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Teaching faculty members are invited to request examination copies of 
the following titles, which may be retained in the event that multiple 
orders are placed through the college or local bookstore. Please address 
inquiries on official stationery to Department E and mention your posi- 
tion when replying. A complete list of Princeton Paperbacks will be sent 


on request. 


AS UNIONS MATURE: An Anal- 
ysis of the Evolution of American 
Unionism 

by RICHARD A. LESTER 


Examines the factors that influence the 
ageing of unions, the settling down pro- 
cess, and the social and economic im- 
plications of advanced umionism. 

171 pages #50. $1.95 


THE ECONOMIC DEVELOP- 
MENT OF JAPAN: Growth and 
Structural Change, 1868-1938 

by WILLIAM W. LOCKWOOD 


. « « provides an invaluable collection 
of statistics, arguments and interpreta- 
tions.” New Statesman and Nation 


620 pages #34. $3.45 


THE GREAT CONTRACTION, 
1929-1933 


by MILTON FRIEDMAN and 
ANNA JACOBSON SCHWARTZ 


Taken from the widely praised book, 
A Monetary History of the United States. 
120 pages #9. $1.95 


ibe ERE. 


ON THE ACCURACY OF ECO- 
NOMIC OBSERVATIONS 

by OSKAR MORGENSTERN 

This new edition vividly reinforces its 
appeal for greater awareness of the pos- 
sibilities for error in published economic 


statistics. 
336 pages #2. $2.95 


REGULATING BUSINESS BY 
INDEPENDENT COMMISSION 
by MARVER H. BERNSTEIN 


Comprehensive appraisal of the place of 
our independent regulatory agencies as 
an agent of governmental regulation at 
the national level. 


317 pages #49. $1.95 


eSB EE SP db d, deo. 


Princeton 


University Press 
Princeton, New Jersey 08540 
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Banking in the Early Stages 


of Industrialization: 


A Study in Comparative Economic History 


By RONDO CAMERON, University of Wisconsin, with the collaboration of OLGA 
CRISP, HUGH T. PATRICK, and RICHARD TILLY 


Individual discussion of several countries shapes this systematic analysis of the finan- 
cial structure and its evolution, the role of banks and other institutions, and the mecha- 
nisms of industrial finance. Following an introductory chapter, the relationship between 
banks and industry in the initial industrial spurts of England, Scotland, France, Bel- 
gium, Germany, Russia, and Japan is illuminated. Professor Cameron rates the banking 
systems and policies according to their contribution to industrialization and the eco- 
nomic development of their respective countries, and evaluates the relevance and limita- 
tions of historical experience for countries undergoing rapid industrialization. 

January 1967 553 pp. 16 maps; 44 line drawings prob. $6.50 


Modern Capitalism: 


The Changing Balance of Public and Private Power 
By ANDREW SHONFIELD, Royal Institute of International Affairs 


"Perhaps the most important book of the last decade, Mr. Shonfield achieves the diff 
cult task of making sense out of present day politics and economics of the Western’ 
world."—IHewny W. Morton, Queens College 

1965 472 pp. cloth $10.50 paper $4.50 


The World Economy at the Crossroads: 


A Survey of Current Problems of Money, Trade, and 

Economic Devélopment 

By HARRY G. JOHNSON, University of Chicago | 

^. .. an excellent short survey . . . of the basic current problems of international eco- 
nomic policy facing the advanced countries: monetary organizations, trade barriers and 
discrimination, and trade and financial relations with the less developed countries,”—~ 
Foreign Affairs 

1966 114 pp. cloth $3.50 paper $95 


Readings in Economics and Politics 


Second Edition 

Edited by H. C. HARLAN, Chicago City Junior College 

Tax cuts, gold reserves, and automation are among the problems considered in selections 
new to the second edition of this well-known reader. In clear and forceful terms the 


book explores twelve basic political-economic issues, widely enough to encourage dis- 
cussion, debate, and further study. 


1966 800 pp. paper $2.75 


Oxford University Press/200 Madison Ave./New York 10016 
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The Oxf 
of the United States and Canada 


Edited by JOHN CHAPMAN, University of British Columbia, and JOHN SHER- 
MAN, University of Washington, and the Cartographic Department of the Clarendon Press 


The latest in the Oxford Regional Economic Atlas series, this volume displays the whole 
of its area, the United States and Canada, in 128 pages of maps in full color. A new 
section on urban plans is introduced, indicating communications networks and func- 
tional areas, Other sections cover topography, physical geography, demography, agriculture, 
industry, and transportation. A gazetteer of about 10,000 entries is included. 


Spring 1967 128 map pages; gazetteer cloth $15.00 paper $5.95 


The Shorter Oxford Economie Atlas of 
the World Third Edition 


Prepared by the Cartographic Department of the Clarendon Press in collaboration with 
The Economist Intelligence Unit 


“I am very much impressed. I find the Atlas valuable not only for giving insight into 
economic changes today, but also for explaining many of the rather violent changes of 
the past—changes based on desire for resources and territory."—JosepH M. PERRY, 
University of Florida 


1965 188 pp. paper $3.50 


Leading Issues in Development 


Economics: Selected Materials and Commentary 
GERALD M. MEIER, Stanford University 


“This book fills a long-standing need, and it does it admirably. The selection of ma- 
terial is excellently done, and nothing of importance is omitted by condensation."— 
ALEXANDER ERLICH, Columbia University 


1964 592 pp. $7.00 


Capital and Growth 
By SIR JOHN HICKS, Oxford University 


“A most important treatise. Demonstrates what growth theory is and is not. Stimulating 
review of earlier theory and oen of the various types of economic analysis.”— 
Tuomas W. Bonsor, Eastern Washington State College 


1965 350 pp. $5.00 


Development Finance: Planning and Control 
By URSULA K. HICKS, Oxford University 


“I found it very stimulating to get this British author's view on the problem of aid to 
developing countries. . . . This is a valuable book for both the economist and the po- 
litical scientist."—T.AsmrtEY G. Harvey, Boston University 


1965 208 pp. $3.50 


Oxford University Press/200 Madison Ave./New York 10016 
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Local Taxation in Tanzania 


By EUGENE C. LEE, University of California at Berkeley. A key to economic de- 
velopment in the new nations of Africa is an equitable, realistic, and objectively 
administered taxation program. Professor Lee suggests a taxation plan that would 
implement Tanzania’s new Five Year Development Plan. The proposals presented are 
designed to increase tax yields and, at the same time, to make the tax system more just. 
(Study No. 1, Institute of Public Administration, Dur es Salaam.) Paper, $1.00 


The Strategy of Economic Planning 
A Case Study of Pakistan, Second Edition 


By MAHBUB UL HAQ, Pakistan Planning Commission. In providing a lucid, authorita- 
tive, and practical explanation of the realities of economic planning in underdeveloped 
countries, this second edition traces some of the drastic changes that have occurred 
since the first edition was published. “A fine book expressing a compelling philosophy 
. .. À definitive appraisal of planning and plans as they have so far developed . . . This is 
the real stuff of planning!”——The Economist (in a review of the first edition.) 114 tables, 
4 figures. ; $5.30 


Problems of Foreign Aid 
A Conference Report 


Edited by HADLEY E. SMITH, Institute of Public Administration, Dar es Salaam. 
At the third Conference on Public Policy held in 1964 at the University of East Africa, 
papers were presented on aid and development plans, manpower and technical assistance, 
and the politics of foreign aid. In this report of the conference some of the topics 
covered include: Foreign Aid in Africa—Basic Prerequisites and Types; Soviet Economic 
Aid to the Newly Liberated Countries; Criteria and Requirements for U.S. Aid Assistance 
Programs; and Foreign Aid and National Independence. (Study No. 3, Institute of Public 
Administration, Dar es Salaam.) Paper, $3.00 


A Latin American Common Market? 


By SIDNEY DELL, United Nations Conference on Trade and Development, “A clear 
and realistic guide to the jungle of integration agreements and the problems of planning 
trade and industry in Latin America. . . . The book contains excellent chapters on the 
solution of such practical problems as transport, special dispensations and forelgn capi- 
tal"—The Times Literary Supplement (London). 2 maps, 12 tables. (Royal Institute 
of International Affairs) $8.80 


Oxford University Press / New York 
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Essays in Economies 
Theories and Theorizing 


By WASSILY LEONTIEF, Harvard University. “These essays by the inventor of 
input-output analysis cast light both on the man and his work, The methodological 
papers show the subtle considerations that underlie the magnificent simplicity of input- 
output economics. And it will be useful to have Leontief's most important theoretical 
papers brought together in one place."—Orro ECKSTEIN $6.00 


Input-Output Economies 


By WASSILY LEONTIEF. “INPUT-OUTPUT ECONOMICS . .. develops an idea 
I have long been interested in, and I am delighted that he has put it into such definitive 
shape. It should be required reading for economists and other social scientists all over 
the world.”—Sruarr Coase. “Wassily Leontief has brought the facts of economic life 
within the grasp of theory; economics now becomes a technology as well as a science." 
—(ERARD PEL l $8.50 


A Tower in Babel 
A History of Broadcasting in the United States to 1933 


By ERIK BARNOUW, Columbia University. “To make any comment at all about 
A TOWER IN BABEL, I had first to recover from my mute awe at the brilliance with 
which Erik Barnouw has researched, organized and presented his subject."—-NormMan 
ConwiN. "Certain to be the standard reference for every student of broadcasting in the 
United Statea”"—Lous G. Cowan. 16 pages of halftones, 6 line drawings, $8.50 


The Oxford Companion to 


American History 


By THOMAS H. JOHNSON, Lawrenceville School, in consultation with HARVEY 
WISH. "I could not help wishing that such a compendium of information had been 
available when I began to be a teacher of American history just after the First World 
War. It would have saved me an immense amount of time and recourse to many books. 
. . . Besides being reliable, this super-guidebook is noteworthy for its comprehensiveness, 
catholicity, and modernity."—Douxas MaroNWE, History Book Club Review $12.50 


Oxford University Press / New York 
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A VILLAGE ECONOMY 


Land and People of Huecorio 


MICHAEL BELSHAW 


The bulk of the population of the world’s less developed areas 
lives in countless thousands of peasant communities. Yet little is 
known about the effects of a traditional agricultural economy on 
national development. This book is a pioneering study of one such 
ant community, the Mexican village of Huecorio. The author 
as collected a wealth of descriptive and statistical data which 
shed new light on the problems of land holding, underemploy- 
ment, and technological innovation. 


Coming in March 448 pages $10.00 


JACOB N. CARDOZO 
Economie Thought in the Antebellum South 


MELVIN M. LEIMAN 


An analysis of the contributions of Jacob N. Cardozo to economic 
thought. This study examines the views of the Southern journalist- 
economist, whose writings spanned the years 1817 to 1873, on 
such theoretical and practical economic issues as value and 'dis- 
tribution theory, tariff and banking problems, slavery, and busi- 
ness cycle theory. His thought anticipated some of the ideas 
associated with the Federal Reserve System and Keynesian eco- 
nomics. 


Just published 224 pages $7.50 


INTERNATIONAL FINANCIAL RID 


WOLFGANG G. FRIEDMANN, GEORGE KALMANOFF, 
AND ROBERT F. MEAGHER 


The first comprehensive study of the major foreign aid programs. 
The authors examine in detail the foreign aid programs of the 
United States, USSR, France, the United Kingdo om, Japan, and 
West Germany and present a careful analysis of the results sup- 
ported by actual case studies. The relationships of these programs 
to such international and regional economic organizations as the 
World Bank, the International Monetary Fund, the United Na- 
tions, and the Organization for Economic Cooperation and De- 
velopment are also discussed. 


Just published 512 pages $13,75 
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A REAPPRAISAL OF MARXIAN ECONOMICS 
MURRAY WOLFSON 


“Professor Wolfson examines the philosopher and economist 
Marx, using the modern tools of economic analysis and the con- 
temporary Marxist literature, as well as pertinent non-Marxist 
literature. This presentation of Marx’s economic theories in terms 
of our century is a definite contribution to their understanding, 
so necessary with the spread of the various types of Socialism in 
all continents.” Library Journal. 

220 pages $6.75 


PRIVATE PENSION FUNDS 
Projected Growth 
DANIEL M. HOLLAND 


A description of how private pension funds have grown during 
the last twenty years to become a major financial institution. By - 
1981, private pension funds may well hold four times as many 
assets as they held in 1961. The projections in this study cover 
both private industrial pension plans and state and local govern- 
ment employee plans. National Bureau of one Research, 
Occasional Paper Number 97. 


192 pages $4.00 


" THE guida OF INTEREST RATES 
A Progress Report 
JOSEPH W. CONRAD 


This report summarizes the work done thus far in the National 
Bureau of Economic Research's continuing study of interest rates. 
It contains a review of completed studies on the mortgage mar- 
ket, direct placements, the seasonal and cyclical behavior of in- 
terest rates, the term structure of rates, and the yield spread be- 
tween new and seasoned corporate securities. A brief description 
of studies in progress is also included. National Bureau of Eco- 
nomic Research, General Series Number 61. 

Just Published 244 pages $5.00 


SOURCE BOOK OF STATISTICS RELATING TO CONSTRUCTION 
ROBERT E. LIPSEY AND DORIS PRESTON 


This source book provides, in one volume, a compilation of the 
principal time series on construction in the United States, includ- 
ing both annual series, monthly, and quarterly series. Summary 
measures of business cycle behavior have also been included for 
the most important elements of construction activity. National 
Bureau of Economic Research, General Series Num er 82. 

Just Published 320 pages $12.50 


COLUMBIA UNIVERSITY PRESS 


2960 Broadway 
New York, N. Y. 10027 








"AED ra) 
br =. Man UD 
wmm. a ee ee. | 


Please mention Tux Amxnican Economic Review When Writing to Advertisers 


Lipsey and Steiner 
ECONOMICS 
First Adoptions 


Adams State College © Bard College © Belmont College * Big Bend Community College 
e Boston College * Brandels University © Brooklyn College € Bucknell University © Call- 
fornia State College at Fullerton * California State College at Hayward * Camrose Lu- 
theran College, Canada * Carleton University, Canada € Carnegie Institute of Technology 
* Chicago City Junior College * Claremont Men's College * Clarkson College of Tech- 
nology * College of William and Mary * Columbia College, S.C. © Curry College © Dart- 
mouth College * Drexel Institute of Technology * Duke University © Duquesne University 
e Eastern Nazarene College * Fairfield University € Florida Presbyterian College € Fresno 
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College * Lander College 9 Laurentian University, Canada * Lowrence University © 
Lehigh University € Lewls and Clark College * Los Angeles Pierce College * Lowell Tech- 
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fornia, La Jolla * University of California, Los Angeles * University of California, Santa 
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Three New Books 
a & ROW 


Statistics 
An Introductory Analysis, Second Edition 


Taro Yamane 


Revised to include a detailed discisslon of the analysis of variance and 
to give increased emphasis to the statistical theory of regression and 
correlation, rather than to mere description of techniques. Appendix 
tables are bound into the text, but may also be obtained separately. 
The separate problems manual has been greatly expand and is ac- 
companied by a solutions manual. 


Coming Spring 1967 


Development Planning 
. The Essentials of Economic "- 
W. Arthur Lewis 


"Sir Arthur Lewis is one of the wisest living economists. . . . It is a do-it- 
yourself manual for developing countries’ economists and civil servants | 
_ ~~often very inexperienced men——who are doing it themselves. . . . 
They will find no other handbook on their job half so readable and suc- 
~ cinct, it could be one of the most important instructional manuals ever. 
. The whole book gushes forth copious draughts of detailed common- 
sense," —The Economist : 


Just Published 


The American Economy to 1975 
An Interindustry Forecast 
Clopper ÀÁlmon — 


This text develops the first long-range forecasts of the American economy 
on the basis of what is known about supply connections among the na- 
tion's industries. The book is divided into ninety Industries, pioneering a 
: concept of consistent forecasting and its uses and offering proof-by- 
example. of the validity of projections. Although the forecasting system 
Is essentially a mathematical model, few mathematical equations are used 
and the language is readily comprehensiblo to those with no background 
in mathematics. 30 charts. 


Ready December, 1966 


Harper & Row, Publishers, 49 East 33d Street, New York 10016 
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ELEMENTARY PRICE THEORY 
By Benjamin Ward, University of California, Berkeley 


A systematically developed elementary text, this book provides the general 
analytic background essential to the discussion of today’s policy issues in in- 
dustrial organization, labor, public finance, corporate economics, and inter- 
national trade. Decision-making is stressed throughout with extensive atten- 
tion given to the elements of risk, time, and knowledge. Beginning with an 
overview of the economy, the book is organized to provide maximum flexi- 
bility in the choice of topics. 


CONTENTS 


ECONOMICS AND THE ECONOMY: Economic Problems: Who—What—How-—for 
Whom?; Economic Decisions and the Concept of the Margin. WHO MAKES 
THE DECISIONS? : Households; Business; Governments. MARKETS: Elementary , 
Supply and Demand Analysis; Equilibrium and Stability of a Single Market; 
Elasticity of Demand. CONSUMPTION: Rational Budget Allocation; Budget Line 
and Demand Curve; Index Numbers; Risk, Insurance and Gambling; Knowl-’ 
edge and Efficiency of Choice. PRODUCTION: Opportunity Cost and Production 
Possibilities; Factors of Production and Diminishing Returns; Scale and Pro- 
ductivity; Technological Change. THE ENTERPRISE: Profit Maximizing; Rev- 


enue Curves; Cost Curves; Enterprise Equilibrium; Basic Accounting Con- 
cepts. COMPETITION AND MONOPOLY: The Competitive Firm and Industry; The 


Competitive Economy; The Monopolized Industry. BARGAINING: Oligopoly and 
Its Causes; Prisoners’ Dilemma and Economic Bargaining; Bargaining with 
Nature vs. Bargaining with People. FACTOR MARKETS: Marginal Productivity 
and Rent; Labor Markets; Unions and Bargaining; Capital: The Interest 
Rate, Productivity and Time Preference; Entrepreneurship; Risk and Profit. 
THE MARKET SYSTEM: AN OVERVIEW: General Equilibrium; Socialism. cov- 
ERNMENT AND THE ECONOMY: Framework Functions; Risk Welfare and Con- 
tracts; External Effects: Failure of the Market and Public Goods; The Excise 
Tax and Supply-Demand Analysis; Price Control and Supply-Demand Anal- 
ysis; Paradox of Public-Private Choice; Income Distribution. _ 


Spring, 1967 approx. 256 pages (paper) $2.25 (tent.) 
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INTRODUCTION TO FINANCIAL THEORY 
A Portfolio Approach to Asset Holding Under Uncertainty 


By Basil Moore, Wesleyan University 


Essential reading for courses in money and banking and business finance. 
This original text recognizes the significance of uncertainty in financial be- 
havior and accords a central place to portfolio considerations in the inter- 
relationship between financial and real behavior. Theoretical discussions are 
oriented towards recent literature and the examination of real issues. 


CONTENTS 


Preface. AN INTRODUCTION TO FINANCIAL ANALYSIS: Introduction; An Incom- 
plete Sketch of the Development of Financial Thought; The Role of Finance 
in Economic Activity; Appendix: National Flow-of-Funds and Balance Sheet 
Accounts. PRINCIPLES OF FINANCIAL BEHAVIOR: Introduction; Asset Manage- 
ment Under Uncertainty; Heterogeneous Financial Behavior. THE INTEGRATION 
OF FINANCIAL AND REAL ECONOMIC BEHAVIOR: Introduction; Household Saving 
and Investment Decisions; Business Saving and Investment Decisions; The 
Cost of Corporate Capital. INNOVATIONS IN FINANCIAL ASSETS AND FINANCIAL 
MARKETS: Introduction; Primary Financial Assets; Secondary Financial As- 
sets; Financial Markets and Economic Performance; Appendix: Innovations 
in Financial Technology. THE DETERMINATION OF FINANCIAL ASSET PRICES AND 
YIELDS: Introduction; A General Equilibrium Theory of Financial Asset 
Prices; Temporary Equilibrium Determination of Financial Asset Prices; 
Relative Financial Asset Prices; Appendix: A Brief Survey of the Literature. 
MONEY AND BANKING: Introduction; Peculiarities of Monetary Assets; Are 
Commercial Banks Financial Intermediaries? ; A Model of Commercial Bank 
Operations. MONETARY AND NONMONETARY FINANCIAL INTERMEDIATION: Intro- 
duction; Determination of the Unregulated Volume of Monetary and Non- 
monetary Intermediation; The Regulation of Monetary Intermediation; The 
Question of Bank Capital. THE DYNAMICS OF MONETARY DISTURBANCE: Intro- 
duction; Monetary Change in a Stationary Economy; Monetary Change in a 
Growing Economy; Types of Monetary Assets. MONETARY CONTROL AND FINAN- 
CIAL POLICY: Introduction; Control of the Nominal Stock of Legal Money; 
Direct Regulation of Commercial Bank Behavior; Alternative Instruments of 
Financial Policy. THE SPECIAL CASE OF EQUITY INSTRUMENTS: Introduction; 
Some Characteristics of Corporate Equities; Some Consequences of an In- 
elastic Supply of Equities; Concluding Comments. 


Spring, 1967 256 pages (paper) $2.95 (tent.) 


More from THE FREE PRESS » 
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INSIDER TRADING AND THE STOCK MARKET | 
By Henry G. Manne, George Washington University 


Contrary to the opinion of the Securities and Exchange Commission, the author 
does not regard insider trading as an undesirable practice. He reports on the 
consequences of corporate personnel dealing in their company’s shares with in- 
formation undisclosed to stockholders, and reveals that insider trading results 
in no significant injury to long-term market investors. After presenting a care- 
ful legal and economic analysis of the practice, the author points out that in- 
sider trading, though under legal fire, may well be the only practical, appro- 
priate method for compensating innovators and entrepreneurs within large 
corporations. 


1966 288 pages | . $6.95 


THE SECURITIES MARKETS 

Operations and Issues 

By Sidney Robbins, Chief Economist of the Special Study 
of Securities Markets for the S. É.C. (1962-63), Professor 
of Finance, Columbia University 


Foreword by William L. Cary 
With criticisms and analyses of both the regulated and the regulators, this eye- 


opening volume presents up-to-date information on behind.the-scenes market 
information. Of outstanding importance are Professor Robbins’ recommenda- 
tions to prevent panic during times of political and economic crisis. “. . . his 
proposals for strengthening and protecting the investor are constructive . . . 
provocative . . . and controversial."—The New York Times. “This readable 
volume provides much needed and pertinent information . . . it can only bene- 
fit the investing public.” —Finance. “This is the most authoritative study I have 
ever seen on the behavior of the securities markets.”—_J. Fred Weston, Uni- 
versity of California, Los Angeles 


1966 | jt 288 pages $7.95 
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TRANSPORTATION AND ECONOMIC POLICY 

By Jobn B. Lansing, University of Michigan 

This volume takes an analytical approach to the goals and problems of transporta- 
tion policy and discusses their bearing on those of the national economy. It em- 
phasizes the need for combining economic theory with practice and systematically 
explores transportation in economic development. Relevant legislation is discussed 
in depth—from the Hepburn Act of 1906 to the Transportation Act of 1958. Special 
attention is paid to the social and political objectives of transportation policy. 
1966 432 pages $7.95 


POPULATION PROCESSES IN SOCIAL SYSTEMS 
By James M. Beshers, Massachusetts Institute of Technology 


A major introduction to a new era of population research, this pioneering volume 
examines the broader implications of population processes in social systems. The 
text reviews population theory, examines recent data from Western and non-West- 
ern nations, and incorporates the most current statistics in migration, mortality, and 
the spread of birth control technology. In particular, the author emphasizes the role 
of computer models and probability theory in modern research. 


Spring, 1967 256 pages $6.95 


GOALS, PRIORITIES, AND DOLLARS 
The Next Decade 


By Leonard A. Lecht, Director, National Goals Project, 
National Planning Association i 


Introduction by Gerhard Colm 


A comprehensive analysis of our national objectives and their anticipated cost in 
the 1970's examining the quantitative combination in which goals may be pursued 
and the adequacy of our resources in meeting these objectives. At all times, this 
authoritative volume considers national objectives in terms of current problems in 
our society and in terms of those which may become critical ini the next decade. 
“, .. an indispensable guide to this country’s economic and social future.”—The 
Washington Post 

1966 352 pages $6.95 
1966 352 pages (paper) $2.95 


A HISTORY OF AMERICAN LABOR 


By Joseph G. Rayback, University of Alberta 


This comprehensive history, newly updated by the author, begins with the colonial 
period and traces the effect of labor on American life and labor’s efforts to achieve 
status and prosperity. “Anyone can read it and as a result have a better understand- 
ing of the important role played by labor in the American society of yesterday and 
today."—The American Economic Review 


1966 o0l pages $3.50 


Available at your bookstore or directly from .. . ; 
TRE FREE PRES A Division of The Macmillan Company 
866 Third Avenue, New York 10022 
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ALASKA: A Challenge in Conservation 
by Richard A. Cooley 


Examines the effectiveness of the land policy developed by the Alaskan 
government for the selection, management, and disposal of some 104 
million acres gained with statehood in 1958, 


186 pages, 13 illus, 14 maps $5.50 ` 


CITY AND VILLAGE IN IRAN: 
Settlement and Economy in the Kirman Basin 
by Paul Ward English 


Concentrating on the Kirman Basin as a region, Mr. English describes 
the distribution and diversity of settlements and their functional in- 
tegration in a complex Poo organization, with Kirman City as its 
focal point. 


about 208 pages, 24 illus., 17 figs. $6.75 
S E At your bookseller or write direct. 
Wy THE UNIVERSITY OF 
WISCONSIN PRESS 


BOX 1379 
MADISON, WISCONSIN 63701 








MODERNIZATION 

The Dynamics of Growth 

Edited by Myron Weiner 

“All of the authors have done significant work in their fields. ind because these 
essays are compact expositions of current knowledge and opinion in their various 
disciplines, this volume constitutes a good introductory overview for serious dee 
ers,"—Library Journal $6.95 3209 


THE ART OF CONJECTURE 

Bertrand de Jouvenel $ 
"It is the systems-mindedness of our present day, supported by a growing com- 
puter-mindedness, that has suddenly made de Jouvenel’s recommendation of. a 
systems-synthetic attack on the problems of the future of our society appear not 
only feasible, but natural."—Olaf Helmer | $7.50 


LABOR IN A CHANGING AMERICA 

Edited by William Haber 

"A fascinating volume on the role of labor in America's rapidly shanging socio- 
economic environment. Included are contributions from top experts in government, 
labor, Journalism and academia."—Challenge . $5.95 


POOR KIDS 

A Report on Children in Poverty 

Alvin L. Schorr 

"| believe that in the next few years we shall be making far-reaching decisions 
about how to support children, as well as others who cannot work. We are not likely 
to be offered a better der than Poor Kids."—Sargent Shriver, Director, Office of 
Economic Opportunity. $5.9 


BASIC BOOKS, Ne 404 Park Avenuė South, New York 10016 
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The 


Foundations nd 
of Modern Edition 
Economics | —11967 


series 


Edited by 


Otto Eckstein, Harvard University 


Available March 15, 1967 
@ Prices and Markets, Robert Dorfman, Harvard Uni- 
versity 


@ National Income Analysis, 2nd Ed., 1967, Charles 
L. Schultze, Director, U. S. Bureau of the Budget 


e Public Finance, 2nd Ed., 1967, Otto Eckstein, Har- 
vard University 

e Money and Credit: Impact and Control, 2nd Ed., 
1967, James S. Duesenberry, Harvard University, on 


leave of absence to the Council of Economic Advi- 
sers, Washington, D.C. 


€ International Economics, 2nd Ed., 1967, Peter B. 
Kenen, Columbia University 


€ Economic Development: Past and Present, 2nd Ed., 


' 1967, Richard T. Gill, Harvard University 


€ American Industry: Structure, Conduct, and Per- 
formance, 2nd Ed. 1967, Richard Caves, Seta 
University 


e Labor Economics, John T. Dunlop, Harvard Uni- 
versity 


e Evolution of Modern i Richard T. Gill, 
Harvard University 


e Workbook for the Foundations of Modern Eco- 
nomics series, 2nd Ed., 1967, Robert Hartman, Brand- 
eis University, and Eric Gustafson, ‘University of 
California, at Davis. 


Already published 


e Economic Systems, Gregory Grossman, University 
of California, Berkeley 


The 
Foundations 


of Modern 
Economics nd Edition 


series As in the successful previous edition, the Second Edi- 
tion of this highly acclaimed series offers a compre- 


hensive set of brief introductory books by outstanding 

scholars in the field of economics. Taken together 

these books form a complete first course in economics 

substituting for the traditional textbook. The books 

E PRICES AND MARKETS by Robert Dorfman and Na- 
refined, enlarged, TIONAL INCOME ANALYSIS, Second Edition, by Charles 


L. Schultze contain the analytical core; the other 

and updated books present major fields of application. Each volume 
in the series reflects the structure, content, and key 
scientific and policy issues of its field. With this new 
edition, the series becomes better integrated, exposi- 
tion is smoother, additional fields are presented, and 
a choice of approaches to microanalysis is offered. 


Comments on the Foundations of 
Modern Economics series, First Edition 


continues a € “Prentice-Hall is to be congratulated for providing 


these shorter, more flexible treatments of economic 
highly successful analysis which many instructors will prefer to ency- 
clopedic textbooks.”—Frank E. Norton, University of 
format California at Los Angeles 
€ “... one could scarcely ask for more distinguished 


authors.” —THE ECONOMIST 


€ "Very useful supplementary material . . . has ad- 
vantage of evenness of thought and exposition not 
found in a collection of readings designed to cover 
the same ground."—R. K. Davis, Georgetown Univer- 
sity 


€ “An excellent idea, well carried out."—James E. 
Dugan, University of Colorado 


€ “The entire series is excellent . . . you could plan 
an entire course around these books."—Karl Bengston, 
Hartnell College 


Prices for all books in the Series: paper, $1.75, cloth, 
$4.50—except for Prices and Markets (Dorfman) and 
National Income Analysis, 2nd Ed., 1967 (Schultze) 
which are: paper $1.95, cloth $4.95. For approval 
coples, write: Box 903. 


published by PRENTICE-HALL 
ux Englewood Cliffs, N. J. 


Three 
forthcoming 
texts 


DEFENSE MANAGEMENT edited by Ste- 
phen Enke, Deputy Assistant Secretary of De- 
fense. Dr. Enke’s book concentrates on the 
development and procurement of major wea- 
pons systems for defense and the analysis of 
these systems on the basis of cost effectiveness. 
Many of the authors have been intimately in- 
volved in weapon system selection and force 
pu Contributors are: W. A. Nis- 

anen; R. Grosse and A. Proschan; N. 
Breckner and J. W. Noah; R. N. McKean; 
A. A. Alchian; James R. Schlesinger; R. Mc- 
Mahan and D. H. Taylor; H. Kahn and A. J. 
Wiener; R. Rainey; J. J. McCall; H. S. Camp- 
bell; F. T. Moore; J. R. Minasian; H. J. 
Gilman; T. K. Glennan; R. R. Piekarz; M. L. 
Weidenbaum; M. J. Bailey; A. W. Marshall; 
and C. Wolf, Jr. January 1967, approx. 416 
pp., $12.95 


SELECTED READINGS IN ECONOMICS, 
3RD ED., 1967, edited by C. Lowell Harriss, 
Columbia University. As in the previous edi- 
tions, SELECTED READINGS IN ECONOMICS, Third 
Edition, reflects recent developments of 
thought and events. Students will find a wide 
variety—introductions to the classics, to the 
great names in the field, to the outstanding 
sources of material, and to many ideas and 
points of view. This edition is extensively 
revised—the number of selections has been 
increased and their scope has been updated; 
the chapter structure has been reorganized to 
include current topics such as the economics 
of labor and poverty, and the role of measure- 
ment in economic policy. April 1967, approx. 
576 pp., paper $4.95 


ECONOMIC DEVELOPMENT OF THE 
NORTH ATLANTIC COMMUNITY: HIS- 
TORICAL INTRODUCTION TO MODERN 
ECONOMICS by Dudley Dillard, University 
a Maryland. May 1967, approx. 672 pp., 
10.00. 


For approval copies, write: Box 903 


The 
Foundations 
of Finance 
series 


Edited by Ezra Solomon, Stanford University. 
THE FOUNDATIONS OF FINANCE SERIES Offers 
original, thought-provoking studies designed to 
advance the knowledge of fundamental finan- 
cial concepts. Separate and self-contained, 
these books provide up-to-date surveys of 
current thinking on each sub-area of finance 
covered, and at the same time permit maxi- 
mum flexibility in course and curriculum de- 
sign. Each volume is produced in an attractive 
paperbound format, contains approximately 
160 pages, and is priced at $2.50, 


Published volumes 


€ Accounting Flows: Income, Funds, and 
Cash, Robert K. Jaedicke and Robert T. 
Sprouse, both of Stanford University. 


€ Capital Markets and Institutions, Herbert 
E. Dougall, Stanford University 


€ Optimal Financing Decisions, Alexander 
A. Robichek and Stewart C. Myers, both of 
Stanford University 


€ Investment Decisions and the Cost of Cap- 
ital, James T. S. Porterfield, Stanford Uni- 
versity 


€ The Scope and Methodology of Fínance, 
J. Fred Weston, University of California, Los 
Angeles 


Future Titles in the Series 


e Measuring Profitability, Ezra Solomon and 
Jaime C. Laya, both of Stanford University 


€ The Management of Working Capital, 
John C. Burton, Columbia University 


€ Financial Management of Financial Insti- 
tuitions, Alan Coleman, Stanford University 


published by PRENTICE-HALL 
Englewood Cliffs, N. J. e 





Bach 


the most complete package ever 
designed for the introductory 


economics course 


The new Sth edition of Bach’s highly successful 
ECONOMICS, plus its newly developed supplemen- 
tary materials, presents an attractive package for 
teachers who want to emphasize theory and its 
application to current policy problems. Designed 
for both superior and average students, this novel, 
flexible package includes: 


e ECONOMICS: AN INTRODUCTION TO 
ANALYSIS AND POLICY, 5th ED., 1966 by 
George Leland Bach, Stanford University. Em- 
phasizing the essential core of economic theory, 
and repeated direct use of that theory in analyzing 
real-world situations and policy problems, the 
new edition includes the following innovations: 
The book is extensively rewritten—The text is 
shorter and more compact— The macro-economic 
analysis and policy sections are completely re- 
written—A new chapter on "General Equilibrium 
and Economic Welfare"— Optional new mathe- 
matical appendices to key macro and micro theo- 
retical chapters, placed at the end of the book— 
À completely new section on the theory and 
policy problems of gold and the balance of pay- 
ments and liquidity problems—An expanded and 
nore rigorous treatment of the "Public Sector"— 
A new arrangement that falls more readily into 
i normal two-semester division or that can 
readily be used for a one-semester course. Feb- 
-uary 1966, 728 pp., $8.95 


€ ECONOMIC ANALYSIS AND POLICY: 
BACKGROUND READINGS FOR CURRENT 
[SSUES, 2nd ED., 1966, Edited by Myron L. 
Joseph, Carnegie Institute of Technology, Norton 
C. Seeber, Oakland University, and G. L. Bach. 
completely revised, this new edition of the read- 
ngs volume now includes five new major sections 
—replanned to provide greater depth on issues 
covered, February 1966, 576 pp., paper $3.95 

e WORKBOOK IN ECONOMICS, 3rd ED, 
[966, by Myron L. Joseph and Norton C. Seeber. 
intirely revised and updated to fit the new edition 


of Bach’s ECONOMICS, 5th Ed., now including a 
new self-test section and extensively reviewed and 
reworked objective questions. February 1966, 244 
pp., $2.95 (Answer key to workbook, free upon 
adoption.) 

€ MICROECONOMICS: A PROGRAMMED 
BOOK by Keith Lumsden, Stanford University, 
Richard Attlyeh, Yale University, and G. L. Bach. 
This self-teaching ‘programmed learning’ unit 
parallels the core materials on price theory in 
Bach’s ECONOMICS. Based on highly successful- 
experiments, it will help students to develop a 
firm grasp of the fundamentals, working at their 
own pace, as a supplement to the basic text. 
February 1966, 179 pp., $2.50 


€ MACROECONOMICS: A PROGRAMMED 
BOOK by Richard Attiyeh, Kelth Lumsden, and 
G. L. Bach. Provides the student with a basic 
understanding of how the level of national output 
is determined and how monetary and fiscal policy 
can be used to deal with problems of unemploy- 
ment in inflation. It develops and applies the con- 
cepts and analytical tools that form the core of 
macroeconomic theory. Continuous student parti- 
cipation, in the form of written responses is 
required. December 1966, approx. 240 pp., paper- 
bound $2.50 

e TEACHERS MANUAL to accompany Bach's 
ECONOMICS, 5th ED. Suggestions for in-class and 
out-of-class approaches, and a large number of 
questions to supplement those in the text and 
Workbook. (Free upon adoption.) February 1966, 
179 pp. 


è TRANSPARENCIES to accompany Bach's 
ECONOMICS, 5th ED. A set of thirty-five trans- 
parencies (with multi-colored overlays) that serve 
as a complete and valuable visual teaching aid. 
For use with any overhead projector. November 
1966, 814” x 11", $99.50 per set. (Available on a 
14-day trial basis.) For approval copies, write: 
Box 903 


Prentice-Hall, Englewood Cliffs 
N. J. 07632 





A Dimensions of 
Manpower Policy 


PROGRAMS AND RESEARCH 


Edited by Sar A. Levitan and Irving H. Siegel $6.95 


These original and timely essays deal with multifaceted recent develop- 
ment in the field of human resources. Prepared by The W. E. Upjohn 
Institute for Employment Research to commemorate its twentieth an- 
niversary, this book contains work by the following specialists. 


Contents 


MANPOWER AND POVERTY 


Harold C. Taylor: Perspective for Pub- 
lic Understanding of Federal Man- 
power Programs 


Garth L. Mangum: The Development 
of Manpower Policy, 1961-65 


Sar A. Levitan: Is This Poverty War 
Different? 


Roger H. Davidson: Poverty and the 
New Federalism 


JOB ASSISTANCE AND 
UNEMPLOYMENT AIDS 


William Haber: The Public Employ- 


ment Service 


Merrill G. Murray: Gaps in Unern- 
ployment Insurance Benefit Research 


Eugene C. McKean: Characteristics of 
States with Adequate Unemploy- 
ment Insurance Reserve Funds 


Paul J. Mackin: Extended Unemploy- 
ment Benefits 


Joseph M. Becker, S.J.: Private Pro- 
grams in Aid of the Unemployed 


COMMUNITY IMPROVEMENT 


Harold T. Smith and Henry C. Thole: 
Secondary and Postsecondary Oc- 
cupational Education in Kalamazoo 
County, Michigan 

Samuel M. Burt: Industry Participa- 
tion in Local Public School Voca- 
tional and Technical Education 

A. Harvey Belitsky: Economic Viabil- 
ity of Communities in a Context of 
National Change 

Henry E. Homquist: Citizen Action 
and Community Problems 


INFORMATION NEEDS AND 


TOOLS 


Herbert E. Striner: Research Strategy 
for Manpower Policy 

J. B. Morton: The Emerging Informa- 
tion System and Manpower Research 

Harold L. Sheppard: 4n Integrated 
Approach to Manpower and Eco- 
nomic Development 

Irving H. Siegel: Productivity Mea- 
sures and Forecasts for Employment 
and Stabilization Policy 


THE JOHNS HOPKINS PRESS 
Baltimore 
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Two books, essential for every economics library, 


by Wassily Leontief 


“Wassily Leontief has brought the facts of economic life within the of 
theory: economics now becomes a technology as well as a science.”-—GERARD PIEL, 
Publisher, Scientific American 


ESSAYS IN ECONOMICS 


Theories and Theorizing 


“These essays by the inventor of input-output analysis cast light both on the man 
and his work. The methodological papers show the subtle considerations that 
underlie the magnificent simplicity of input-output economics. And it will be 
useful to have Leontief’s mat important theoretical papers brought together in 
‘one place,"—Orro Ecxstern, Harvard University $6.00 


INPUT-OUTPUT ECONOMICS 


“Second, only, to the development of the National Accounts . . . the most im- 
portant modern development in quantitative economics has been the Input-Output 
' system. This important and rewarding , . . book could not be more authoritative 
for Professor Leontief is the principal originator of the system.”—-JoHNn KENNETH 
GALBRAITH, "Should be required reading for economists and other social scien- 
tists all over the world."-—Sruanr CHASE $8.50 


Oxford University Press / New York 


STAFF PAPERS 


A Publication of the International Monetary Fund 


Vol. XIII November 1966 No. 3 


Trends in Payments Imbalances, 1952-64 

The Present System of Reserve Creation in the Fund 

Policies on the Use of Fund Resources ... subimal Mookerjee 

Use and Acceptance of Reserve Claims ...... eee J. Marcus Fleming 

Role of Export Taxes in Developing Countries Richard Goode, 
George E. Lent, and P. D. Ojha 


— Fund Members’ Adherence to the Par Value Regime: 
Margaret G. de Vries 


Published three times a year. Summaries in French and Spanish are appended to each 
article. Annual subscription: $6 (single issues $2.50). Special rate to university libraries, 
faculty members, and students: $8 2 year ($1 a single copy). Subscriptions in other 
currencies accepted. 


Address inquiries to The Secretary, International Monetary Fund, Washington, 
D.C, U.S.A. 20431 
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Titles of Interest 


The Argentine Economy 


ALDO FERRER. Translated by Marjorie M. Urquidi. Argentina presents a 
paradox. Although it has all the conditions necessary for rapid develo 

ment, its economic output since 1948 has barely kept pace with its popula- 
tion increase. Living standards of large sectors of its society have not im- 
proved, or have deteriorated. Ferrer, a leading Argentine economist, traces 
the historic reasons for the country’s stagnation, from the colonial period 
to the present day, always relating Argentina to the world economy. $6.00 





Competition and Oligopsony 
in the Douglas-fir Lumber Industry 


WALTER J. MEAD. A thorough examination of the structure of the Douglas- 
fir lumber industry, the behavior of firms within it, and the results in both 
timber and lumber markets. Mead finds the structure of lumber production 
and distribution to correspond closely with the classical model of perfect 
competition, while the buyer structure is oligopsonistic, due to limited num- 
bers of buyers. He demonstrates, however, that there is no clear relationship 
between structure and performance. A Publication of the Bureau of Business 
and Economic Research, Universtty of Californta, Los Angeles. $6.00 


Democracy and Economic Change in India 


GEORGE ROSEN. Essentially an analysis of the Indian experience since In- 
dependence. Rosen deals with the impact of economic change on India as 
a whole as well as the impact of social change upon specific economic poli- 
cies. “This study is important not only for its synthesis of two highly tech- 
nical fields, but also for its human value.”—Los Angeles Times. “A most 
valuable addition to the literature on developing areas.” —Asian Survey. 
$6.95 


Postwar Economic Growth in Japan 


Edited by RYUTARO KOMIYA. Translated by ROBERT S. OZAKI. This collec- 
tion of papers by young, non-Marxist economists was published originally 
for a Japanese readership. Each contributor discusses a single aspect of the 
contemporary economy. No other recent book in English affords a better 


overview of postwar economic growth in Japan. $7.50 
Back in print: 
Business Leadership in the Large Corporation 
By ROBERT AARON GORDON. Cloth, $6.00; paper, $2.25 
(Ves from California 
SA UNIVERSITY OF CALIFORNIA PRESS, BERKELEY 94720 
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Johns Hopkins Paperbacks 


CITIES AND SPACE 
The Future Use of Urban Land 
. Edited by Lowdon Wingo, Jr. 


A psychiatrist, a lawyer, regional planners, and economists appraise the 
patterns and problems of urban settlement. Their answers are refresh- 
ingly varied and informative. “The pa are of a high standard, fre- 
quently provocative, and written in a stlye that is easily accessible to the 
non ist"— Bulletin of the Atomic Scientists. "It deserves .to be 
widely read."—American Journal of Sociology 


HEMISPHERES NORTH AND SOUTH 
: Economic Disparity: among Nations | 
' David Horowitz. 


|! he author, a statesman and economist perhaps best known for his 
| "Horowitz Proposal” for financing underdeveloped nations, identifies the 
"' chief causes. of economic stagnation in the underdeyeloped world. He 
singles out. insufficient capital transfer from North to South as the major 
limiting factor. His pro of a two-pronged approach to accelerated 
economic development is incisive and daring in its conception. $1.95 


THE JOHNS HOPKINS PRESS, Baltimore 












$2.45 





Recent and Forthcoming 


THE PRICE AND RESOURCE 
ALLOCATION, Third Edition 


, RICHARD H. LEFTWICH, Chair- 
man, De ent of Economics, 
_. Oklahoma State, University 


Coming in '67 ... 


ISSUES IN BANKING AND 
MONETARY ANALYSIS 


ALBERT HART, GIULIO PONTE- 


, Thoroughly revised, this classic ex- 


plains and examines the price system 
. as the organizing force in a free enm- 
 terprise economy. 


CORVO, ROBERT P. SHAY, all of 
Columbia University. 


Feb. 1967 224 pp. $6.95 tent. 


;. 1966 569 pp. $6.95 

| | READINGS IN ECONOMICS 
` READINGS IN FROM FORTUNE, 

. MACROECONOMICS Third Edition 

|! M. G. MUELLER, University of Revised by Richard Mulcahy 

: California, Los Angeles April 1967 — 368 pp. 


: A supplementary text comprised of 


' readings on major topics in the field 


| of macroeconomics. 


| 1966 402 pp. $6.50 paper 


$3.95 tent. 


S wy Holt, Rinehart 


EB UM 
| A E Madison ‘Avenue, LM 
af, New, York. New, York -10017 
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3 
Outstanding 
Books 


LABOR ECONOMIES 


Second Edition 
By Herbert G. Heneman, Jr. and Dale Yoder 


This book stresses system, concepts, processes, theory, and policy. The 
student is encouraged to think in terms of models that can encompass 
future developments and translate new problems into meaningful pat- 
terns. New chapters on productivity, industrial relations systems, leisure, 
and economic growth acknowledge the changing emphasis assigned to 
the labor economics course. 


INTERNATIONAL TRADE AND FINANCE 


Second Edition 
By Franklin R. Root, Roland K. Kramer, and Maurice Y. d'Arlin 


Increased attention to international finance and a more complete graphic 
analysis of economic tools that apply to international trade characterize 
the second edition. The book, divided into three parts, provides a care- 
fully balanced treatment of theory, policy, and problems facing the in- 
ternational trading firm. 


INTERNATIONAL MARKETING 


Second Edition 
By Roland K. Kramer 


The second edition is extensively revised and reorganized to reflect recent 
changes and new concepts in the field of international marketing. The 
book's logical organization and comprehensive coverage make it unusually 
effective in giving the student a grasp of the framework in which mar- 
keting on a world-wide basis operates. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 


Cincinnati, Ohio 45227 * Chicago, Ill. 60644 * Dallas, Texas 75202 
New Rochelle, N.Y. 10802 Burlingame, Calif. 94010 
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. ' and up to date. 


From ST. MARTIN'S 


Essays in Economic History 
Edited by E. M. Carus- Wilson 


A wide selection of the best writing in British economic history, i in fre- 
quent demand by students, is now available in paperback: Volume I in- 
: cludes 22 reprints from the files of the Economic History Review and 
' Economic History, and Volumes If and III include articles from earlier . 


Paper. 1966. $4.95 each. 


The Problem of Sterling 


By A. R. Conan 


| An authoritative analysis of the problem at sterling which i is both realistic 
‘1966. - 128 pp. $5.00 


ST. MARTIN’S PRESS 
175 Fifth Avenue, New York. N.Y. 10010 








THE STEEL INDUSTRY OF INDIA 
By WILLIAM A. JOHNSON 


The author examines in detail the principal issues of 


a poe and policy involved in Indi deir of ita. 
‘steel industry: among them, whether ER on is justified 
by dem demand; the presence or lack of comparative advantage 

roduction; and the general role of government in- 
selene an economy. A RAND Corporation Research 
Study. $7. 


PLANNING WITHOUT FACTS 





Lessons in Resource Allocation from 
Nigeria’s Development |. 
By WOLFGANG F. STOLPER 


Demonstrating how theoretical concepts can best be 

to use in real altuations where time, staff, and informa be 
are strictly limited, Mr. Stolper, formerly Head of the 
Economic Planning Unit of Nigeria, offers valuable in- 
sights into the process of m g resource allocation 
' decisions in A ae “country. Center for Inter- 
national Affairs 95. 


Bi UNIVERSITY PRESS 
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Colless Department 


Heath Titles &- 
REALIZE NEW DIVIDENDS 
for economics and business students 


MONEY, BANKING, AND ECONOMIC ACTIVITY 
George G. Sause, Lafayette College 


This lucid and thorough explanation of monetary concepts provides an in- 
uen treatment of monetary theory, pollcy and history. 
550 pages $8.75 
THE ECONOMICS OF LABOR AND COLLECTIVE BARGAINING 
William H. Miernyk, Regional Research Institute 


This well-rounded text offers an up-to-date survey of the problems of labor, 
with particular attention to wage theory and the theory of bargaining. 
512 pages $8.75 


STUDIES. IN ECONOMICS 
LATEST TITLES 


MONETARY POLICY—The Argument from Keynes' Treatise to Friedman - 
William Hamovich, Queens College 
n. AMERICA'S ROLE IN THE WORLD on 
The Challenge to Orthodoxy 
Douglas F. Dowd, Cornell University 
ANTITRUST POLICY—Economics and Law 
S. E. Berki, Cornell University =~ 
Paper ROLDA Each Volume $1.75 


READY SOON 


* COMMAND VERSUS. DEMAND—Systems for Economic Growth 
‘Shanti S. Tangri, Wayne State University 


`e THE DOLLAR DEFICIT—Causes and Cures 
H. Peter Gray, Wayne State University 


e CAPITAL ACCUMULATION AND ECONOMIC DEVELOPMENT 
Shanti S. Tangri and H. Peter Gray, Both of Wayne State University 


OTHER VOLUMES IN PREPARATION 
D. C. HEATH AND COMPANY 


‘college department 


Home Office: Boston, Mass. 02116 . 

Sales Offices: Englewood, N.J. 07631 Indianapolis, Ind. 46219 San 
Francisco, Calif. 94105 Atlanta, Ga. 30324 as Tex. 75247 
London W.C. 1 Toronto 2-B 
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THE TERM STRUCTURE OF INTEREST 
RATES, Expectations and Behavior Patterns 


BY BURTON GORDON MALKIEL 


e The author formulates a general theory of term structure which 
relates expectations, transaction costs, and the maturity prefer- 
ences of bond investors and issuers, making use of valuable 
microeconómic evidence to explain the behavior of market par- 
ticipants. ‘This book should be of interest to financial analysts 
and bankers as well as to economic theorists and policy-makers. 


328 pages. $8.50 
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Wage Policy Under the Walsh-Healey Public 
Contracts Act: A Critical Review 
by Carroll L. Christenson and Richard A. Myren 


dd 


This analysis explores an area of public policy and regulation 
virtually neglected until now: the current validity of federal wage 
control as it relates to federal purchases, Although the Walsh- 
Healey Act of 1936 was regarded by many as a major instrument 
for the "promotion of social justice," the development of the Fair 
Labor Standards Act and its subsequent constitutional validation 
have challenged the relevance of the earlier measure. The authors 
analyze in detail the impact of “Walsh-Healey” upon four major 
industries, where a study of the wage determinations and wage 
structures reveals the disparity between the official "prevailing 


minimum" and actual payrolls. 


258 pages Indiana University Press cloth $4.50 


Bloomington, Ind. 47401 
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NEW FROM ALDINE 


RESALE PRICE MAINTENANCE 
edited by B. S. Yamey 


À systematio and thorough investigation of the continuing debate on resale price 
maintenance, this book is the first objective consideration of the subject in its full 
economic context. Consisting of a carefully edited, well integrated group of studies, 
the book clarifies and analyzes all of the major issues involved in r.p.m. programs | 
as practiced in seven different economic communities—the United States, the United 
Kingdom, Sweden, Canada, Denmark, Ireland, and the European Common Market. 
"Professor Yamey and his collaborators are to be congratulated on presenting this 
exceedingly helpful collection of papers. The comparisons between countries with 
their wide diversities in conditions and public policies will be most useful to 
students as well as practitioners and policy makers." —E. T. Grether, Dean of the 
School of Business Administration, University of California at Berkeley 


304 pp, figs, tables, clothbound, $7.50 


THE CHALLENGE OF DEVELOPMENT: Theory and Practice 
edited by Richard J. Ward 


An exceptionally comprehensive and informative collection of readings on the the- 
ory and practice of economic development at planning and operational levels, this 
book shows students how theory, planning, and programming are tested in and 
derived from field experienoe. The 45 carefully selected papers presented in this 
book cover every phase of economic development and offer a wide range of ap- 
proaches and solutions to the many problems of development, Balanced emphasis 
on theoretical and pragmatic considerations and extensive use of specific case studies 
make this an excellent supplement to economie development courses at all levels. 


496 pp., tables, refs, index, clothbound, $6.95 
Paperback edition (in quantities of 5 or more only) $3.95 
Tert examination copies on request 


CHINESE ECONOMIC STATISTICS: A Handbook for Mainland 
China 
by Nai-Ruenn Chen 


This exhaustive compilation of national and provincial statistics on mainland China 
covers every facet of the Communist Chinese economy and presents the most com- 
prehensive statistical picture available of contemporary China, from 1949 until the 
publication of data was suspended in 1959. All information was obtained directly 
from Chinese sources and no non-Chinese estimates were used. Thus, for Western 
readers, this is the first comprehensive reference on the Chinese economy based on 
primary sources. Providing reliable information, careful explanations, and useful 
guides to further research, this book is indispensable to anyone studying China and 
a valuable reference book for students of economic development and comparative 
economics. 


640 pp., notes, bibliog., charts, tables, indexes, clothbound, $15.00 


INDUSTRIAL DUALISM IN JAPAN 

by Seymour Broadbridge 

The first distillation of all literature on the economic, industrial, and geographic 
factors contributing to industrial dualism in Japan, this book thoroughly examines 
the co-existing traditional and modern sectors of the Japanese economy and provides 
stimulating analyses of the implications of such duality for developing nations. It 
is an important contribution to the study of Japanese economics and a useful sup- 
plement to the study of comparative economics and economic development. 


100 pp., tables, bibliog., index, clothbound, $5.00 


See us at Booth #27 at the Allied Social Science Association Convention 
for the complete list of Aldine’s authoritative books in economics. 


ALDINE PUBLISHING COMPANY »* 320 West Adams St. e Chicago, Ill. 60606 NEN 
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Environmentai Quality in 
_A Growing Economy | 
Edited by Henry Jarrett = 


More and more of the major problems of natural resources are 
coming to be those of quality rather than quantity. The most diffi- 
cult questions concern the cleanliness of water supplies and, in most 
large cities, of air; provision of adequate and suitable land and water 
facilities for outdoor recreation; the appearance and convenience of 
growing cities; and the beauty of the countryside. The 1966 REF 
Forum brought together a dozen scholars who explored the nature 
and dimensions of this quality problem largely from the standpoint 
of economics and the other social sciences. 
Published for Resources for the Future, Inc. B. $5.00 


| Water Research 
Edited by Allen V. Kneese and Stephen C. Smith 


This book is particularly timely, coming as it does at the threshold 
of a new era in water research. It provides both a survey of past 
efforts and recommendations for future work. The twenty-six con- 
tributions are divided into seven parts: Issues in Theoretical Analy- 

sis, Case Studies of Water Management, «Research on Evaluation 
Problems, Studies of Water Reallocation, Political and Adminis- 

trative Studies, Research on Hydrology and Rap eae. and Major 
Research Programs and Needs. = 

Published for Resources Jor the Future, Inc. $12.50 


Economies of — Recreation 
Maion Clawson and Jack L. Knetsch 


Among the topics discussed by the authors are the social aspects of 
outdoor recreation; the various elements of demand—population, 
leisure time available, income, transportation, and location; and the 
techniques proposed for estimating and projecting present and future 
demands. The state, federal, and private resources available for out- 
-door recreation are analyzed including the optimum use of these 
resources from economic and social points of view. | i 
Published for Resources for the Future, Inc. $8.50 
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Depression, Inflation, and 
Monetary Policy 


Selected Papers, 1945-1953 
Clark Warburton vs 


These papers by one of America's most original monetary economists 
cover the role of money in business fluctuations; relation of the ' 
quantity and rate of use of money to effective demand and the price 
level; relation of saving, debt, and liquidity preference to depression 
and full employment; central banking and monetary policy; and 
recommendations for the improvement of monetary policy. The 
author describes the genesis of these papers and the development 
of his thinking on monetary policy, assesses his contributions in the . 
light of present-day developments, and looks to the future. : 
| l 10.00 


The Economic Development of Morocco 


Report of a Mission Organized by The International Bank for 
Reconstruction and Development . UR 


Following a succinct statement of the tasks and problems in the de- 
velopment of Morocco, an over-all development program is formu- 
lated and discussed. Subsequent chapters are devoted to economic 
policies; administration; the question of population control; the major 
sectors of the economy; the economic infrastructure; and to train- 
ing, education, health, housing, and sanitation. Comprehensive and 
up-to-date statistics are included. | $8.50 


Money and Conquest. 


Allied Occupation Currencies in World War II 
Vladimir Petrov . a 


This study reveals that the Allied occupation monetary policies in 
World War II were primarily, if not exclusively, determined by 
emotions stemming from the wartime climate rather than by po- 
litical and economic realities. Allied experience and practices in the 
occupation of North Africa, France, Italy, and Germany are.de- 
scribed. and analyzed against the background of the Great Power 
relations of the period. Dr. Petrov concludes that Allied, and 
especially American, planners little comprehended the far-reaching 
implications of their policies, especially the effects of induced infla- 
tion on the attitudes of the defeated nations. $8.50 


THE JOHNS HOPKINS PRESS / Baltimore 
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New INTERNATIONAL Economics Textbooks 


INTERNATIONAL 
FINANCE FOR MULTINA- 
TIONAL BUSINESS 

Edited by LEE C. NEHRT, Indiana 
University 

This book is designed to fill a void 
in materials available for the grow- 
ing number of courses in interna- 


‘ tional finance, The author has as- 


sembled a group of readings empha: 
sizing the whole area of ce in 
multinational business, together with 
a description and discussion of the 
type of course which should be of- 
fered. The book has application as a 
reference, course textbook, or supple- 
ment to existing texts. — 

916 Pages $9.00 1966 


INTRODUCTION TO 


PRICE THEORY 
by MICHA GISSER, Ohio State 
niversity 
Pure theory of the price is presented 
for a beginning study. Included are 
applications of the theory to current 
economic problems. Each chapter con- 
tains examples of problem solvin 
with specific applications to agricul- 
ture, indirect taxes, im compe- 
tition, the labor market and tlie theory 
of capital. Mathematical appendices 
are provided which are ideal for those 
more interested in the mathematics of 
the subject. ` 
325 Pages $7.50 1966 


ECONOMIC PROGRESS 


AND PROBLEMS OF LABOR 
FRIEDRICH BAERWALD, 
ordham University 


Broad and balanced coverage of all 
areas of labor economics. A modern 
approach, the book avoids over-em- 
phasis on union history and the tra- 
ditional problem approach by stress- 
. ing how progress has been attained in 
i wage structure, collective bargaining 

and social security, among others. It 
is one of the first textbooks to analyze 
' the economic effects of Medicare and 
the Economic Opportunity Act on 
labor in general. 


348 Pages $7.75 1966 


FINANCING CAPITAL 


EQUIPMENT EXPORTS 
by LEE C. NEHRT, Indiana Uni- 
versity 
A comprehensive and comparative 
study of medium-term export financ- 
ing. Discussion includes cost and avail- 
ability of credit and medium-term fi- 
nancing facilities in competing coun- 
tries, The author analyzes the present 
structure and the need for changes in 
financing facilities in the United 
States, as well as discussion of other 
nations engaged in capital equip- 
ment exports, including: Japan, Ger- 
many, Italy, France and England. | 
132 pages (Paperback) $2.05 1966 


TRADE POLICY AND 


THE PRICE SYSTEM 
by LELAND B. YEAGER, aT 
of Virginia and DAVID G. TUERCK, 
University of Illinois 
This discussion of trade policy is 
based on the theme of free trade 
versus protectionism in the light of 
current economic theory. Through 
this approach the authors examine 
the Aay eA of a market economy 
and consider posible a ents for 
governmental participation in the 
price system as a means of improving 
that performance, Includes discussions 
on such timely topics as balance of 
payments and national defense eco- 
nomics. 

294 Pages (Paperback) $3.95 1966 


MONETARY THEORY 


AND POLICY . 
Edited RICHARD WARD, Uni- 
versity of Southern California 


Current theoretical advances not yet 
adequately covered in textbooks are 
represented in this collection of read- 
ings which cover the area of money 
and banking as well as the general 
area of economics. The editor's intro- 
duction presents an integrated ap- 
proach to monetary and debt-manag- 
ment policy. The readings include 
classi selections and articles that. 
discuss the broad social role of money. 


502 Pages (Paperback) $5.95 1966 


Address Inquiries for Examination Copies to Dept. AA 
INTERNATIONAL TEXTBOOK COMPANY 


Scranton, Pennsylvania 18515 
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THE POLITICAL ECONOMY OF LATIN AMERICA 
By WENDELL C. GORDON. | | 


"Brings us up to date oñ an important area at a time when - 
, We are concerning ourselves more and more with human wel- 
fare beyond our borders."—The New Leader. "No other 
author to our knowledge has contributed more to the knowl- 
edge of the complexities of the Latin American political and ` 
economic problems than Gordon in this excellent book."— 
San Antonio Texas News. No. 72 $2.95 


MAN, MONEY AND GOODS 
By JOHN C. GAMBS 


This book explains economic principles and practices to the 
general reader. "You may chalk up the name of John S. 
Gambs among the few masters in the fine art of combining 
depth and clarity."—Popular Economics. No. 33 $1.95 





EUROPE AT SIXES AND SEVENS 


The Common Market, the Free Trade Association, 
and the United States 


By EMILE BENOIT 


Professor Benoit's discussions of the origins and development 
of the Common Market are the most comprehensive and 
authoritative analyses of this great European trade bloc. "A 
most provocative book . . . distinguished for its imagination, 
boldness, and clear-eyed view of the facts."—Leonard Silk, 
Business Week. No. 40 $1.95 


See them at your college bookstore, or write for 
examination copies and complete paperback catalog. 


COLUMBIA UNIVERSITY PRESS 


2960 Broadway, New York, N.Y. 10027 
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HARVARD LAW SCHOOL 
INTERNATIONAL TAX PROGRAM 


A GENERAL THEORY OF TAX STRUCTURE CHANGE 
DURING ECONOMIC DEVELOPMENT 


By HARLEY H. HINRICHS 


This analysis of the size and composition of government revenues at successive 
stages of economic development constructs a general model! of tax structure 
change that may be valuable to developing countries In planning tax policy 
and reform. l . B é 


176 pages IE "n ' paper $3.00 


TAX BURDEN ON INDIAN AGRICULTURE 


———— e 


By VED P, GANDHI 


This survey of national and local taxation in India, after formulating new con- | 
cepts of tax burden and taxable capacity, establishes the case for Increased 
taxation of the agricultural sector In the context of India's development. 


256 pages l ri , l paper $3.00 





FRANCE (1966) $25.00 ITALY (1964) $19.00 
COLOMBIA (1964) $15.00 SWEDEN (1959) $17.50 
AUSTRALIA (1958) $10.00 UNITED STATES (1964) $27.50 

FEDERAL REPUBLIC OF GERMANY (1963) $22.50 


INTERNATIONAL TAX PROGRAM 
Harvard Law School, Cambridge, Massachusetts 02138 - 


Send for our complete list of publications. 
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ALLYN AND BACON, INC. 
NEW TITLES IN BUSINESS 
. AND ECONOMICS 


FINANCIAL MANAGEMENT, THIRD EDITION 
Robert W. Johnson, Purdue — 


695 pp., $9.95 


FUNDAMENTAL STATISTICS FOR BUSINESS 
AND ECONOMICS, THIRD EDITION 

John Neter, University of Minnesota and | 

William Wasserman, Sue University, 


738 pp. $9.95 . 


MANAGEMENT: A BEHAVIORAL APPROACH 
Edwin B. Flippo, University of Arizona, 


510 PP» $8.95 


ECONOMICS: PRIN CIPLES, PROBLEMS, AND 
PERSPECTIVES, SECOND EDITION 

Howard S. Dye, University of Arizona 

John R. Moore and J Fred — both of the University of 
Tennessee, 

655 pp. $8.50 . 


MARKETING AND BEHAVIORAL SCIEN CES: 
SELECTED READINGS, SECOND EDITION 
Perry Bliss, State University of New York at Buffalo 
Tent. Jan. 6, 1967, paperbound 628 pp., $5.95 


CONTEMPORARY ECONOMICS: SELECTED. 
READINGS, SECOND EDITION 

Reuben E. Slesinger and Mark Perlman, both of the Uni- 
versity of Pittsburgh, and Asher Isaacs — 

| Tent. Jan. 1. P — 608 VES $4.95 


Dept. M-1 
150 Tremont St. 5 T Mass. 02111 
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A special message to. 


QUANTITATIVE 
ECONOMISTS: 


A Career Opportunity . 
of Uncommon Potential 


> 
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New and expanding program responsibilities have cheated outstanding 
career opportunities for economists at Operations Research Incorporated, 
Candidates must be quantitative economists with training and experience 
in mathematica] statistics or econometrics. 


Other desirable experience may include cost benefit analysis of government : 
programs, regional analysis, and development and use of large-scale eco- - 
nomic information systems. 


The work is long-range and has three objectives: (1) analysis of program 
goals and purposes, (2) development of effectiveness criteria for program 
evaluation, and (3) development and comparison of alternative programs. | 


You will find that ORI, an independent, profit-making company, offers an 
environment in which your efforts are quickly recognized and rewarded. 
Salaries are excellent, and ORI staff policies and benefits programs are 
geared to the needs of creative professionals. 

All positions are at ORI's headquarters facility located in a superior resi- 
dential suburb of Washington, D. C. and afford your choice of city, sub- 
urban or country living. The location i is also near government and other 
research and library facilitles of interest and value to professional econ- 


"6 
= 


al = 
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Please send your resume in confidence to: Dr. Donald Orkand, Vice Presi- 


. dent. 


OPERATIONS RESEARCH INCORPORATED 


1400 Spring Street, Silver Spring, Md. 
(Attractive residential suburb of Washington, D.C.) 


A» equal opportunity employer M/F 
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an 
ostrand 
books 


POLITICS AND ECONOMIC CHANGE IN 
LATIN AMERICA 
The Governing of Restless Nations 


By Charles W. Anderson, University of Wisconsin. 
Avallable Janvary, 1967. About 350 pages; ap- 
proximately $3.95 (paperbound). Proposes that 
Latin America wi!] develop on Its own terms with- 
out catacylsmic upheaval. 


THE LATIN AMERICAN ECONOMIES 
A Study of Their Institutional Evolution 


By William P. Glade, University of Wiscons!n. 
Available November, 1967. Offers Insight as to 
how the economic structures In Latin America 
have evolved. 


THE POLITICAL BASIS OF 
ECONOMIC DEVELOPMENT 8 
An Exploration in Comparative Analysis 


By Robert T. Holt and John E. Turner, both of the 
University of Minnesota. New Perspectives in 
Political Science: William G. Andrews, General 
Editor. 1966. 410 pages, 34.50 (paperbound). 
Formulates a conceptual framework for the analy- 
sls of political factors in economic growth. 


SOVIET ECONOMIC DEVELOPMENT 92 
Operation Outstrip: 1921-1965 


By Anatole G. Mazour, Emerltus, Stanford Uni- 
versity. Anvil Book: Louis L. Snyder, General 
EdHor. Avallable February, 1967. About 208 
pages, approximately $1.75 (paperbound]. Ob- 
lectively discusses RussIa's economic development. 
Source material accompanies text. 


CHINA 36 
Emerging World Power 


By Victor P. Petrov, Shippensburg State College. 
Searchlight Book: G. Etzel Pearcy and George W. 
Hoffman, General Editors. Available March, 1967. 
About 144 pages, approximately $1.45 {paper- 
bound). Explores China's Industrial capabilities 
within the framework of her general economic 
development. 


THE MAKING OF NATIONAL ECONOMIC 
POLICY 

The Economic Reports of the Presidents 

Edited by Reuben E. Slesinger, University of Pitts- 
burgh. Available Spring, 1967. Approximately 
$2.75 (paperbound). Examines the economic re- 


ports of the presidents and the Council of Eco- 
nomlc Advisers since 1947. 





Focus on 
Economics 
& Business 


ANALYTICS AND INSTITUTIONS OF 
MONEY AND BANKING 


By William J. Frazer, Jr., University of Florida; 
and William P. Yohe, Duke University. 1965. 704 
pages, $10.75. 


Designed for advanced undergraduate and gradu- 
ate students, this book offers a systematic appli- 
cation of mathematics to a broad range of topla 
in money and banking. The student [s introduced 
to the operations of the banking system, the role 
and formation of monetary policy, price and eco- 
nomic stabllity, economic growth, and the balance 


of payments questions. 


THE MANAGEMENT OF BUSINESS 
FINANCE 


By Paul R. Hastings, Sacramento Stafe College. 
Van Nostrand Series [n Business Administration 
and Economics: John R. Beishilne, General Edf- 
tor. 1966. 544 pages, $9.50. 


The primary aim of this Introductory text Is to 
develop the managerial and financial judgment 
of the student within the context of consiontly 
changing business Institutions. The author In- 
tegrates nearly all phases of financial management 
Into the flow of funds concept and expands the 
meaning of flow of funds to include long-term as 
well as short-term finance. 


BUSINESS, GOVERNMENT, AND 
PUBLIC POLICY 


By the late Asher Isaacs and Reuben E. SlesInger. 
Van Nostrand Series In Business Administration 
and Economict: John R. Belshline, General Editor. 
1964. 461 pages, $8.75. 


Written for undergraduate liberal arts and busi- 
ness students, thls text employs an [Integrated 
polltico-economic-legal approach. If discusses the 
philosophy of business and the nature and theory 
of government, examines the evolution and char- 
acteristics of modern business-government rela- 
tionships, and analyzes major sectors of the na- 
tional economy affected by government and public 


policy. on | 
ostrand 


"120 Alexander Street 
Princeton, New Jersey 08540 
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the latest irn 
PITMAN’S ECONOMICS SERIES 


ECONOMIC GROWTH AND DEVELOPMENT 


Bruce Morris. An introduction to all aspects of economic development, this new 
book emphasizes the human factor involved in problems of economic growth. 
Problems and possible solutions are presented against a background of economic 
theory. Particular attention is devoted to underdeveloped countries and their prob- 
lems. about 544 pp., $7.50 (tent), January 1967 


ELEMENTARY STATISTICS FOR ECONOMICS AND BUSINESS 


Lawrence J. Kaplan. “This book definitely satisfies the goals set by the author, 
i.e. ‘to provide a short, nontechnical introduction to basic statistics ,.. to stimulate 
those with statistical aptitude to more detailed study’.” R. Sastry, California State 
College at Fullerton. 320 pp., $7.50, 1966 


ECONOMIC ANALYSIS OF THE FIRM 


Ivory L. Lyons and Manuel Zymelman. “The authors have succeeded—where many 
have failed—in developing the basic tools of economic analysis and applying them 
to problems of decision-making in the firm, while neither sacrificing rigor in the 
former nor presenting the latter in oversimplified or artificially concocted form. 
This text is to be recommended especially for courses in Intermediate Economic 
Theory offered by Schools of Business.” George E. McCallum, Gannon College. 
480 pp., $8.75, 1966 


COMENG—THE GREAT ECONOMISTS: A History of Economic Thought, 
by Howard Marshall. 400 pp., $7.50 (tent.), Spring 1967 


other books in the series 


MONETARY AND BANKING THEORY 


Edward Marcus and Mildred Rendl Marcus. “It is problems oriented and treats 
these problems with a lucid, modern theoretical view ... good to see a discussion 
of non-banking financial institutions.” Marvin M. Kirstein, SUNY at Stony Brook. 
495 pp., charts & tables, $7.50, 1965 l 


INTERNATIONAL TRADE AND FINANCE 


Marcus and Marcus. “It is noteworthy that this college or introductory graduate 
textbook on international trade focuses significantly on the problems of developing 
countries . . . (considering the complexity of the subject) simple and effectively 
written.” from International Development Review. 624 pp., charts & tables, $8.75, 
1965 


For examination copies, write: 


PITMAN PUBLISHING CORPORATION 
20 East 46 Street, New York, N.Y. 10017 
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New from Chicago... 


THE ECONOMIC HISTORY OF 

THE MIDDLE EAST, 1800-1914 

A Book of Readings 

Edited and with T Introductions by CHARLES iut 


These sixty-two selections systematically trace the eco- 
nomie transformation of the Ottoman Empire, Iraq, Syria, 
Arabia, Egypt, and the Sudan from “medieval” to “modern.” 
Half the readings are newly translated from French, Arabic, 
German, Russian, Turkish, Hebrew, and Italian —many are 
published here for the first time. This excellent review covers: 
integration into international commerce, investment of foreign 

capital development of transportation, transition from sub- 
sistence to market-oriented agriculture, population growth, 
and the establishment of modern industries. 

1966. LC: 66-11883 - 548 pages, $12.50 


JAMES MILL 
Selected Economic Writings 
Edited and with an DOOR by Donatp WincH 


This is the first volume in a series of Scottish Economic 
Classics. The texts cover Mil''s development as an economist 
and show his contribution to classical political economy. The 
formative but less well-known pre-Benthamite period of his 
life is stressed. Included are: Early Economic Writings; James 
Mill and David Rieardo;.James Mill on Scope and Method; 
and James Mill and India. A E sketch is provided. 


“The introductions to each section . should be of interest to 
many besides historians of economic ideas.”— Times Literary 
Supplement. 

1968. LC: 68-28126 452 pages, $12.50 


ECONOMIC DEVELOPMENT AND 
AMERICAN FOREIGN POLICY, 1943-62 
By Davm A. BALDWIN 


Baldwin views foreign policy creation as a political process 
and focuses on soft lending as the government’s most important 
aid technique. In addition, he discusses trade liberalization, 
investment guarantees, grants, and hard loans. 


1968. LC :66-20597 291 pages, $7.95 


UNIVERSITY OF CHICAGO PRESS 
Chicago 60637 
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ELEMENTARY THEORY 
OF ECONOMIC BEHAVIOR 


By JOSEF HADAR, Case Institute of Technology" 


A textbook for undergraduates, this book is 
designed to present the basic subject matter of 
Intermediate microeconomics and to introduce 
the ‘student to the principles of economic the- 
orizing. The book includes both the theory of 
the firm and the theory of consumer behavior, 
as well as an introduction to welfare economics 
and general equilibrium analysis, There is an 
exceptionally. large number of carefully drawn 
diagrams which constitute an integral part of 
the exposition. 

a 332 pp, 219 illus. $8.50 


MATRICES, MAXIMIZATION, AND 
. REGRESSION FOR APPLIED ECONOMICS 


By CLOPPER ALMON, JR., University of Maryland 


This book contains a thorough explanation of 
essential devices such as matrix Inversion, mul- 
tiple regression, the analysis of variance and 
covariance, Lagrangian multlpilers, linear and 
nonlinear programming, and the characteristic 
values of matrices. The book ts Intended to pro- 
vide a firm foundation for books on econo- 
metrics or books on mathematics and stotistics 
which take the "pure math" approach. Mastery 
of basic calculus is assumed. 


IN PRESS 
. LINEAR PROGRAMMING 
By G. HADLEY 


This book provides a rlgorovs and detailed 
development of the theory, computational 
techniques, and applications of linear program- 
ming. ‘Besides the standard topics, it provides 


detalled developments of the primal-dual al- 
gorithm, network flows and the network flow 
method of solving transportation problems, 
generalized transportation problems, post op- 
Hmality problems, and the relationship between 
linear programming and game theory. l 


520 pp., 74 Wus. $10.75 


NONLINEAR AND 
DYNAMIC PROGRAMMING 


By G. HADLEY 


A companion work to the author's Linear 
Programming, this book presents a detailed de- 
velopment of the theory and computational 
techniques of nonlinear and dynamic program- 
ming. The main emphasis Is on the develop- 
ment of computationally feasible methods of 
solving nonlinear programming problems and 
the associated difficulties. A large number of 
problems of varying degrees of complexity are 
provided ai the end of each chapter. 

496 pp., 77 ilus. $11.50 


INTRODUCTORY PROBABILITY 
AND STATISTICAL APPLICATIONS 
By PAUL L, MEYER, Washington State University 


Assuming a one-variable calculus prerequi- 
site, this text presents the basic ideas of prob- 
ability and statistics, with an emphasis on prac- 
tical applications. The book employs an axio- 
matic approach and emphasizes random vart- 
ables. It is specifically designed for a one- 
semester course. The book Is intended to be of 
prime interest to engineers, physicists, and 
those Interested In the quantitative soctal 
sciences, 

339 pp. 130 illus. $8.95 





Write for approval copies 





E Addison-Wesley 
' PUBLISHING COMPANY, INC. 
Fioeding, Maseachueetts 01867 


THE SIGN OF 
EXCELLENCE 
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Modern Economic Growth 
Rate, Structure, and Spread 


by Simon Kuznets 


- A comprehensive analysis of the quantitative characteristics of economic growth. 
Simon Kuznets discusses the role of Innovation, both technological and social, 
and views In a fresh light the interplay of forces that underlies modern economic 
growth and structure. His extensive Investigation of International diversity and 
the developing countries represents a significant contribution to the fleld of 
development politics. cloth $12.50; paper $2.95 


The Attack Submarine 
A Study in Strategy 


by Robert E. Kuenne 


Robert Kuenne, associate professor of economics at Princeton University, applies 
the methodology of general systems analysis fo the strategy of submarine do- 
velopment in this detailed description of the performance and combat character- 
istlcs of the conventional submarine and, as far as possible from the open 
literature, of the nuclear submarine. “Mr. Kuenne Is to be congratulated for 
introducing this sublect to open literature." —U.S. Naval Institute e 
7.50 


The Rule of Law in European Integration 
The Path of the Schuman Plan 


by Stuart A. Scheingold 


Analyzes the first ten years of the Europeun Coal and Stee! Community's ex- 
perience in the Court of Justice, the body which hears cases brought by mem- 
ber states in Europe's three basic Institutions of regional economic Integration, 
the Steel and Coal Community {the Schuman Plan), Euratom, and the Common 


Market. “Scheingold has done a first-class fob . . . in a way that makes the 
book a valuable addition fo the burgeoning literature of economic integration, "= 
The Annals. $7.50 


Now in Paperbound 


The Theory of Political Soenen 
by Wiliam H. Riker 


To initiate compllation of a body of theory for political science comparable to 
that of economics, the author uses a mathematical formulation-—iha theory of 
n-person games—to salad a theory of coalitions that. can be applied to 
politics. “ingenious. . , . This is the wre of a gifted mind."-—The Annals. 
January $1.95 (cloth Tom. 


available through your. bookstore 
Yale University Press HIE 
New Haven and London BE 

in Canada: McGill University Press ? 
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Noteworthy textbooks 
for the college curriculum... 


A HISTORY OF ECONOMIC THOUGHT 


John Fred Bell, University of illInols 


Ready in February! This volume traces the development of economic thought 
. in Western Civilization. Concentrating on economists who have made sig- 
nificant contributions and on schools of thought with lasting influence, it 
helps the student to comprehend and appraise contemporary economic think- 
ing. Chronological, it clarifies the evolutionary process in economic theory 
and practice, and points up the interrelationships between the ideas of thinkers 
in different periods. Book analyzes and evaluates the principal doctrines, 
discusses their influence on national policies, and relates them to present-day 
problems. Second Edition includes new interpretative material throughout; 
a broader discussion. of the influence of socialist criticism on subsequent 
thought; contemporary American contributions; and a chapter on the evolu- 
tion of mathematical economics. 2nd Ed., 1967. 745 pp. $9.00 


ECONOMIC AND SOCIAL SECURITY 


John G. Turnbull, C. Arthur Williams, Jr. 
—-both University of Minnesota; and Earl F. Cheit, 
University of California, Berkeley 


Coming in January! Designed for students of social insurance and social 
security, this book offers thorough discussion of various public and private mea- 
sures for extending economic security. Following the successful pattern estab- 
lished in previous editions, Third Edition retains the use of analytical tools in 
evaluating private and social insurances and assistances involved in such prob- 
lems as old age and death, occupational disability and non-occupational illness, 
unemployment, and substandard working conditions. New stress is placed on the 
problem of poverty. Avoiding abstract discussion, emphasis throughout is on 
principles and understanding. 3rd. Ed., 1967. 696 pp. $9.00 


STATISTICAL ANALYSIS 


Samuel B. Richmond, Columbia University 


In thís modern treatment of the subject, statistics and statistical analyses are 
considered as major tools in the decision-making process. Although no mathe- 
matical preparation beyond secondary school algebra is required, theoretical 
correctness has not been compromised. Recently developed ideas involving 
Bayes’ theorem and subjective probabilities are discussed. Extensive illustra- 
tive problems are included. Instructor's Supplement available. 2nd Ed., 1964. 
633 pp., illus. $8.50 





The Ronald Press Company 
...... 15 East 26th Street “ New York,N.Y. 10010 
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The World Publishing Company offers 


Three new 
Economics texts 


EFFECTIVE RETAIL AND MARKET DISTRIBUTION 
A Managerial Economic Approach 


By Robert D. Entenberg, Louis Beaumont Professor of Marketing, 
and Director, Division of Research, College of Business Adminis- 
tration, University of Denver 


The first really new book in the field in fifty years, this important 
work puts emphasis on analysis and decision, not on static descrip- 
tions of familiar goods and institutions. 608 pages, 7 x 10, more 
than 95 tables and graphs. 16 appendices, index $12.50 Text 
$16.75 Trade 


THE CLASSICAL THEORY OF ECONOMIC POLICY 
By Warren J. Samuels, University of Miami 


Developing the great contributions of English classical political 
economists in terms of their profound study of the rights of in- 
dividuals and groups, this work examines in depth the economic 
mechanism of the state and its crucial role in all reaches of eco- 
nomic life. 256 pages/ $6.50 


TECHNOLOGY, MANPOWER, AND RETIREMENT 
POLICY 


Edited by Juanita Kreps, Duke University 


Analyzes the major issues involved in maintaining adequate jobs 
and incomes for older persons before and during their retirement. 
Contributors: Curtis Aller, Eugene Leonard, Eveline Burns, Garth 
L. Mangum, John T. Dunlop, Juanita Kreps, Ida C. Merriam, Otto 
Eckstein, Stanley Ruttenberg, Joseph Froomkin, Edwin F. Shelley, 
Woodrow Ginsburg, Harold L. Sheppard, Nathaniel Goldfinger, 
A. G. Smith, Leon Greenberg, Gerald G. Somers, A. J. Jaffe, 
Abraham Stahler, E. E. Liebhafsky, Whitney M. Young, Jr. 
$6.50 (Tent.) 


WORLD 

PUBLISHING 
COMPANY 

Cleveland and New York 
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ACC Important Recent Publications 


BUSINESS FINANCE: The Management Approach. Richards C. Osborn, 
University of Illinois. Instructor’s Manual available. 594 pp., illus., $7.50 


READINGS IN FINANCE. Edited by Harold A. Wolf, University of 
Colorado; and Lee Richardson, Louisiana State University. 


364 pp., illus., paper, $3.95 
ELEMENTARY AGGREGATE ECONOMICS. Howard J. Sherman, Uni- 
. versity of California, Riverside. 249 pp., illus., paper, $2.95 


MANAGERIAL ECONOMICS: Text aud Cases. Chester R. Wasson, Uni- 
versity of California, Los Angeles. Instructors Manual available. 
472 pp., illus., $6.50 


CASES IN PERSONNEL MANAGEMENT AND SUPERVISION. Richard 


P. Calhoon, The University of North Carolina. Instructor's Manual avail- 
able. 229 pp., illus. paper, $2.95 
BUSINESS POLICIES AND DECISION MAKING. Raymond J. Ziegler, 


Visiting Professor, University of Khartoum. Instructor’s Manual available. 
260 pp., illus., paper, $2.95 


PRINCIPLES OF LOGISTICS MANAGEMENT: A Functional Analysis 
of Physical Distribution Systems, James A. Constantin, The University of 


Oklahoma. 623 pp., illus., $9.50 
BUSINESS ETHICS. Thomas M. Garrett, Cambridge Center for Social 
Studies. 210 pp., paper, $2.50 
MANAGEMENT ORGANIZATION. Albert K. Wickesberg, Unlversity 
of Minnesota. 233 pp., illus., paper, $2.50 
MANAGEMENT AND THE LAW. Samuel Fox, University of Illinois, 
Chicago. 335 pp., paper, $2.95 


PUBLIC POLICY AND THE MODERN CORPORATION: Selected 
Readings. Edited by Donald Grunewald, Rutgers, The State University; 
and Henry L. Bass, Hunter College. 380 pp., illus., paper, $3.95 


BUSINESS IN SOCIETY: An Introduction to Business. William Withers, 
Queens College, N.Y. Instructor's Manual available. 408 pp., illus., $6.00 
RESOURCES AND INDUSTRIES OF THE UNITED STATES. Olin T. 
Mouzon, The University of North Carolina. 486 pp., illus., $7.95 


 . COMPUTER PROGRAMMING—Fortran IV. Decima M. Anderson, 
Drexel Institute of Technology. Solutions Manual available on adoption. 
435 pp., illus., paper, spiralbound, $6.50 


READINGS IN MARKETING: The Quantitative and Qualitative Areas. 
Edited by Philip R. Cateora, University of Colorado; and Lee Richardson, 
Louisiana State University. February 1967. 416 pp., illus., paper, $3.95 (tent.) 


MANAGEMENT IN INTERNATIONAL PERSPECTIVE. Edited by 
S. Benjamin Prasad, University of Nevada. 
January 1967. 304 pp., paper, $3.50 (tent.) 


Appleton-Century-Crofts 


DIVISION OF MEREDITH PUB, CO, 440 PARK AVE. SOUTH, N.Y. 10016 
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|^, , far too often we lose sight of 
what economics — and especially economics 
- at the beginning level — is for...” 


From the Preface 
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- An Introduction > . Lorie Tarshis 





MODERN ECONOMICS: AN INTRODUCTION 
Lorie Tarshis Professor of Economics, Stanford University 


A new introductory economics textbook with a modern approach to all 
aspects of the discipline — written to and for the student, in a lucid, lively 
style, imparting fresh interest and vitality to the study of economics — 
MODERN ECONOMICS: AN INTRODUCTION contributes significant innovations 
to the treatment of theory, its analysis, and its applications to the solution 
of crucial problems. 


Flexibility in course organization is offered by the author's Suggested Out- 
lines, which alternate the teaching of micro- or macroeconomics, according 
to the emphasis preferred by the instructor, both for a two-semester and a 
one-semester course. 


814 pages Illustrations in color January 1967 


General Editor, Jesse W. Markham, Princeton University. 





A valuable adjunct to the text is the STUDY GUIDE AND WORK- 

"Book prepared by Gordon C. Winston and Stephen O'Brien 
of Williams College, with Mathematical Prefaces, Programmed 
Reviews, true- tals, xL a -choice, essay questions, and 
‘problems. 


Mee arenes Yet RII pna WIRY Stoke rT eme c i e M pe ee a e -— Pd : 


An INSTRUCTOR'S MANUAL supplies answers to ques- 


| 

About 350 pages |. 8T" x11" . . Paper 
| 

tions and problems in the STUDY GUIDE AND WORKBOOK. 

| | 

t 





Some noteworthy features of this new text... 


SECTION TWO / How Resources are Allocated: 
The Composition of the Nation’s Output 


M focuses upon the work of the market mechanism in allo- 
cating the economy's resources; the traditional geometry 
of profits-maximizing firms, which often diverted the stu- 
dent's attention from the real purpose of the analysis, has 
been made subordinate to the broader pollcy considerations 
It was originally designed to illuminate . . . 


SECTION THREE / The Financial Sector and Its Operations 


M includes the operations of non-bank financial Institutions 
and makes “money creation" credible as a product of finan- 
cial intermediation... 


SECTION FOUR / The Size of the Nation's Output 


m employs a realistic approach and presents the role of 
aggregate demand and Its determinants with exceptional 
accuracy and clarity... 


SECTION FIVE / The Distribution of the Nation's Output and Income 


M includes consideration of the economic issues ralsed by 
discrimination, by depressed areas, and by the farm prob- 
lem... ' 


SECTION SIX / Economic Growth 


M gives due attentlon to the problem of economic growth 
both for mature and for underdeveloped economies... 


SECTION SEVEN / The United States Economy in the World Context 


m considers the international monetary mechanism and the 
United States balance of payments position, with particular 
emphasis on its role as world banker... 


From the Editor's Introduction 


. . .There are few economists better equipped to meet this challenge than 
Professor Tarshis. His earlier introductory text, published twenty years ago, 
was enthusiastically received and remembered with gratitude by citizens here 
and abroad to whom it revealed the intricate functioning of complex eco- 
nomic systems. But, as Professor Tarshis points out, economics, and econ- 
omists, undergo change. His first text, reflecting the spectre of the 1930's, 
devoted much attention to the matter of unemployment. Two decades of 
prosperity at home and our increasing pace of international involvement 
have required that his new text take on a different tone; it gives much more 
attention to the "international" economy, especially such problems as the 
underdeveloped nations, the role of the United States as banker, the inter- 
national monetary mechanism, and economic growth. 

The distinguishing feature of Professor Tarshis’ new text, however, is its 
conscious recognition of the high intellectual abilities of contemporary college 
students. His primary aim has been to appeal to, and serve the needs of, the 
highly qualified students of today and tomorrow. In clear and refreshing lan- 
guage he has made economics interesting and exciting. The traditional geom- 
etry of profits-maximizing firms, which often diverted the students’ attention 
from the real purpose of the analysis, has been made subordinate to the 
broader policy considerations it was originally designed to illuminate. His 
chapters on national income determination have been written with the aim of 
covering this topic with greater clarity and accuracy than most texts. They 
have also been written with the important economic issues to which national 
income theory relates clearly in mind. Meanwhile, he has preserved the flexi- 
bility that enables the teacher to begin his course with microeconomics or, as 
Professor Tarshis puts it, to teach the course "backwards," beginning with 
macroeconomics. But from whatever direction the course is taught, he has 
provided the teacher and student with a truly refreshing, provocative and 
capably written text. 

JEssE W. MARKHAM 
Princeton University 


H O U G H T O N Address all inquirles to the regional office serving you 
3108 Piedmont Road N.E., Atlanta, Georgia 30305 
6620 Oakbrook Boulevard, Dallas, Texas 75235 
1900 South Batavia Avenue, Geneva, Illinois 60134 
53 West 43rd Street, New York, New York 10038 
777 Califomia Avenue, Palo Alto, California 34304 


Editorial and Foreign Sales Only 
110 Tremont Street, Boston, Massachusstts 02107 
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ESSENTIAL FOR YOUR t PROFESSIONAL LIBRARY 


Just published . .. 

THE STATE AND ECONOMIC 
DEVELOPMENT IN 

EASTERN EUROPE 


by NICHOLAS SPULBER, 
Indiana University 


This survey of the economic de- 
velopment of eastern Europe analyzes 
the nature and scope of state inter- 
vention in the economy under 
capitalism and under the Soviet-type 
regimes. An annotated bibliography 
is included. 

September 1966; 192 pages; $3.95 


THE NEW ECONOMICS OF 
NATIONAL DEFENSE 

by JOHN J. CLARK, 

St. John's University 

A lucid exposition of micro-economic 
theory and its application to the man- 
agement of national defense and to 
the power relationships between na- 
tional states. 


July 1966; 256 pages; $5.95 

R&D Essays on the Economics of 
Research and Development 

by DANIEL HAMBERG, State Uni- 
versity of New York at Buffalo 
Seven timely essays examine the ways 
of g the costs and maximiz- 


ing the benefits of industrial re- 
search, 


July 1966; 224 pages; $4.95 
THE AGE OF KEYNES 


by ROBERT LEKACHMAN, 
State University of New York, 
Stony Brook 


Adroitly portrays Keynes’ close in- 
volvement with politics and policies 
of his age, and the way in which 


I enolose m 
write fa 


RANDOM HOUSE, INC. 


The College Department 
501 Madison Ave. 
New York, N.Y. 10022 
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those co ed shape Keynes’ New 
Economi 
Sensor 1966; 324 pages; $4.20 


MONETARY THEORY AND 
POLICY 
Major Contributions to Contem- 
po rary Thought 

dited with introduction by 
RICHARD S. THORN, 
University of Pittsburgh 
A comprehensive review of the best 
articles on the development of post- 


war monetary theory and policy. 
October 1966; 720 pages; $12.95 


In preparation... 


FEDERAL RESERVE 
MONETARY POLICY, 1917-1933 


by ELMUS R. WICKER, 

Indiana University 

Analyzing and reinterpreting the 
Federal Reserve Board’s early suc- 
cesses and failures, this new work 
emphasizes the role played by ofl- 
cials of the U. S. Treasury and Fed- 
eral] Reserve System. 

December 1966; 256 pages; $4.95 


THE SOCIALIST ECONOMY 
A Study of Organizational 
Alternatives 
BENJAMIN WARD, 
niversity of California, Berkeley 


A comparison of alternative types of 
socialism using the framework of or- 
ganizational analyses: classical Soviet 
organiration, the command society, 
and Illyria, suggested by experiences 
in the Soviet Union, Communist 
China, and Yugoslavia. 

E 1967; abont 300 pages; about 
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fully developed and are unified to give the student an integrated view of 
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Some outstanding features of Microeconomic Analysis include: 1) a logical 
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matter; 3) where mathematics is employed, it is shown first to be relevant; 

4) the mathematics of traditional microeconomics is developed slowly step 

by step; 5) the empirical implications of traditional theory are rigorously 

& developed and clearly stated; and 6) the book requires no previous economics. 
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tions in this country and of comparative movements in other nations. Parts 
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various public policy issues concerning trade unions and the labor market. 
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CHARTER AND BYLAWS OF THE 
AMERICAN ECONOMIC ASSOCIATION 


The charter of incorporation of the American Economic Associa- 
tion, incorporated in the District of Columbia, February 3, 1923, 
provides as follows: 

I. The name or title by which the society shall be known is the 
American Economic Association. | 

II. The time for which it is organized is perpetual. 

III. The particular business and object of the society are as follows: 

1. The encouragement of economic research, especially the historical 
study of the actual conditions of industrial life; 

2. The issue of publications on economic subjects; 

3. The encouragement of perfect freedom of economic discussion. 
The Association as such will take no partisan attitude, nor will it com- 
mit its members to'any position on practical economic questions. 

IV. The number of its trustees for the first year of its existence 
shall be fourteen. | 

The following bylaws have been adopted for the government of the 
Association: 

I. MEMBERSHIP 


1. Any person interested in economic inquiry may, on the nomina- 
tion of a member, be enrolled in this Association. | 

2. There shall be six classes of members other than honorary: mem- 
 bers paying an annual fee of $10.00; family members (two or more 
living at the same address, second membership without subscription to 
the publications of the Association) paying an annual fee of $1.00; 
junior members (available to registered students for three consecutive 
years only) paying an annual fee of $5.00; subscribing members pay- 
ing an annual fee of $12.00; contributing members paying an annual 
fee of $25.00 or more; and life members comprising those members 
who contribute $200.00 or more in a single payment. Life members 
shall be exempt from annual fees. Members shall have each year the 
privilege of designating the class of membership they choose for that 
year. 

3. Foreign economists of distinction, not exceeding twenty-five in 
number, may be elected honorary members of the Association, Past 
presidents of the Association and members who have been awarded the 
Walker Medal shall be Distinguished Fellows. In addition, the Execu- 
tive Committee may elect up to a total of twelve additional Distin- 
guished Fellows, but not more than two in any one calendar year, from 


* As amended at the December 30, 1965, annual meeting. 
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economists of high distinction in the United States and Canada. Candi- 
dates for Distinguished Fellowships shall be nominated by the Nomi- 
nating Committee or the Executive Committee, and they shall be elected 
by the combined vote of the two committees. The Nominating Commit- 
tee shall solicit and give due consideration to the recommendations of . 
the Committee on Honors and Awards. The Nominating Committee 
should be free to make no nominations in any particular year. However, 
it should not be limited as to the number of candidates it may nominate - 
in any year. It should accompany each nomination with a supporting 
brief. Election to Distinguished Fellowship does not preclude election 
to any office of the Association.” 

4. Every member is entitled to receive, as they appear, all reports and 
publications of the Association. 


II. TRUSTEES 

The trustees of this Association shall not be less than fourteen or 
more than fifteen in number and the Board of Trustees shall be known 
as the Executive Committee. The Board of Trustees shall be composed 
of the persons elected as the Executive Committee at the time and 
place and in the manner set forth in the following bylaw providing for 
the election of officers. | 

IIT. OFFICERS? 

1. 'The Association shall have the following officers who shall be elec- 
tive officers: a President, a President-elect, two Vice-Presidents, and 
six elected members of the Executive Committee. The terms of office 
of the President, President-elect, and the two Vice-Presidents shall 
each be one year. The terms of office of the six elected members of the 
Executive Committee shall each be three years, two of the six terms 
to expire each year. The President-elect elected in any year shall 
succeed to the presidency in the following year. Each regular term of 
office shall coincide with the calendar year or a multiple thereof. 

2. Elective officers shall be chosen through elections to be held dur- 
ing the last three months of the terms of office of their predecessors. 
Each member shall be given the opportunity to vote by mail. The re- 
sults of the election shall be certified and announced by the Secretary 
at the annual business meeting. 

3. The Association shall have the following officers who shall be 
appointed by the Executive Committee: a Secretary, a Treasurer, & 
Managing Editor, and a Counsel. 'The terms of office of each of these 
officers shall be three calendar years. 

4. The Executive Committee shall consist of the President, the Pres- 
ident-elect, two Vice-Presidents, the Secretary, the Treasurer, the Man- 
aging Editor, the two ex-Presidents who have last held office, and six 


3 As amended at the December 29, 1958, and December 30, 1960, annual meetings. 
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elected members, provided that the Secretary, the Treasurer, and the 
Managing Editor shall not be entitled to vote in the Committee’s 
meetings. 

IV. Duttes or OFFICERS? 


1. The President of the Association shall preside at all meetings of 
the Association and of the Executive Committee. In case of his dis- 
ability, his duties shall devolve upon the President-elect and then the 
two Vice-Presidents in the order of their election, upon the Secretary, 
and upon the Treasurer. 

2. Before October 1 of each year, the President-elect of the Asso- 
ciation shall appoint a Nominating Committee for the following year, 
this Committee to consist of a past officer as Chairman and not less 
than five other members of the Association. The names of the Committee 
shall be published in the issue of the American Economic Review im- 
mediately following their appointment, together with an invitation to 
the general membership that suggestions of nominees for the various 
offices other than the presidency be sent to the Chairman of the Com- 
mittee. The Nominating Committee for each year shall be instructed to 
present to the Secretary of the Association on or before September 1 a 
nominee for the president-elect and two or more nominations for each 
other elective office to be filled, except the presidency, all these nomi- 
nees being members of the Association. The members of the Nominat- 
ing and Executive Committee shall constitute an Electoral College 
which shall consider the nominee of the Nominating Committee for 
the President-elect and select a single candidate for that office; but 
space shall be provided on the ballot for that office for the individual 
voter's alternative choice. 

The President-elect may, at his discretion and with the advice and 
consent of the Executive Committee, appoint a Program Committee 
for the annual meeting of the succeeding year. 

3. The Secretary shall keep the records of the Association and per- 
form such other duties as the Executive Committee may assign to him. 

4. 'The Treasurer shall receive and have the custody of the funds of 
the Association, subject to the rules of the Executive Committee. 

5. The Executive Committee shall have the control and management 
of the funds of the corporation. It may fill vacancies in the list of 
officers, and may adopt any rules or regulations for the conduct of its 
business not inconsistent with this constitution or with rules adopted at 
the annual meeting. It shall act as a committee on time and place of 
meetings and perform such other duties as the Association shall dele- 
gate to it. A quorum shall consist of five members. 

6. The Managing Editor shall, with the advice and consent of the 
Executive Committee, appoint members to an Editorial Board to assist 
him. He shall be ex officio member and chairman of this Board. The 
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Editorial Board shall have charge of the publication of the American 
Economic Review. 

7. The office of the corporation for legal purposes shall be at the 
office of the Counsel in the District of Columbia, and legal process 
against the corporation may be served on said Counsel. 


V. ANNUAL MEETING 


The annual meeting of this corporation shall be held at such time and 
place as may be determined by the Executive Committee. Notice of 
such time and place shall be given by publication in the regular journal 
of the corporation, now known as the American Economic Review, 
at least ten days prior to such meeting. The first annual meeting shall 
be held at Providence, Rhode Island, on the 27th of December, 1923, 
at nine o'clock A.M., unless otherwise ordered by the Executive Com- 
mittee. 

VI. AMENDMENTS 


Amendments, after having been approved by a majority of the Ex- 
ecutive Committee present at a meeting regularly called, may be 
adopted by a majority vote of the members present at any regular 
meeting of the Association or by a majority of votes cast in a mail 
ballot authorized by the Executive Committee.” 


7 As amended at the December 30, 1941, annual meeting. 
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ROSTER OF COMMITTEE MEMBERS è 
AND EDITORIAL BOARDS* 


Morris A. Copeland, Chmn. 


Howard R. Bowen 
Mary Jean Bowman 
Ewan Clague 

Willam J. Fellner 
Martin R. Gainsbrugh 


Edwin G. Nourse, Chmn. 
Ewald T. Grether 
Willam Haber 

Harland L. McCracken 
Aryness Joy Wickens 
Harold F. Williamson 


Jacob Viner, Chmn. 
Merrill K. Bennett 
Edward H. Chamberlin 
Edwin B. George 
Richard B. Heflebower 
Aryness Joy Wickens 


Eveline M. Burns, Chmn. 
George H. Hildebrand 
Raymond F. Mikesell 
Paul M. Sweery 

George W. Terborgh 
Ralph A. Young 


Simon Kuznets, Chmn. 
O. H. Brownlee 


NOMINATING COMMITTEE 


1959 


1960 


1961 


1954-63 


Gerhard Colm 
Frederick H. Harbison 
J. Richard Haber 
Margaret Myers 


John D. Black, Chmn. 
Alice E, Bourneuf 
Raymond T. Bowman 
James M. Buchanan 
George Garvy 
Kenneth Roose 


George W. Stocking, Chiu. 


Vincent W. Bladen 
Everett E. Hagen 
C. J. Hitch 

Frank C. Plerson 
Edwin Young 


Arthur F. Burns, Chmn. 
William C. Hood 
James W. McKie 
Atthur M. Okun 
Daniel C. Vandermeulen 
Janet L. Weston 


Teodore W. Schultz, Chmn. 


Dorothy C. Bacon 
Richard E. Caves 
Rendiga T. Fels 


* For the years 1934—53, see the 1956 Handbook, pages 465-67. 


1954 Frank G. Dickinson, Chmn. 


1955 


1956 


1957 


S. Morris Livingston 


Paul L. Morrison, Chmn. 
Sylvester M. Frizol 


Marshall D. Ketchum, 
Chmn. 
William C. Bradford 


Yale Brozen, Chma. 
Bion B. Howard 


1958 


1959 


1960 


1961 


1954-66 


Milton Friedman, Chmn. 
Kari de Schweinitz 
F, S, Delbler 


Harold F. Williamson, Chmn. 


Arnold C. Schumacher 


Herbert V. Prochnow, Chmn. 


Arthur R. Tebbutt 


Rolf A, Weil, Chmn. 
Robert H., Strotz 


** The Secretary is ex officlo member of the Committee on Elections. 


For 1953-61 this was James Washington Bell; then Harold F. Williamson. 


- — an 


1963 


1964 


1965 


1966 


COMMITTEE ON ELECTIONS** 


1963 


1964 


Douglass C. North 
Robert M, Solow 


Paul A. Samuelson, Chmn, 
Robert E, Baldwin 

Harry C. Eastman 

Edgar O. Edwards 

Frank W. Fetter 

Ilse Mintz 


Gottíried Haberler, Chmn, 
Avery B. Cohan 

Richard M. Cyert 

G. A. Elliott 

Marc Nerlove 


George J. Stigler, Chmn. 
Karl A. Fox 

W. David Maxwell 
Lionel W. McKenzle 
Anthony D. Scott 
Warren Scoville 


Bernard F. Haley, Chmn. 
Marvin Frankel 

Kermit Gordon 

Juanita M. Kreps 
Stanley Lebergott 

David W. Slater 


Frank W, Fetter, Chin. 
©. A. Smalley 


Richard B. Heflebower, 
Chmn. 
John H. Wills 


Frederick A. Ekeblad, Chmn. 
Millard F. Long 


George Dlaton, Chmn. 
Lester B, Lave 


"* 


1954 


1955 


1956 


1957 


1958 


Joe S. Bain 

Harold M. Sommers 
Raymond F. Mikegell 
Ragnar Nurkse 
Gardner Ackley 
George H. Hildebrand 


Raymond F. Mikesell 
Ragnar Nurske 
Gardner Áckley 
George H. Hildebrand 
Richard B. Goode 
Carl Kaysen 


Gardner Ackley 

George H, Hildebrand 
Ríchard B. Goode 

Karl Kaysen 

George L. Bach 

Charles P. Kindleberger 
Walter S. Salant 


Richard B. Goode 

Carl Kaysen 

George L. Bach 
Charles P. Kíndleberger 
Walter S. Salant 

Neil W. Chamberlain 
Evsey D. Domar 
Thomas C. Schelling 


Nell W. Chamberlain 
Evgey D. Domar 
Thomas C. Schelling 


EDITORIAL BOARDS 


1959 


1960 


1962 


1954-66 


O, H, Brownlee 
Kermit Gordon 


Neil W. Chamberlain 
Evsey D. Domar 
Thomas C, Schelling 
O. H, Brownlee 
Kermit Gordon 
Rendigs T, Fela 
Arnold C. Harberger 
Wolfgang F. Stolper 


O. H. Brownlee 
Kermit Gordon 
Rendiga T. Felig 
Arnold C. Harberger 
Wolfgang F. Stolper 
Melvin W. Reder 
Tibor Scitovaky 
Robert M. Solow 


Rendigs T. Fels 
Arnold C. Halberger 
Wolfgang F. Srolper 


. Melvin W. Reder 


Tibor Scitovsky 
Robert M. Solow 
Alfred E. Kahn 
Joseph A. Pechman 


Melvin W. Reder 
Tibor Scitovsky 
Robert M. Solow 
Alfred E. Kahn 

Joseph A. Pechman 
Martin Bronfenbrenner 
Albert O. Hirschman 
Roland N. McKean 
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1963 


1964 


1965 


1966 


Alfred E. Kahn 

Joseph A, Pechman 
Martin Bronfenbrenner 
Albert O. Hirschman 
Roland N. McKean 
Robert W. Clower 
Abba P. Lerner 

Albert Rees 


Martin Bronfenbrenner 
Albert O. Hirschman. 
Roland N. McKean 
Robert W. Clower 
Abba P. Lerner 

Albert Rees 

Richard Caves 

Arthur Goldberger 


Robert W. Clower 
Abba P. Lerner 
Albert Rees 

Richard Caves 
Arthur Goldberger 
Wiliam J. Baumol 
James M. Buchanan 
Richard A. Easterlin 


Richard Caves 
Arthur Goldberger 
William J. Baumol 
James M, Buchanan 
Richard A. Easterlin 
Hollis Chenery 
Robert Eisner 
Stanley Lebergott 
Richard R. Nelson 
Hirofumi Urawa 
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Awards e 


In 1947, the Association instituted two awards: the Francis A. Walker 
Medal, to be given not more frequently than once every five years “to the 
living American economist who in the judgment of the awarding body has 
during his career made the greatest contribution to economics,” and the 
John Bates Clark Medal, to be given every two years “to that American 
economist under the age of forty who is-adjudged to have made a significant 
contribution to economic thought and knowledge.” Recipients of these 
medals to date are: 


Francis A. Walker Medal 


1947 Wesley C. Mitchell 1957 Frank H. Knight 
1952 Jobn Maurice Clark ; 1962 Jacob Viner 


John Bates Clark Medal 


1947 Paul A. Samuelson 1957 Kenneth J. Arrow 

1949 Kenneth E. Boulding 1959 Lawrence R. Klein 
1951 Milton Friedman 1961 Robert M. Solow 

1953 No award 1963 Hendrik S. Houthakker 
1955 James Tobin 1965 Zvi Griliches 


In 1965 the Association instituted the award of Distinguished Fellow. 
In addition to all past presidents and members who have received the 
Walker Medal, this award may be granted annually to not more than two 
“economists of high distinction.in the United States and Canada.” The 
following have received this award: 


1965 
Edward H. Chamberlin Harold Hotelling 
Honorary Members 
haenar: Frisch 998 cutesy Monee ae e ODE a Sarti E dol atate ees Oslo 
Bugénio Gudin 1902 eese sede or hear dace A Rio de Janeiro 
Sir JROy Garrod 7950. o Ue he tern oer taw E ae 2 Oxford 
Sir Ralph Hawtrey £040 araa nin ore Ennn he ied E REG London 
Te Re 1 MIU pH a a T ET Oxford 
Walter Thomas Layton (Baron Layton of Danehill) 1932.......... London 
Enk Lopdbers 4007 ei UR AS ta EUREN D ewe aes Stockholm 
James E. Meade 1902 i xad exea Erat HUE Seed ia d Cambridge 
Günnar M vdal 4047. soi aufer io ana ewe Pd e oa rin but eus Geneva 
Bertil Ohlin 1947. ................. "IER Satta tte, Wales ae Stockholm 
Ge UGG Papi 40902 25 ae eae eerste woh ede se Shee ee Se oe x acit Rome 
Francois JeFroux 007. «ibo vxaci epa eh Ae eat nea hee Ree eile Paris 
Raul Prebisch 4002... ssn wth cette d aes eke seeks Santiago 
Lionel C, Robbins (Baron of Clare Market) 1947................. London 
Joan Robinson 950.5. Lad ERAS REPRE E EE Neb S RE RP EP pis Cambridge 
Erich Schneider 2962........... ecce celles eee ees ee eee Kiel 
Jan Dmbergen 7950... 2 22er neun ao EE sea SR Hee The Hague ' 


Note: The figures in italics indicate the year of election to honorary membership. 


in the papers and discussions on the occasion of the twenty-fifth anniversary of the Association, 
published in the “Third Series" of the publications of the Association (Vol. XI, 1910, No. 1, 
pages 92-93). This tabulation gives not only the date and place of meeting but also indicates 
main subjects discussed and the number of members of the Association. The list of cities in 
which annual meetings have been held 1910 through 1935 may be found on page 306 of the 


ANNUAL MEETINGS 


zl 


Note: A tabulation of “Statistics of Annual Meetings” from 1885 to 19107 may be found 


1948: Directory. 


'* The following list includes estimates of registration. These figures are very rough, but they 
give a general idea of how many members of the American Economic Association attend the 
meetings and of the total attendance of all the affiliated associations. Some figures are estimates 
of attendance, which includes students and those not registering, and other figures are paid 


registrations. 
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Local Arrangemenis 
Place Chairman or Representative 
Chicago G. V. Cor 
Atlantic City E. M, Patterson 
Detroit R. P. Briggs 
Philadelphia W. N. Loucks 
New Orleans R. W. Elsasser 
New York C. S. Shoup 
Washington, D. C. A. E. Taylor 
(Cleveland canceled} 
Washington, D. C. A. E. Taylor 
Washington, D. C JJ. Donaldson 
(Canceled) 1M. Gilbert 
fD. A. Hill 
Cleveland |R. L. Davison 
Atlantic City J. W. Hoot 
Chicago G. J. Cady 
Cleveland D. S. Thompson 
New York M. R. Gainsbrugh 
Chicago C. G. Wright 
Boston A. C. Neal 
Chicago R, T. Glidden 
Washington, D. C R. A. Young 
Detroit E. L. Cushman 
New York George Garvy 
Cleveland C. A. Barker 
Philadelphia [K R. Bopp 
1C. J. Anderson 
Chicago George W. Mitchell 
Washington, D. C [R. T. Bowman 
Ewan Clague 
St. Louis Homer Jones: 
New York J. Robert Lindsay 
Pittsburgh Clyde Harrell 
Boston {George H. Ella 
\Richard de Costa 
Chicago E. T. Baughman 
New York Fred Klopstock 
San Francisco Gault W. Lynn 
Washington, D. C 
Chicago 
New York 
Detroit 
New Orleans 
Chicago 
New York 
TABLE i 
MEMBERSHIP CLASSES 
(at the Midyear) 
1941 1946 1953 
Pi Wars 3,176 4,144 6,709 
OLOR 83 90 449 
TEM 14 64 132 
pee esf 15 17 43 
RAN RAE 19 15 22 
RUM 37 31 60 
E 3,344 4,361 7,415 
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14,922 


TABLE 2 e 
MEMBERS AND SUBSCRIBERS, 1886-1965 


Total : 
Year Annnal Lafe Honorary Members Subscribers Total 
1886 182 
1893 482 73 17 572 82 654 
1894 484 72 16 572 88 660 
1895 485 71 16 572 80 652 
1896 479 74 15 568 97 665 
1897 477 71 15 563 105 668 
1898 488 69 14 571 114 685 
1899 ` 498 68 12 578 139 717 
1900 541 69 11 621 153 774 
1901 722 67 ii 800 156 950 
1902 782 67 11 860 151 1,011 
1903 757 67 11 835 155 990 
1904 792 67 il 870 155 1,025 
1905 800 66 11 877 151 1,028 
1906 794 66 11 871 165 1,036 
1907 1,002 
1908 868 162 1,030 
1909 1,205 155 1,360 
1910 1,440 69 10 1,519 183 1,702 
1911 2,103 78 9 2,190 214 2,404 
1912 2,369 88 9 2,466 249 2,715 
1913 2,157 83 9 2,249 264 2,513 
1914 2,060 81 8 2,149 320 2,469 
1915 2,004 80 7 2,091 353 2,444 
1916 2,033 80 7 2,120 369 2,489 
1917 2,077 87 6 2,170 433 2,603 
1918 2,130 87 5 2,222 456 2,678 
1919 2.125 86 5 2,216 498 2,714 
1920 2,213 84 4 2,301 565 2,866 
1921 2,230 102 3 2,335 592 2,927 
1922 2,296 102 8 2,406 639 3,045 
1933 2,479 98 10 2,587 703 3,290 
1924 2,691 98 9 2,798 749 3,547 
1925 ; 2,816 92 8 2,916 830 3,746 
1926 2,538 88 14 2,640 813 3,453 
1927 2,562 86 16 2,664 843 3,507 
1928 2,620 78 12 2,710 904 3,614 
1929 2,671 79 16 2,766 982 3,748 
1930 2,704 76 17 | 2,797 1,056 3,853 
1931 2,626 64 15 2,705 1,076 3,781 
1932 2,488 62 19 2,569 1,058 3,627 
1933 2,306 58 20 2,384 1,037 3,421 
1934 2,433 54 19 2,506 1,066 3,572 
1935 2,473 53 18 2,544 1,118 3,662 
1936 2,556 48 17 2,621 1,178 3,799 
1937 2,652 44 17 2,713 1,219 3,932 
1938 2,764 41 19 2,824 1,270 4,094 
1939 2,906 40 20 2,966 1,292 4,258 
1940 3,089 40 19 3,148 1,327 4,475 
1941 3,406 37 19 3,462 1,319 4,781 
1942 3,617 37 17 3,671 1,219 4,890 
1943 3,749 33 16 3,798 1,293 5,091 
1944 3,913 32 16 3,961 1,533 5,894 
1945 4,108 31 15 4,154 1,752 $,906 
1946 4,618 31 13 4,662 2,161 6,823 
1947 5,286 29 14 5,329 2,200 7,529 
1948 5,858 21 17 5,902 2,461 8,363 
1949 6,578 36 17 6,631 2,504 9,135 
1950 6,871 44 21 6,936 2,578 9,514 
1951 6,998 48 22 7,068 2,692 9,760 
1952 7,191 54 22 7,267 2,755 10,022 
1953 7,252 62 21 7,335 2,874 10,209 
1954 7,398 69 19 7 ,486 2,925 10,411 
1955 7,463 74 18 7,555 2,963 10,518 
1956 8,354 78 18 8,450 3,135 11,585 
1957 8,494 91 15 8,600 3,492 12,092 
1958 9,073 101 15 9,189 3,659 12,848 
1959 10,028 117 14 10,159 3,859 14,018 
1960 10,681 142 ig 10,837 4,053 14,890 
19611 10,876 164 14 11,054 3,934 14,988 
1962t 11,083 182 20 11,285 4,359 15,644 
1963 11,727 228 18 11,973 4,306 16,279 
1964 12,769 239 17 13,025 4,791 17,816 E 
1965 13,863 247 17 14,127 5,699 19,826 - 


4 


* Figures for the earlier years are probably not accurate, In many cases the Secretary'a Reports gave only the 
additions, etc., and the totals had to be computed from the total of the previous year. i 
+ Figures furnished by the data processing company for these two years were not accurate. 
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‘TABLE 3 


GEOGRAPHICAL ANALYSIS OF MEMBERS AND SUBSCRIBERS IN THE 


UNITED STATES AND POSSESSIONS 
(As-of May 31, 1966) 











NORTHEAST Me N.H. Vt. Mase. RI. Conn, N.Y. Del. Pa. NJ. Md. W.Va. D.C. 
Members 37 57 35 610 51 267 2,004 33 653 438 651 56 874 
Sabscribera 10 11 12 102 11 45 , 413 -6 123 45 21 145 
41 68 47 712 62 312 2,417 39 776 496 696 77 1,019 
MIDDLE Ohio Mich. Ind. Wis. Minn. Ia. Mo. Ii i 
Members 431 516 273 236 168 151 02229  À 8S1 c.sshs ccc den eee aas 
Subscribers 77 78 44 51 47 31 «VGN coda elon aaa ale Eau oar 
508 594 317 287. 215 182 267 980 .........e n I 
SOUTHEAST Tenn. N.C. Miss. Va. Ky. S.C. Ga. Ala. Ark. Fla La 
Members 99 177 24  À 561 61 35 97 48 30 162 TI ux rum ues 
Subscribers 37 52 19 66 22 2 37 34 17 2 UE EE 
136 229 43 627 83 56 134 82 47 203 09 cau Eva os 
SOUTHWEST Okla. Tex. N.M. Ariz. 5 
Members 64 330 28 WO RR PCIE poer 
Subscribers 2i 90 li 3E-21.: Su ite si E aA E E S erat Oa REUS elu Sa ete UE c 
85 420 39 2 ele Aen CCP PE 
NORTHWEST N.D. S.D. Neb. Kana. Mont. Colo. Wyo. Idaho Utah 
Members 13 14 55 98 15 116 6 16 dl Voss ves e eta cu er 
Subscribers 8 11 16 32 "6 27 6 9 acri deba ru totu 
21 25 71 130 21 143 12 25 GU anaes Ra 4E RECS scr us ESI TR Rd 
FAR WEST Ore. Wash: Cel Nev. l 
Members 110 175 1,134 dÉ (ox ebb Om ear EL E ee eus ca E eee Se LED MT 
Subscribers 28 40 242 rae PEE EEEE eee nm 
138. -215-153760 726 5 ve CREER beo ener te hoes Certa LETS 
NRW STATES Alas. Huwali 
Members 10 cR" "EU 
Subscribers 4 r aN ack date, E E E S EE ESA E ET E 
14 1 EP IEE E IEEE EA E AE O E E A AE E E 
Canal Virgin Mar . 
POSSESSIONS P.R. Zone Ie Is. Guam 
Members 37 2 1 Ds rrr E E ANR A EE E PPS 
Subecribers 15 1 De tees ce rau eee LR IA a ety Dx MATRE M aes Sgt 
52 2 2 "MERE EEE AEE ent DP ea ee 
APO & FPO APO FPO 
Members 121 oc ante ee ei en ok dui hee wt Rae tbe Dui La Set 
Subscribers 42 Do gis Ronee Mee al a OIE pod ci ipM OUTAGES Whe E Ue Me Cu Mie toe 
163 | ca ag ane tas te gece a tobe aaa Delsarte a nae ae een de a ea ee a taeda Naya 
SUMMARY 
States Members Subscribers Total 
Northeast cete EE sa ween 5,766 1,002 6,768 
Middig: oristano pax qaa Poe 2,848 502 3,350 
Southeast. «oci wawatee sores ac oh 1,365 367 1,732 
Southwest...... eere 492 136 628 
Northwest... o oven Rr eee eee 364 123 487 
Far West....... Muda pau ee alae 1,443 312 1,755 
New States... 0.0... 0c ccc ehh 42 55 
Possesmsions. ...... esee eere 42 59 
APO and FPO.................... 127 171 
12,489 2,516 15,005 
183 . 
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